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Commentary At-a-Glance 

 
 Oil rallied for a second week in a row. 

 Greece continues to drive uncertainty. 

 President Obama’s budget gets a cool welcome in Capital Hill. 

 Strong payroll numbers showed labor market improvement. 

 
 
Market Wrap-Up 

 
Last week saw all three of the major US indexes post gains that met or exceeded the declines seen two 
weeks ago. All three of the major indexes briefly moved back into their respective trading channels only 
to see two of the three indexes end the week just below their lower support level. 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: 
 

 
 

 



“Uncertain” would be the best word to describe the market movements of the past week and so too the 
movements of 2015 thus far. We have seen six moves on the Dow in excess of 450 points either up or down 
in just 25 trading days; this represents the epitome of a market that is searching for direction. While the 
markets have been searching for direction, so too has volatility which, while elevated compared to the 
average level seen over the past year, remains somewhat muted given the uncertainty being seen around 
the world. Oil was perhaps the largest driver of performance last week as it rallied for a second week in a 
row, having now gained more than 16 percent since the low point hit 
back on January 29th. The reason for the push higher in the price of 
oil remains unclear. It looks like investors being forced to cover their 
shorts, some stabilization in global supply and demand and a strike at 
a few key refineries in the US seem to be helping push up the prices. 
There is much speculation on the street as to where oil will go from 
here and the potential impact of such moves. Economists and analysts 
alike have put targets out on the price of oil that range from $20 to as 
much as $80 before the end of the year with some longer term 
estimates of $200 per barrel thanks to a lack of spending by the oil and 
gas industry. It really is anyone’s guess as to what the price of a barrel 
of oil will be at any point in the future. More important is what impact the lower price of oil will have on the 
US economy. The US economy will likely benefit from lower oil prices as it means lower prices at the pump 
and therefore consumers having more money to spend elsewhere. The trouble with this theory is that we 
have not seen an increase in spending as prices at the pump have declined. In fact, we have seen the 
opposite as consumers seem to be pulling back on spending in light of the economic uncertainty around the 
world. 

 
 

National News 

 
President Obama released his 2016 budget last week and to no 
surprise many of the items in the budget will be non-starters in 
Washington DC, with both parties having major issues with many parts 
of the budget. The budget, called by some a “utopian vision,” in total 
calls for spending of $4 trillion, while collecting $3.5 trillion in revenues, 
leaving a deficit of $500 billion over the course of the year. This $500 
billion deficit in 2016 would be only slightly higher than it was during 
2015 when it came in at $483 billion and a far cry from the more than $1 trillion deficits being consistently 
run just a few years ago. There are interesting aspects to the budget, such a spending almost $500 billion 
on public works over the next ten years. There is also spending for education, making two years of 
community college free and starting and funding a new early learning program for kids nationwide. While 
some people may disagree on how the money will be spent, there is even more disagreement on how 
revenues will be increased. The main focus of revenue increases is from new taxes on corporations as well 
as wealthy individuals. But the tax increases do not stop there; proposed tax increases also span a pack of 
cigarettes (from $1.01 up to $1.95), the estate tax and the capital gains tax rate. One area of spending that 
is not addressed in the budget is the rising costs of Social Security and Medicare; these two areas seem to 
be just too difficult a task for politicians to tackle. In the end, the budget outlined by the President will likely 
fall on deaf ears, as the Republican controlled Congress will come up with its own budget over the next few 
weeks and it is highly unlikely that there will be much congruency between the two. One interesting aspect 
of the budget is that it doesn’t really even matter as the US has routinely operated without a budget since 
2007, utilizing continuing resolutions to fund the government instead of an actual passed budget. While the 
budget fight was just getting started in Washington DC, earnings season across the rest of the US has now 
passed the halfway mark for fourth quarter 2014 earnings.  

 

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: 
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LinkedIn received a lot of headlines last week as it picked up new users as well as had a large number of 
users sign up for the upgraded (paid) version of LinkedIn. Disney had yet another blowout quarter, seeing 
far more revenues from the Frozen franchise than first expected during the holiday shopping season. On 
the downside, Anadarko Petroleum saw the effect of falling oil prices really hit its business during the fourth 
quarter of 2014, as did many of the oil and gas related companies.  
 
According to Factset Research, we have now seen 323 (65 percent) of the S&P 500 companies release 
their results for the fourth quarter of 2014. Of the 323 that have released, 78 percent have met or beaten 
earnings estimates (this is down 2 percent from last week), while 22 percent have fallen short of 
expectations. When looking at revenue, of the companies that have reported, 59 percent of the companies 
have beaten estimates, while 41 percent have fallen short. Now with more than 50 percent of the member 
companies in the S&P 500 having reported earnings, we are past the halfway mark and quickly moving 
toward the end of the fourth quarter earnings season. 
 
The focus of this week’s earnings releases will be the US consumer as many consumer staple related 
businesses release their earnings. Below is a table of the better known companies that will releases their 
earnings this week, with the releases that have the most potential to impact the markets highlighted in 
green: 
 

Advance Auto Parts  J M Smucker  Spirit Airlines 

AOL  Kellogg  Tesla Motors 

BorgWarner  Kraft Foods  Time Warner 
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Martin Marietta 
Materials 

 Trulia 

Cisco Systems  Metlife  VF Corp 

Coca-Cola  Molson Coors Brewing  Waste Connections 

CVS Health  Mondelez International  Western Union 

Dean Foods  Panera Bread  Whole Foods Market 

Flowers Foods  PepsiCo  Wisconsin Energy 

Groupon  
Red Robin Gourmet 
Burgers 

 Wyndham Worldwide 

Hasbro  Scripps Networks  Zillow 

 



Kellogg and Kraft foods will likely take much of the spotlight this week in terms of earnings as they are two 
very large consumer staples companies with very wide reaching business lines. Tesla Motors will also likely 
catch a lot of attention as it is the darling company of the automotive industry as it continues to gain market 
share against traditional vehicles and begins to deal with increased competition from the likes of BMW and 
Ford. Whole Foods will also be a very interesting release this week as it reports on its attempt to lose the 
stigma of being the “whole paycheck” grocery store in favor of a broader consumer-friendly store. 
 

 

International News 

 
International news last week was really just a regurgitation of the same old news stories continuing to play 
out. Violence in Eastern Ukraine flared up once again as Russia and the rest of the world seem to remain at 
odds over what the outcome of the conflict will be. Russia seems willing and able to continue to help the 
“rebels” in the region, while the world seems content with trying to negotiate a political deal to end the 
violence. However, there is no reason to actually believe President Putin will follow any new peace 
agreement any more than he has followed past deals, which are not worth much more than the paper they 
were written on. Greece, while technically not at war with the rest of Europe, looks ready to fight with Europe 
over bailout funds and the impact the bailout terms are having on the Greek economy. 
 
Over the course of the past week both Prime Minister of Greece Alexis Tsipras and Greek Finance Minister 
Yanis Varoufakis went on a multi-country tour of Europe, meeting with various political and financial leaders 
in Europe. Their story was the same to everyone: they want a reduction in the debts of Greece and more 
favorable terms for the remaining debts. The reaction was also by and 
large the same as nearly all of the individuals they met with did not go 
along with the ideas being pitched. Perhaps the most comical of the 
meetings was between the German Finance Minister, Wolfgang 
Schauble, and his Greek counterpart, after which Varoufakis said they 
had agreed to disagree. No sooner had he said this than Minister 
Schauble interjected that they did not even agree on that. At the end of 
the meeting both sides were said to be just as far apart as they had 
been prior to the meeting and perhaps even a little further apart. The 
trouble for Greece continued to mount last week as the ECB 
announced that it would no longer take Greek debt as collateral for 
loans in the future with the current uncertainty about the government’s 
pending actions effectively cutting the country off from a potential 
bailout from the ECB. One more lifeline is gone and time is quickly 
starting to run out for Greece with the world watching and waiting to see 
what Greece is willing to do. Former Chairman of the US Federal 
Reserve Greenspan came out over the weekend and said that he sees 
Greece leaving the Euro in short order and that it will be better for all 
involved to not have Greece as part of the monetary union. While Greenspan jumping into the fray may 
seem like a big deal it is not the first time he has said the Euro is doomed or that it will fail in the long run. He 
has been saying this for many years. Whatever the outcome, Greece is a very big wildcard right now for the 
global financial markets, a wildcard that will surely be played in the coming months. Right now the odds of a 
Grexit (Greek exit from the Euro) are for sure increasing; this is most evident by the rate seen on the 2-year 
and 10-year Greek government bonds, which are yielding 20.7 percent 
and 11 percent, respectively. The next big day for Greece and Europe 
is Wednesday when the Eurozone finance ministers all meet together. It 
is thought that Greece will request bridge financing for a while, some 
say through the end of August, to buy time to come up with a better 
long-term plan. This plan, if pitched, will likely be met with a lot of 
opposition with opponents rightly saying that if Greece is waiting to get 
a longer term deal in place it should not be rolling back austerity 
measures and increasing spending, which the new government wasted no time in doing over the past three 
weeks. Ultimately, Greece doesn’t have anything to offer the rest of Europe; its economy is microscopic and 
it is causing massive amounts of headaches, headaches that would be alleviated if Europe just said “no” 
and stopped the life support for the country. If Greece is locked out of the global capital markets and the 
banks in Greece cannot get Euros from the ECB it will be forced to move onto its own currency, which may 
not be such a bad outcome. The real question then becomes how Europe can build in safeguards in the 
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future to stop other countries from bailing on their promises and departing from the Euro, including weak 
countries like Spain or even strong countries like Germany. 
 
 

Market Statistics 

 

Equities  
 

Index Change Volume 

Dow 3.84% Above Average 

S&P 500 3.03% Above Average 

NASDAQ 2.36% Above Average 

 
After being down a large amount two weeks ago it was nice to see the bounce back in the US markets 
last week as investors seemed willing to once again make more risky investments. Volume overall was 
above average last week, but a little below the weekly volume we saw two weeks ago when the markets 
were falling. This imbalance in volume and market movements suggests that the recent movements 
really have just been investors adjusting positions around the movement of oil and not something larger 
like investors either pulling out or moving into the markets in any large scale. 
 
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 

Broker Dealers  7.65%  Utilities -3.64% 

Regional Banks  7.51%  Residential Real Estate -2.34% 

Oil & Gas Exploration  6.73%  Biotechnology -1.88% 

Telecommunications 6.06%  Infrastructure -0.24% 

Energy 5.81%  Healthcare 0.41% 

Oil and Gas Exploration made it three weeks in a row last week of gains as oil continued to be the main 
driving force behind the market movements. This movement spilled over into Energy more broadly last week 
and was also the leading cause of the decline in the utility sector. With US yields increasing last week from 
the very low level hit two weeks ago it was not surprising to see Real Estate move lower last week, as much 
of the US real estate market is tied to yields on the fixed income instrument indirectly through mortgage 
rates.  

Fixed Income  

Fixed income moved lower last week as investors seemed to be willing to step out of the safety of US fixed 
income investments in favor of other investment opportunities: 

Fixed Income Change 

Long (20+ years) -5.29% 

Middle (7-10 years) -2.43% 

Short (less than 1 year) 0.01% 

TIPS -1.53% 

 

Last week the US dollar decreased in value by 0.28 percent against a basket of international currencies, 
making in two weeks in a row of declines. The decline in the US dollar could have been largely due to the 
increase in the price of oil or it could have been due to optimism about other currencies, such as the Euro 



and the Swiss Franc, which have been on wild rides over the past few weeks. With oil moving higher it was 
not surprising to see that the Canadian Dollar turned in the best performance of the week, gaining 1.62 
percent against the US dollar as much of the Canadian economy is based on oil. The weakest of the major 
global currencies last week was the Japanese Yen, which resumed its downward movement last week, 
falling by 1.41 percent against the value of the US dollar. 

Commodities 
 
Commodities and metals were mixed last week as oil moved sharply higher and gold and silver slid lower: 
 

Metals Change 

Gold -3.90% 

Silver -3.08% 

Copper 3.72% 

 

Commodities Change 

Oil 8.03% 

Livestock -2.26% 

Grains 3.56% 

Agriculture 1.12% 

 
The overall Goldman Sachs Commodity Index turned in a gain of 5.43 percent last week. Oil was the big 
winner of the week last week, gaining more than 8 percent over the course of the week. Some of the gain 
was due to a shift in global supply and demand, while more of the move was attributed to investors trying to 
time the bottom of the oil market and catch the turn. This trying to time the bottom for oil can become 
somewhat of a self fulfilling prophecy; if enough people see what looks like a turn up and then pile into the 
trade, it will push the price of oil higher. While Oil was moving higher, Gold and Silver were having a rough 
week last week, falling by more than three percent each, as investors seemed to be pulling out of the 
precious metals in favor of more risky assets. The more industrially used Copper got a bump last week of 
almost 4 percent, thanks in large part to emerging markets buying the semi precious metal.  
 

International Performance 
 
With the fighting in Ukraine seemingly intensifying it was somewhat confusing to see that Russia led the way 
higher last week out of all the global indexes, gaining 11.29 percent as measured by the MSCI Russia 
Capped Index. Trying to make heads to tails out of what is going on in Ukraine and how the global financial 
markets will take the developments seems like an impossible task at the moment. China was on the losing 
side of the global financial markets last week with the Shanghai based Se Composite Index falling by 4.19 
percent over the course of the week as investors call into question the predicted growth rates for the county.  
 

Volatility 

The wild yo-yo ride continues on the VIX as we saw yet another week of drastic movements last week with 
the VIX giving up more than 17 percent, but still closing the week out above 17 at 17.29. Risk in the form of 
volatility really seems to be tossing around in the current market as investors attempt to adjust their level of 
fear on seemingly every little news story about either oil, Greece or Ukraine. This trend in volatility looks like 
it will be with us for a while to come as we have only had four trading days so far this year that the VIX has 
been under 17, compared to the 21 days it has been above. For comparison purposes, the VIX during all of 
2014 was only above 17 for a total of 29 days. At the current level of 17.29 the VIX is implying a move of 5 
percent over the course of the next 30 days. As always, the direction of the move is unknown. 

 

 

 

 

 



Performance 

For the trading week ending on 2/6/2015, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week 2014 

Aggressive Model 1.92 % 0.78 % 

Aggressive Benchmark 2.23 % 0.74 % 

Growth Model 1.57 % 0.65 % 

Growth Benchmark 1.73 % 0.60 % 

Moderate Model 1.16 % 0.50 % 

Moderate Benchmark 1.24 % 0.44 % 

Income Model 0.73 % 0.48 % 

Income Benchmark 0.62 % 0.24 % 

 
*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 watch several of 
our positions to make sure they are still the best current investment option. Performance of our overall 
models has seemed to be driven by investors’ demand or lack thereof for consumer staples. Many of our 
equity positions that have long term investment horizons have been moving into and out of favor rapidly so 
far this year; our thoughts on these positions have not changed. The stocks and companies we own are 
strong brands that will be around for a long time into the future and they will likely continue to pay nice 
dividends. So while the day to day or week to week movements may seem like large changes, they really 
are attributed to the wondering nature of the markets right now and the impact it is having on our overall 
models. Energy continues to be an area of great interest as it has come down so far from the peak of a few 
months ago, that it looks relatively cheap, but investments are cheap for a reason and the reasons that 
made oil as cheap as it is now don’t seem to have fully played out as of yet. 

 

 

Economic News 

 
Week in Review 
 
Last week was a tame week for economic news releases with the majority of the releases coming in at 
market expectations. There were two releases that significantly beat market expectations and no 
releases that significantly missed market expectations: 
 



 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Neutral 2/2/2015 Personal Income 
December 

2014 
0.30% 0.30% 

Neutral 2/2/2015 Personal Spending 
December 

2014 
-0.30% -0.20% 

Neutral 2/2/2015 ISM Index January 2015 53.5 54.7 

Neutral 2/4/2015 
ADP Employment 

Change 
January 2015 213K 230K 

Neutral 2/4/2015 ISM Services January 2015 56.7 56.5 

Neutral 2/5/2015 Initial Claims Previous Week 278K 290K 

Neutral 2/5/2015 Continuing Claims Previous Week 2400K 2388K 

Positive 2/6/2015 Nonfarm Payrolls January 2015 257K 235K 

Positive 
2/6/2015 

Nonfarm Private 
Payrolls 

January 2015 267K 225K 

Neutral 2/6/2015 Unemployment Rate January 2015 5.70% 5.60% 

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

 
Last week started out on Monday with the release of personal income and spending, with income showing 
an increase of 0.3 percent, while spending posted a decline of 0.3 percent. Much of this decline in spending 
was attributed to the decline in prices at the pump, which is good, but it was negative to see that people 
decided not to spend this savings elsewhere in the everyday activities, opting rather for holding on to their 
savings. Also released on Monday was the OSM Index, which posted a modest decline in the speed of 
growth from the level seen in December, but still signaled growth overall. On Wednesday the start of the 
employment related figures for the week was released with the ADP employment change index for January 
showing the creation of 213,000 new jobs during the month. This figure was not enough to force any 
changes in the predictions for the overall unemployment rate, which was released later during the week. On 
Thursday the standard weekly unemployment related figures were released and there were no major 
surprises in either of the releases. On Friday the releases everyone was waiting all week for were released, 
those being the payroll and unemployment data points released by the 
government. Payrolls, both public and private, increased by more than 
expected with both figures posting numbers over 250,000. This good 
news, however, was dampened a little by the overall unemployment rate 
increasing from 5.6 percent up to 5.7 percent, with the increase being 
attributed to an increase in the labor force participation rate, which 
increased from 62.7 up to 62.9 during the month of January. We have 
seen other small upticks in labor force participation in the past that have 
ultimately not been the start of a trend, so we will have to wait and see if 
this uptick is more than just a onetime item, but if a trend of an 
increasing labor force participation rate does emerge it could be very 
positive for the overall health of the US economy. 
 

Upcoming Releases 
 
This is a slow week for economic news releases as the only releases that really have the chance to 
make a large impact on the overall movements of the markets are the retail sales figures released on 
Thursday. The releases highlighted below have the potential to move the overall markets on the day 
they are released:  
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http://biz.yahoo.com/c/terms/durord.html


 

Date Release Release Range Market Expectation 

2/12/2015 Initial Claims Previous Week 285K 

2/12/2015 Continuing Claims Previous Week 2395K 

2/12/2015 Retail Sales January 2015 -0.40% 

2/12/2015 Retail Sales ex-auto January 2015 -0.40% 

2/13/2015 
University of Michigan 

Consumer Sentiment Index 
February 2015 98.3 

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

 
This week starts on Thursday with the release of the standard weekly unemployment related figures for the 
previous week, both of which are not expected to show much of a change over the figures posted last week. 
In addition to the unemployment related figures on Thursday the government also releases the retail sales 
figures for the month of January. Retail sales are expected to post a slight decline of 0.4 percent during the 
month, thanks in large part to the falling prices of gasoline and energy. This decline is also not supposed to 
have been affected by a change in sales of automobiles, as retail sales excluding auto sales are also 
expected to have declined slightly. This decline in retail sales, if it comes to fruition, would be the second 
month in a row of declines since December posted a drop of 0.9 percent. For whatever reason, retail sales 
are declining at a time when the US economy is supposed to be strong enough for the Fed to start raising 
interest rates, a trend that may give the Fed pause about taking action. This week wraps up with the release 
of the University of Michigan’s Consumer Sentiment Index for the month of February, which is expected to 
show very little change over the level seen at the end of January. 
 
 

Fun Fact of the Week – Brown is the only color not used for a Euro banknote. 

 
 
 
 
 
 
 

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 5-euro note is grey, 
the 10 is red, 
the 20 is blue, 
the 50 is orange, 
the 100 is green, 
the 200 is yellow, 
the 500 is purple. 
 
Source: European Central Bank (https://www.ecb.europa.eu/euro/banknotes/html/index.en.html) 

 


