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Commentary At-a-Glance 

 
 Markets moved tepidly higher on low volume despite uncertainty. 

 Earnings season is now in the home stretch and looking pretty good for now. 

 A last minute Greek deal has been made, but items are still needed to secure it. 

 Russia seems to be abiding with the terms of the cease fire—about a week late. 

 Manufacturing data seems to be slowing on the east coast; the weather is being blamed. 

 
 
Market Wrap-Up 

 
Little changed from a technical standpoint last week as the NASDAQ remains very strong, while the 
S&P 500 follows and the Dow seems to be content just barely hanging on to its most recent trading 
channel. All the while, the VIX continues to pursue lower levels. The charts below are of the three major 
US indexes in green with their respective trading channels being 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: 
 

 
 

 



Technology continued to fly high last week as the NASDAQ advanced at a faster pace than the other two 
major US indexes, now pushing ever closer to the all time high level for the index seen back in early 2000 
just prior to the technology bubble bursting. If the NASDAQ continues on the current rate of change we have 
seen over the past two weeks we could see a new all time high on the index either at the very end of this 
week or early next week. How good it must feel for investors who actually stuck with the NASDAQ through 
thick and thin to now, 15 years later, finally to be made whole from their losses. Both the Dow and the S&P 
500 have recently been making many new all time highs as well, highs 
of their respective 2000 levels back in 2007, just before the decline of 
2008. Oil continues to be a major driving force behind the recent 
performance of the three major indexes, as does the lack of exposure 
to international markets. The NASDAQ is perhaps the least oil and US 
dollar fluctuation dependant index of the three major indexes, so when 
oil goes down it is the least exposed. The Dow has a significant 
weighting to oil, having both Exxon and Chevron as component 
companies. Additionally, nearly all component companies in the Dow 
have significant revenues coming from outside of the US and thus are 
hurt by the strong US dollar. The S&P 500 has about 30 percent of its 
earnings coming from the energy sector, not to mention a large 
number of component companies deriving significant amounts of revenue from abroad.  This make up of the 
indexes alone may largely explain the recent deviations in performance. If the above is true and holds true, 
we could be in for a long period of time when the NASDAQ out performs the other two major indexes. While 
all of this movement was occurring in the equity markets, the VIX was slowly meandering lower, seemingly 
minding its own business. On Friday the VIX hit the lowest level we have seen so far during 2015, during a 
week with very low volatility on the VIX; more on this below in the markets statistics section. 
 

 

National News 

 
National news last week focused on fourth quarter earnings season as there was little work being done in 
Washington DC thanks to a holiday and snow storm that shut down the US Federal Government. While the 
government may have been taking it slow, earnings results certainly were not.  

 

Q4 2014 Earnings Releases 
 
Last week was a very busy week for earnings releases as there were many household names that 
released earnings with a very wide mix of positive and negative results being shown. Below is a table of 
the better 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: 
 

Agilent Technologies 0% Hyatt Hotels 0% Nordstrom -2% 

Avis Budget Group 28% Iron Mountain -19% Owens & Minor -4% 

Barnes Group 2% Jack In The Box 7% Parker Drilling 50% 

Bloomin' Brands 4% La-Z-Boy -13% Public Storage 0% 

Deere & Co 35% Marathon Oil -533% Teekay 54% 

Denny's 0% Marriott 5% T-Mobile 33% 

EchoStar 55% Medtronic 4% Trulia pushed 

Flowserve 3% MGM Resorts -83% Vornado Realty -1% 

Genuine Parts 0% Noble Energy 9% Wal-Mart Stores 5% 

Goodyear Tire & Rubber 2% Noodles & Co -7% Wolverine World Wide 0% 

 
Some of the largest surprises of the week last week in earnings were among the energy related companies 
and the surprises were both good and bad. Marathon Oil missed by the largest percentage, but this is 
somewhat misleading as the expected number for earnings per share for the company was $0.03 and they 
actually turned in a loss of $0.13 per share. So while the percentage may be very large, the actual dollar 
difference is small. On the flip side, Parker Drilling beat expectations by 50% thanks to quick reactions to 
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the falling oil prices and long term contracts for their rigs; the falling price of oil is not a detriment to all 
energy related companies. Wal-Mart was the other big announcement last week as the company beat 
expectations by 5 percent on an earnings per share basis, while revenues came in slightly lower than 
expectations. This beat by Wal-Mart shows that the discount retailers have been having an easier time than 
the higher end stores such as Nordstrom or La-Z-Boy, both of which missed their market expectations last 
week. 
 
According to Factset Research, we have now seen 443 (89 percent) of the S&P 500 companies release 
their results for the fourth quarter of 2014. Of the 443 that have released, 75 percent of them have met or 
beaten earnings estimates (this is down 2 percent from two weeks ago), while 25 percent have fallen short 
of expectations. When looking at revenue of the companies that have reported, 58 percent of the companies 
have beaten estimates (this number is unchanged from two weeks ago), while 42 percent have fallen short. 
The major driving sectors behind the strong earnings announcements have been telecommunications and 
healthcare, while the laggard has not surprisingly been energy. Energy earnings will be spoken about 
frequently in the coming weeks and months as they seem to be almost all of the reason for the decline in 
forward earnings expectations on the S&P 500 since they made up as much as 30 percent of total earnings 
for the S&P 500 prior the decline in oil prices. Forward looking guidance continues to be a major issue for 
many companies, which are citing a multitude of potential reasons for slower future growth, everything from 
Europe to Dollar strength, the US Fed policy or the declining price of oil. For whatever reason, the 
expectations of future earnings are being set very low. In the past this has made it much easier for 
companies to look like they are performing better than they really are, as hopping over a low bar is much 
easier than a high one; we will just have to wait and see if this is the case this time around. At this point in 
the earnings cycle it would take a lot of companies announcing earnings that deviate widely from 
expectations to change the above mentioned numbers pertaining to the number of companies beating or 
falling short of both earnings and revenues for the fourth quarter of 2014.  
 
The focus of this week’s earnings releases will be the retail sales industry as many companies that sell 
items directly to the US consumers will be releasing earnings. 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 
impact the markets highlighted in green: 
 

3D Systems  Domino's Pizza  Ross Stores 

Alleghany  Gap  Salesforce.com 

Aqua America  Hewlett-Packard  Sanderson Farms 

Babcock & Wilcox  Home Depot  Sears Holdings 

Big 5 Sporting Goods  J C Penney  SeaWorld Entertainment 

Campbell Soup  Kate Spade & Co  South Jersey Industries 

Comcast  Kohl's  Sturm Ruger & Co 

Cooper Tire & Rubber  Liberty Media  Target 

Crocs  Lowe's Companies  TJX Companies 

Dillard's  Macy's  Toll Brothers 

DISH Network  
Papa John's 
International 

 Vitamin Shoppe 

Dollar Tree  Pinnacle Foods  WebMD Health 

 
After Wal-Mart easily beat expectations last week, the bar has been set a little higher for the other major 
retailers announcing earnings this week, companies such as Target, Sears and Kohl’s. Deep discount 
retailers such as Dollar Tree and Ross will also be closely watched to see if any of the money saved on 
gasoline trickles into their stores. Looking at the higher end of the US consumer, Gap and Toll Brother both 
release their earnings for the fourth quarter this week and it will be interesting to see if they have seen any 
change in their businesses due to the falling price of oil. 
 
 
 
 

 



International News 

 
International news last week focused on the same two problems it has been focusing on now for a month: 
the situation in Ukraine and the tenuous situation in Greece. The situation in Ukraine has been very 
unsettling over the past week as fighting in and around a few key towns continued, despite the cease-fire 
that was officially agreed to more than 1 week ago. One town that saw heavy fighting was Debaltseve, a key 
hub for rail traffic in Eastern Ukraine. At the time of the signing of the cease-fire the Russian-backed Rebels 
did not have control of the town, so they kept fighting and asking the Ukrainian soldiers surrender. After 
being shelled for days after the cease-fire the city finally fell to the rebels late last week. This same type of 
action occurred at several other cities as well last week, eventually giving way to the peace deal now being 
more fully implemented with a prisoner exchange having taken place as well as a small amount of heavy 
weaponry being moved back from the front line by both sides. The global financial markets will likely cheer 
the peace if it holds in the region, as this is one of the major unknowns on the geopolitical landscape that 
has been adversely affecting the financial markets. The other development last week was in Greece, one 
that may have kicked the can down the road just a little ways. 
 
Greece has been quickly cruising toward the edge of a financial cliff ever since the new government was 
seated in Greece earlier this year. The new government ran on an anti-
austerity and anti-bailout funds platform, both of which now look like 
campaign promises that cannot be kept. Late last week Greece’s 
Finance Minster announced that a deal had been made with the 
European creditors to extend Greece a temporary four month loan, to 
buy the country time to figure out how it will extract itself from the current 
situation. The Greeks had initially asked for 6 months, with no strings 
attached, but Germany quickly smashed this idea with a flat “no” answer. 
Greece ended up with a deal for four months that includes a list of 
reforms that Greece will take over the four months to comply with the 
lenders’ demand. The “list of reforms” has to be drawn up and presented 
to the international creditors by the end of today, 2/23/15. If the list is not 
drawn up to the satisfaction of the creditors, the deal will be scrapped all 
together and Greece will likely find itself once again trying to scramble to 
secure funding by the end of this month or else risk defaulting and 
potentially finding itself without the Euro. So what was actually accomplished in the latest deal? Almost 
nothing is the short answer. While a looming default would be moved from this month to the end of June 
there has been almost no work to fix the actual problem, like Greece’s debt to GDP being more than 175 
percent. It was almost comical last week to hear the Greek government officials try to spin the deal as a 
victory for them and yet it is not even a done deal at this point. We will just have to wait and see what comes 
of the “list of reforms” to see if the party comes to an end in Greece quickly or slowly. 
 
 

Market Statistics 

 

Equities  
 

Index Change Volume 

NASDAQ 1.27% Below Average 

Dow 0.67% Below Average 

S&P 500 0.63% Below Average 

 
The three major indexes in the US have now advanced three weeks in a row. Overall last week the 
volume was below average, but nearly all of this can be explained by Monday being a holiday and the 
US markets being closed for the day. The reasons for the move last week on the three major indexes 
remain unclear. Earnings announcements, peace in Ukraine and a potential Greek debt deal all 
potentially played a part in the increase last week. Going forward, earnings season will likely drive the 
markets as will speculation about the future move of the US Federal Reserve. 
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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 

Biotechnology 4.01%  Energy -2.17% 

Aerospace & Defense 3.12%  Natural Resources -1.65% 

Pharmaceuticals  2.51%  Oil & Gas Exploration  -1.35% 

Industrials 2.20%  Telecommunications -0.68% 

Healthcare 2.11%  Regional Banks  -0.52% 

With the NASDAQ seeing such strong performance it was not surprising to see that two of the top three 
sectors in terms of performance last week are heavily listed on the NASDAQ. The Aerospace and Defense 
sector saw strong performance last week as it looks like the situation in the Middle East with ISIS will be 
very long and drawn out. Add in uncertainty over the situation in Russia and China and you can easily see 
why investors think the sector could be seeing a lot more demand in the coming years. On the flip side, 
energy and oil in particular had a rough time last week as the rally of the past three weeks came to an end 
last week as oil moved lower.  

Fixed Income  

Fixed income was mixed last week as investors weigh the new deal over Greek debt and the potential 
impact it will have on the rest of Europe and, in particular, on the ECB’s bond buying program: 

Fixed Income Change 

Long (20+ years) -1.29% 

Middle (7-10 years) -0.54% 

Short (less than 1 year) 0.01% 

TIPS -0.16% 

 

Last week the US dollar increased in value by 0.20 percent against a basket of international currencies, 
ending three weeks of declines. The strongest of the major global currencies last week was the Australian 
Dollar as it gained 1.07 percent against the US dollar. This was a major change of direction for the 
Australian Dollar as it has been in a free fall since early September as the price of many global natural 
resources fell. The weakest of the major global currencies last week was the Swiss Franc for the second 
week in a row as it fell by 0.62 percent against the value of the US dollar. Surprisingly, last week the Euro 
lost 0.11 percent against the value of the US dollar, despite there being the announcement of a potential 
deal between Greece and its creditors. Maybe this is a sign that the deal may fall apart at the last minute or 
that it really is just kicking the can down the road four months. 

Commodities 
 
Commodities and metals all moved lower last week as oil reversed its recent trend and pushed lower: 
 

Metals Change 

Gold -2.29% 

Silver -6.05% 

Copper -0.16% 

 

Commodities Change 

Oil -3.73% 

Livestock -1.57% 

Grains -1.17% 

Agriculture -1.78% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 2.17 percent last week. Much of the 
decline in the overall commodities market can be attributed the fall in oil last week, which slid by almost 4 



percent as renewed downward pressure seems to be taking hold. Even the safe haven assets such as 
precious metals were not spared last week as Gold fell by more than 2 percent and Silver sold off more than 
6 percent. Agriculture had a rough week as well last week with everything from grains to live cattle and lean 
hogs declining in value.  
 

International Performance 
 
On the international front Japan saw the best performance of the week with the Tokyo based Nikkei gaining 
2.34 percent, as exporters continue to perform very well thanks in large part to the weakness seen in the 
Yen over the past few months. This quarter’s earnings from Japanese companies has shown a dramatic 
increase in demand for exported goods, while imported goods have fallen as they are more expensive than 
they used to be for Japanese consumers. The only declining index of the major global indexes last week 
was in Canada and was the Toronto Stock Exchange, which fell by 0.61 percent thanks to the falling prices 
of oil and the precious metals. It is unlikely that we will see any of the major Chinese indexes make it into 
either the top or bottom spot this week as the markets are closed for the lunar new year for several days, 
both last week and this week.  
 

Volatility 

The VIX had a very boring week. It not only moved down by 2.65 percent over the course of the week, but it 
also did not have any intraday changes greater than 14 percent, something that is pretty rare given the 
market environment the VIX has experienced over the past few months. I was a little surprised to not see 
more of a reaction to the announcement of the deal in Greece. I was expecting the VIX to move noticeably 
lower on the announcement, but that turned out not to be the case.  At the current level of 14.30 the VIX is 
implying a move of 4.13 percent over the course of the next 30 days. As always, the direction of the move is 
unknown. This VIX is now at the lowest level we have seen so far during 2015 and looks to be headed 
lower. 

Performance 

For the shortened trading week ending on 2/20/2015, returns in FSI’s hypothetical models* (net of a 1% 
annual management fee) were as follows: 

 Last Week YTD 

Aggressive Model 0.97 % 3.07 % 

Aggressive Benchmark 0.71 % 3.03 % 

Growth Model 0.81 % 2.26 % 

Growth Benchmark 0.56 % 2.38 % 

Moderate Model 0.65 % 1.40 % 

Moderate Benchmark 0.40 % 1.72 % 

Income Model 0.55 % 0.93 % 

Income Benchmark 0.21 % 0.88 % 

 
*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 two changes in our models over the course of the previous week: one purchase and one sell. The 
purchase made last week was in the Healthcare sector and was the Rydex Healthcare mutual fund (ticker 
RYHIX). We took an initial position in the fund utilizing the cash we had on hand. We intend to add to this 
position in the future in either one or two more steps until we have a full position in the fund. Our sell last 
week was in real estate as we sold our holding of the Schwab Real Estate ETF (ticker SCHH). Real Estate 
looks as if it has started to turn over as the trade appears to be linked to the 10-year US government bond 
yield. This makes a lot of sense because many refinancing and home mortgages rely on the 10-year yield, 
so if the yield on the 10-year is increasing, then so too are mortgage rates, thus slowing real estate demand. 
We held the position on the thought that yields may decrease over fears that Greece may be in for more 
trouble, but with last week’s actions effectively kicking the can down the road it looks like the real estate 
trade in the US could struggle for a few more months. We allocated the proceeds from the sale of SCHH to 



cash for the time being and are actively looking to allocate the funds when appropriate. Healthcare, 
Biotechnology and Pharmaceuticals still look like the most interesting sectors of the market currently. 

 

 

Economic News 

 
Week in Review 
 
Last week was a slow week for economic news releases as it was a middle of the month week that also 
included a holiday. There was one release that significantly missed market expectations, highlighted in 
red, and no releases that significantly beat market expectations: 

 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Slightly Negative 2/17/2015 Empire Manufacturing February 2015 7.8 9 

Neutral 2/18/2015 Housing Starts January 2015 1065K 1070K 

Neutral 2/18/2015 Building Permits January 2015 1053K 1065K 

Neutral 2/18/2015 PPI January 2015 -0.80% -0.40% 

Neutral 2/18/2015 Core PPI January 2015 -0.10% 0.10% 

Neutral 2/18/2015 FOMC Minutes 
Previous 
Meeting 

    

Neutral 2/19/2015 Initial Claims Previous Week 283K 295K 

Neutral 2/19/2015 Continuing Claims Previous Week 2425K 2385K 

Negative 2/19/2015 Philadelphia Fed February 2015 5.2 8.5 

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

 
Last week started off on Tuesday with the release of the Empire Manufacturing index, which showed that 
while manufacturing in the greater New York region picked up during February, it did so at a slightly slower 
pace than was first expected. On Wednesday two housing figures were released with both coming in close 
to, but under, market expectations, leading to little reaction by the markets. Also released on Wednesday 
was the Producer Price Index (PPI), which indicated that prices at the producer level declined by 0.8 
percent during January, thanks in large part to a continued fall in the price of oil and energy. Released mid 
day on Wednesday was the FOMC meeting minutes from the last meeting, but they held little if any new 
information as it looks like the Fed is content on waiting to increase interest rates until there is some more 
clarity on a number of various topics. On Thursday the standard weekly unemployment related figures were 
released with initial claims slightly beating market expectations, while continuing claims slightly missed 
expectations, thus causing the two releases to have an offsetting effect on each other. Wrapping up the 
week on Thursday last week was the sole truly negative release of the week as the Philadelphia Fed 
released its index for the month of February, which showed that business is slowing down in the greater 
Philly region, thanks in part to adverse weather, which has been hampering the region now for almost the 
entire month. 
 

Upcoming Releases 
 
This is a busy week for economic news releases in terms of the number of releases set to be released. 
The releases highlighted below have the potential to move the overall markets on the day they are 
released as the markets seem to be trading with a very event/news driven mentality:  
 
 
 
 
 
 
 
 

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


Date Release Release Range Market Expectation 

2/23/2015 Existing Home Sales January 2015 4.95M 

2/24/2015 Case-Shiller 20-city Index December 2015 4.30% 

2/24/2015 Consumer Confidence February 2015 99.6 

2/25/2015 New Home Sales January 2015 470K 

2/26/2015 Initial Claims Previous Week 290K 

2/26/2015 Continuing Claims Previous Week 2400K 

2/26/2015 CPI January 2015 -0.60% 

2/26/2015 Core CPI January 2015 0.10% 

2/26/2015 Durable Orders January 2015 1.70% 

2/26/2015 
Durable Goods -ex 

transportation 
January 2015 0.50% 

2/27/2015 GDP - Second Estimate Q4 2014 2.10% 

2/27/2015 Chicago PMI February 2015 58 

2/27/2015 University of Michigan 
Consumer Sentiment 

February 2015 94 

2/27/2015 Pending Home Sales January 2015 2.40% 

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

 
This week starts on Monday with the release of the existing home sales figure for the month of January, 
which is expected to show a reading of just under 5 million homes being sold during the month. With the US 
housing market softening a little on the increased rates, some positive data on this release to start the week 
that has several key housing related releases could go a long way. On Tuesday the Case-Shiller 20 City 
Home Price index is set to be released with expectations of a small increase of 4.3 percent during the 
month of December. This data is so stale that it would take a very wide deviation from expectations for this 
release to move the markets. However, released later during the day on Tuesday is the Consumer 
Confidence Index for the month of February and this release could have a noticeable impact on the overall 
markets if is misses expectations, and the expectations look pretty high by my estimation. On Wednesday 
the release of the day is the new home sales figure for the month of January, which is expected to show 
something just under 500,000 units, the highest level since late 2008 as the US economy was heading into 
the recession. If this number comes to fruition it could be seen as a very positive development for the overall 
US economy. On Thursday the standard weekly unemployment related figures are set to be released with 
expectations of little change over the previous level. Later during the day on Thursday the Consumer Price 
Index (CPI) is set to be released with expectations that prices will be shown to have declined by 0.6 percent 
during January, thanks entirely to the falling price of oil and in turn energy. Core consumer prices (prices 
excluding food, fuel and energy) are expected to have increased slightly during the month. Also released on 
Thursday is perhaps one of the most important releases of the week, that being the Durable Goods Orders 
figure for the month of January, which is expected to show a gain of 1.7 percent overall and 0.5 percent 
when transportation is removed from the calculation. These two releases need to be strong this week or it 
could really spook the markets. Consumer confidence has been increasing during the recent months, but 
the spending has not shown the same, meaning consumers are confidently holding cash. We need to get 
the US consumer spending again in order to get the US economy growing at a faster pace than it currently 
is doing. On Friday we will get a reading of just how well the US economy is growing as the second version 
for the fourth quarter GDP figure is set to be released. Expectations are for a reading of 2.1 percent down 
from the first estimate of 2.6 percent. Anything under 2 percent could cause a problem for the markets while 
any upside surprises over 2.6 percent could be taken as very positive. Wrapping up the week on Friday is 
the release of the University of Michigan’s Consumer Sentiment Index for the month of February, which is 
expected to show a very small increase from the first expectations of 93.6 for the month. Perhaps more 
important than all of the releases this week is the testimony of Federal Reserve Chair Yellen as she testifies 
before the Joint Economic Committee in Congress, during which she will read a prepared statement and 
then take questions at length from members of Congress. The markets will be watching her testimony very 
closely for signals as to when and by how much interest rates may start to increase and it could really move 
the markets. 
 
 



Fun Fact of the Week – The Oscars, what is a trophy really worth? 

 
 
 
 
 
 
 

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 value of the raw materials in each Oscar is around $900. Although they shine golden, and 
are clad in a hefty coat of 24-carat gold, at their core an Oscar is made of a variant of pewter - 
a special alloy called britannium made especially for Oscar figures. 
 
Source: The Daily Mail www.dailymail.co.uk 

 


