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Commentary At-a-Glance 

 
 US markets rallied on the heels of the Fed statement. 

 June, September or 2016: who cares when rates start to increase? 

 Greece is once again making headlines as the country needs cash—fast! 

 We continued to adjust our models for the given market environment. 

 Economic data released last week came in much weaker than the markets had expected. 

 
 
Market Wrap-Up 

 
It looks like yet another “downturn” in the markets has been corrected as the markets last week followed 
through on a rally that started two weeks ago. The rally came on the heels of the Federal Reserve 
announcement in which Chair Yellen lost her patience with the word “patience” as to when interest rates 
will be increased. The charts below are of the three major US indexes in green with their respective wide 
trading ranges 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: 
 

 
 

 



With the turnaround under way, the NASDAQ pushed higher at a faster rate than the other two major US 
indexes. It easily remains the most technically strong of the three major indexes, with the biggest driver of 
the index seemingly being its all time high level, which is now easily within reach. It has been a little over 15 
years since the NASDAQ hit its all time high level (back in early 2000), and it now looks like it will make it to 
a new high early this week, barring something really changing the direction of the NASDAQ. While the 
NASDAQ is looking strong, the S&P 500 and Dow are significantly weaker, from a technical standpoint. The 
S&P 500 is a little stronger than the Dow, but it is a pretty tight race 
between second and third place. The next major points of resistance 
for the S&P 500 and the Dow will be the high points from the very first 
few trading days of March. If the indexes push through these levels, 
they could be setting up for a longer term run higher despite some of 
the uncertainties that seem to remain lurking in the shadows of the 
financial markets. One aspect of last week’s move that was 
encouraging is that volume picked up a bit, compared to the move 
down, which occurred over the previous 2 weeks. This seems to 
indicate that there was more participation in the markets on the way up 
than down; this sentiment is also echoed by the movement on the VIX. The VIX moved lower and is 
currently sitting near the lowest point we have seen so far during 2015. This level, however, is a little more 
than 20 percent above the low points we reached during 2014. Why all of the positive movement in the 
markets last week? It all had to do with just one thing: the policy statement from the Federal Reserve that 
was released on Wednesday afternoon. 
 

 

National News 

 
Heading into last week there was rampant speculation about a single word that could be absent from the 
FOMC statement released on Wednesday; that word was “patience.” Would Chair Yellen leave it in the 
statement, signaling that we were a few months or more away from the initial rise in interest rates, or would 
she remove it, signaling that rates would likely rise at the June meeting? True to her form and the form of 
past Federal Reserve chairs, Chair Yellen did remove the word “patience,” while at the same time adding 
the word “impatient” to the statement. Previously she has said that removing the word does not mean that a 
rate hike was imminent, but the market seemed to run with its removal as indicating that rates would go up 
in June. In order to dampen the effect of this, she added that while “patience” had been removed, the Fed 
was not getting impatient and would still be data dependant on when to raise rates. What data is the Fed 
looking at and how will the data be interpreted? These are the million dollar questions. The Fed has outlined 
the indicators being considered several times, but knowing what key levels and trends the Fed is looking for 
is the realm of speculation. The strength of the US dollar was mentioned in Chair Yellen’s statement and her 
mention of it caused a massive sell off in the US dollar, triggering one of the largest intraday moves we have 
seen on the dollar in a number of years.  
 
The labor market is one of the dual mandates of the Fed and is weighing heavily on the decision concerning 
when to increase rates. The official unemployment rate in the US has been steadily coming down and has 
actually moved under the initial target level set by Chairman Bernanke at the end of his term. But the official 
unemployment rate only tells part of the story. The U6 unemployment rate is worse, with the latest figure 
being 11.0 percent. The labor force participation rate has also been coming down and, potentially the most 
important, wage inflation is still not picking up. Typically, wages increase and, with the increase, more and 
more people look for and find jobs. However, this time around wages have not gone up. In fact, wages have 
pushed lower, making it very hard to decipher which signals are true and which may not be correct about 
the labor market. The second aspect to the Fed’s dual mandate is price stability and this too is causing the 
Fed a little pause. Prices in the US have been rising, but they have been 
rising at a very slow pace. Typically, the Fed would like to see inflation 
running at about 2 percent annually. The US economy, however, has 
been running an inflation rate under 2 percent since 2012 and the first 
print according to the Bureau of Labor and Statistics was that prices 
actually declined by one tenth of a percent during January of this year 
(this is the latest data point). Much of the decline in price inflation has 
been due to the drop in energy costs as it seems almost everything else is increasing in cost. The 
conundrum the Fed faces is that if the Fed wants to increase prices it would typically cut rates, but we are at 
the lower bound of interest rates already. If prices were running away to the up side (i.e. inflation was 
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running away), the Fed would raise rates to help combat this; but this is just not the case right now. In the 
end, with the Fed being data dependent, it looks like September is the most likely meeting at which the Fed 
will start to raise interest rates and the rates will likely move by 0.25 percent. The bottom line is that rates 
will rise; they have to so the Fed has the ability to act rationally should economic hardship once again come 
upon the US economy. With its back against the wall with the rate being down at zero, the Fed would have 
to immediately jump to unusual measures to help the economy if things were to turn bad for the economy. 
Getting rates moving upward to something at or above 1 percent is very positive, providing the Fed with the 
space and ability to act should it need to in the future. 

 

Q4 2014 Earnings Releases 
 
Earnings season officially wrapped up for the fourth quarter of 2014 last week. Below is the final table for 
the fourth quarter of 2014 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: 
 

Adobe Systems 0% General Mills 4% Oracle 2% 

Darden Restaurants 18% GUESS 9% Shoe Carnival 67% 

DSW 30% KB Home 250% Tiffany & Co 1% 

FedEx 7% Nike 6% Williams-Sonoma 1% 

 
Retailers were under the spotlight last week as their earnings were trickling in. Shoes had a great quarter, 
evidenced by both DSW and Shoe Carnival easily beating market expectations. KB Home, one of the 
largest home builders in the US, released great earnings last week, although the future is less certain thanks 
to the prospects of higher interest rates at the end of the year. Darden also made a few headlines as the 
restaurant chain operator seems to have finally started to turn around Olive Garden across the US.  

 

 

International News 

 
Will Greece receive the money? Will Greece be able to pay its bills today, tomorrow, next week, next 
month? These are all questions investors and economists alike have been asking about Greece over the 
past few years. These questions persisted through four different governments in Greece, each one vowing 
to change what the previous government did before them and each one failing miserably. Last week Greece 
found about 2 billion Euros at the end of the week to make loan payments rather than default. This week the 
heads of Greece are in various places in Europe pleading their cases for more bailout funds. Europe is 
beginning to tire of these shenanigans as the proposals Greece has put forward under the current 
government have been full of holes and appear to have been written up by amateur economists. How are 
the financial markets taking all of this? The financial markets have largely been ignoring what Greece has 
been up to. One can only cry wolf so many times before the cry falls on deaf ears. So with the odds of 
Greece leaving the Euro and Euro zone increasing (in some cases having recently moved over 50 percent), 
according to a lot of financial people, the markets seem to be taking a whole different approach to thinking 
about such an action. Pertaining to the strength of the Euro, if the weakest member of the Euro were to 
leave, that would inherently increase the value of the Euro. The thought and fear of contagion seems to be 
lessening as the rest of Europe could easily help the other weak members, Italy and Spain, if Greece no 
longer had to be supported by Europe. It will be touch and go between Greece and the rest of Europe over 
the next few weeks and it seems the markets will start to take more notice as Greece’s cash stock pile 
dwindles. While Europe is still working through the situation in Greece, other developments were being 
made in Asia. 
 
Asia has largely stayed out of the news recently as Russia, Ukraine and Europe seemed to garner the most 
headlines. However, last week Asia made a few headlines with the Asian Infrastructure Investment Bank 
(AIIB) getting some major international support. The AIIB is a large multinational bank that will likely rival the 
World Bank and the IMF in the future and is run by and largely funded by China. The US has long been 
against the AIIB gaining support, but last week France, Germany and Italy all signed up to be a part of the 
bank, following the UK joining two weeks ago. Many people view the move by the Europeans to back the 
bank as a major snub to the US, but it makes sense for Europe to try to align with Asia as that is the region 



of the world that will likely experience the most growth over the coming decades as their economies far 
surpass the size and impact of the US. Why is the US not supporting the AIIB? It would remove some of the 
power of the World Bank, which is nearly fully funded by the US and almost always takes actions that help 
the US agenda. As China and Asia come to economic power, there will likely be more little spats between 
Asia and the US. The collateral damages in partnerships and agreements between countries could really 
start to mount, leading us into a very uncertain time for the global economy. 
 
 

Market Statistics 

 

Equities  
 

Index Change Volume 

NASDAQ 3.17% Above Average 

S&P 500 2.66% Way Above Average 

Dow 2.13% Way Above Average 

 
With the Fed replacing the word “patience” with the words “not being impatient,” the US financial 
markets took this as a positive sign that rates are more likely to start moving up in September, rather 
than June. With prevailing thoughts of rates staying low a little longer, the “risk on trade” was under way 
with investors rushing toward technology related names and pushing the NASDAQ to being the best 
performing index of the week. Volume was high last week, but that could have had more to do with the 
quadruple witching falling on last Friday than anything else. 
 
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 6.14%  Basic Materials  -0.45% 

Residential Real Estate 6.10%  Broker Dealers  0.93% 

Infrastructure 4.81%  Financial Services 1.11% 

Utilities 4.66%  Insurance 1.86% 

Healthcare 4.57%  Technology 2.09% 

Biotechnology was the top performing sector of the markets last week, a spot it has grown accustomed to 
over the past few months. Other areas of the market that saw strength were all related to the Fed statement 
on interest rates most likely not increasing until September and included sectors such as Utilities and Real 
Estate. Infrastructure was an interesting sector last week as it was one of the top performing sectors; this is 
a rare occurrence. Most likely, Infrastructure was up because of the news about the Asian Infrastructure 
Bank being set up by China. On the flip side, Materials continues to struggle as it was the sole sector that 
moved lower during the course of the week as global demand remains uncertain.  

Fixed Income  

Fixed income has been on a very wild ride since the end of January as investors attempt to guess when the 
Fed will start to increase interest rates. After last week’s announcement it looks like September is the odds 
on favorite for the first increase: 

Fixed Income Change 

Long (20+ years) 3.78% 

Middle (7-10 years) 1.64% 

Short (less than 1 year) -0.01% 

TIPS 2.02% 



 

With the implication that rates are unlikely to start to increase in June, the US fixed income market saw a 
continuation of the upward move that started two weeks ago. The US dollar reversed course last week and 
pushed lower after touching multiple year highs against a few currencies two weeks ago. There is a lot of 
speculation about why the dollar moved lower last week, but one of the strongest thoughts is that with 
options expiring on Friday last week, some people had to “sell” to close their position to book such large 
gains. Whatever the reason, the US dollar did not have a good week last week, falling 2.53 percent against 
a basket of international currencies. The strongest of the major global currencies last week was the Swiss 
Franc as it gained 3.05 percent against the US dollar. The weakest of the major global currencies last week 
was the Japanese Yen as it gained only 1.15 percent against the value of the US dollar as weakness looks 
like it will continue for the island country. Last week was the first pull back we have seen on the US dollar in 
a long time, so we will have to watch closely to see if this is the start of a trend or if it was just an isolated 
event. 

Commodities 
 
It was finally time for commodities to move higher after being significantly beaten down over the course of 
the past few months. It has been very rare for us to see all of the commodities listed below gain during any 
single week: 
 

Metals Change 

Gold 2.43% 

Silver 7.38% 

Copper 3.25% 

 

Commodities Change 

Oil 3.86% 

Livestock 1.80% 

Grains 2.08% 

Agriculture 2.17% 

 
The overall Goldman Sachs Commodity Index turned in a gain of 0.98 percent last week as it bounced off 
the lowest point we have seen so far during 2015. Oil continued its very unusual and wild ride last week 
after falling nearly 10 percent two weeks ago. It was the bull’s turn last week, pushing the black gold higher 
by almost four percent.  All of the publically traded metals gained in value last week with Silver being the top 
performer, gaining more than seven percent, while the more industrially used Copper advanced 3.25 
percent and Gold brought up the rear, gaining only 2.43 percent. The soft commodities also had a good 
week last week gaining across the board, with Agriculture in general gaining more than two percent. Much 
of the moves in the commodities last week probably had more to do with the decline in the US dollar than 
anything else, but it is still nice to see some of them increase from the abnormally low levels they have been 
trading near for the past month.  
 

International Performance 
 
On the international front last week China saw the best performance of the week with the Shanghai based 
Se Composite Index gaining 7.25 percent. India turned in the worst performance of the week last week, 
being the only major global index to post a decline. The Bombay based Se SENSEX index declined by 0.85 
percent over the course of the week. Overall, the Indian stock market has been performing very well since 
Narendra Modi took over as Prime Minster for the country back in May of 2014.  
 

Volatility 

After being up for the previous two weeks in a row it only seems right that the VIX gave back all of its 
increase in just one short week last week. Last week the VIX closed almost exactly at the lowest level we 
have seen so far this year, tumbling down by almost 20 percent. During the month of March we have now 
seen the VIX fall from nearly 17 all of the way down to 13; this means the markets do not seem worried 
about the unknowns of the markets: the situation in Europe, the potential move in rates by the Fed or 
anything else that most economists point to as uncertainty on the horizon. The VIX is telling investors that 
everything will be fine and that it will be relatively smooth sailing from here. I am not sure I fully believe the 
VIX at this low of a level given what is going on, but the VIX is what it is. At the current level of 13.02 the VIX 



is implying a move of 3.76 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 3/20/2015, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week YTD 

Aggressive Model 2.57 % 3.05 % 

Aggressive Benchmark 2.86 % 3.20 % 

Growth Model 1.93 % 1.88 % 

Growth Benchmark 2.22  % 2.52 % 

Moderate Model 1.31 % 0.87 % 

Moderate Benchmark 1.59 % 1.82 % 

Income Model 1.14 % 0.71 % 

Income Benchmark 0.79 % 0.95 % 

 
*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 a few changes to our models over the course of the previous week. The major changes were that 
we put some of the cash we had been holding to work. We purchased an additional step into our healthcare 
position, in addition to adding a first step into the pharmaceuticals sector. We also added to our position in 
the US dollar as we continue to think this position will pay very well as the uncertainty surrounding Europe 
will likely only grow and the US remains well ahead of the majority of the world in its monetary actions; we 
are about to increase rates whereas nearly everyone else is still in easing mode. While we still have some 
cash on the sidelines, we are participating in a large percentage of the market upside over the course of the 
previous week and continue to look for investment opportunities. 

 

 

Economic News 

 
Week in Review 
 
Last week was a slow week for economic news releases, but for the second week in a row nearly 
everything that came out was negative. There were two releases that significantly missed expectations, 
highlighted below in red, and none that significantly beat market expectations: 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Negative 3/16/2015 Empire Manufacturing March 2014 6.9 8.8 

Slightly Negative 3/16/2015 
NAHB Housing Market 

Index 
March 2014 53 56 

Neutral 3/17/2015 Building Permits February 2014 1092K 1070K 

Slightly Negative 3/17/2015 Housing Starts February 2014 897K 1041K 

Neutral 3/19/2015 Initial Claims Previous Week 291K 293K 

Neutral 3/19/2015 Continuing Claims Previous Week 2417K 2415K 

Negative 3/19/2015 Philadelphia Fed March 2014 5 6.9 

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

 
Last week started out on Monday with the release of a poor reading from the Empire Manufacturing Index, 
which slowed down during the month of March. While manufacturing still expanded during the month it did 
so at a slower rate than was expected. This was the third month in a row of steady declines in the index, 

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


starting what looks to be a troubling trend. Also released on Monday was the NAHB Housing Market Index, 
which came in at 53, while the market had been expecting 56. The index rates the relative level of current 
single home sales with a 50 reading being the middle of the road. Anything above 50 is a positive outlook, 
while anything below 50 is a negative outlook. So while a reading of 53 is positive, it is less positive than it 
was during February. On Tuesday building permits came in better than expected, while housing starts 
missed expectations due to poor weather in the north east. On Thursday both standard weekly 
unemployment related figures came in very close to market expectations and were therefore non market 
moving events. The week wrapped up on Thursday with a negative reading on the Philadelphia Fed Index 
as the print came in at 5.0, while the market had been expecting 6.9. Much like the Empire index earlier 
during the week, manufacturing was growing in the greater Philly area, but doing so at a slower rate than 
during February. Unlike the Empire index, the Philly index has now been slowing down for five months in a 
row. With a slowdown in manufacturing being seen in several different regions, the US economy appears to 
be not quite as strong as many economists would have liked given the economic recovery we have seen 
over the past few years. This also leaves the Fed in an even more precarious position as raising rates may 
hurt the economy if we are not growing above the stall speed for the economy.  
 

Upcoming Releases 
 
This week is an average week for economic news releases with the releases spread out over the full 
trading week. The releases highlighted below have the potential to move the overall markets on the day 
they are released:  

 

Date Release Release Range Market Expectation 

3/23/2015 Existing Home Sales February 2015 4.90M 

3/24/2015 CPI February 2015 0.20% 

3/24/2015 Core CPI February 2015 0.10% 

3/24/2015 New Home Sales February 2015 470K 

3/25/2015 Durable Orders February 2015 0.50% 

3/25/2015 
Durable Goods -ex 

transportation 
February 2015 0.30% 

3/26/2015 Initial Claims Previous Week 293K 

3/26/2015 Continuing Claims Previous Week 2425K 

3/27/2015 GDP - Third Estimate Q4 2014 2.40% 

3/27/2015 
University of Michigan 
Consumer Sentiment 

March 2015 92.0 

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

 
This week starts off on Monday with the release of the existing homes sales figure for the month of 
February; expectations for this release are pretty high with the expected number being close to 5 million 
units. One has to wonder if the same bad weather that hurt some of the housing numbers last week will 
have an adverse effect on existing home sales as well. On Tuesday the Consumer Price Index (CPI) is set 
to be released and this will be an unusually important release as the Fed will likely be watching very closely 
and the figure may play into when the Fed starts to increase interest rates. The higher this number is the 
sooner the Fed will likely raise interest rates if everything else was equal. Also released on Tuesday is the 
new Home Sales figure for the month of February. This release, like the existing home sales figure, is at risk 
of being lower than expected due to weather. On Wednesday one of the very important releases of the week 
is set to be released with the durable goods orders for the month of February being reported. Expectations 
are for overall orders growth of 0.5 percent, while orders excluding transportation are expected to increase 
by 0.3 percent. Both of these numbers seem a little high given the negative tint we have been seeing 
recently in order economic news releases. If these two numbers come in negative it would be a bad sign for 
the US economy, but this in turn may lead to the markets moving higher as it would likely make the markets 
think the Fed will raise rates later during the year. On Thursday the standard weekly employment related 
figures are set to be released with expectations of both figures being slightly higher than they were last 
week. On Friday the key release of the week is set to be released, that being the third and final estimate of 
fourth quarter GDP in the US as measured by the US government. After a large downward revision for the 
second estimate of this figure, the market is expecting this release to claw back some of what was given up 
with the last revision, with overall GDP for the fourth quarter to be increased from 2.2 percent up to 2.4 



percent. If this figure misses it will likely lead to increased market volatility, but there is no certainty in the 
direction the market would move. Much like the durable goods orders and the CPI numbers, bad news 
seems to be taken as positive by these markets, while good news may have the opposite impact. Wrapping 
up the week this week is the University of Michigan’s Consumer Sentiment Index, which is expected to 
show little change over the mid-month reading just two weeks ago. If we see a large drop off in this figure it 
would be negative, but that is highly unlikely. Overall, the scheduled economic news releases are likely to 
be overshadowed this week by what happens in Greece with the international lenders as the country 
struggles to find the money to pay its bills. 
 
 

Fun Fact of the Week – How many times has the Fed increased interest rates? 

 
 
 
 
 
 

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. 
 

 
With all of this talk about an interest rate hike I decided to pull the data and look at how many times 
the Federal Reserve has increased interest rates.  

 
Since 1971 there have been 134 individual interest rate increases in the Fed Funds rate with 
the largest single day move being a 2.5 percent increase in late October of 1979, pushing 
rates up to 15 ½ percent. 
 
Source: Federal Reserve Bank of New York www.Newyorkfed.org 


