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Commentary At-a-Glance 

 
 The US markets were mixed last week with two indexes moving higher and one lower. 

 The US Congress passed a budget for the first time since 2009 last week! 

 China cuts interest rates for the third time in six months—attempting to boost growth. 

 Economic news last week was better than expected, but not as good as at first glance.  

 
 
Market Wrap-Up 

 
The weakest of the major indexes two weeks ago turned in the strongest performance of the week as 
the Dow pushed noticeably higher. All three indexes, however, ended the week without successfully 
breaking out of their previous trading ranges, remaining in a range bound state. The VIX, on the other 
hand, fell dramatically on Friday, easily breaking through the 52-week average level of the VIX. 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 in red: 
 

 
 

 



Currently, the strongest of the three major US indexes is the S&P 500 (upper left chart above) after 
overtaking the NASDAQ (lower left chart above) for the top spot last week. Earnings season has been the 
driving force behind the recent relative strength on the S&P 500 and lack of strength in the NASDAQ. 
However, even the S&P 500 is currently stuck within its most recent trading range as the markets continue 
to move in a sideways fashion, as they have been doing for the past three months. The Dow (upper right 
chart above) is also arguably stronger from a technical standpoint than the NASDAQ when looking at recent 
performance, but it too has failed to break out. The driving force behind the market movements last week 
was the employment data released throughout the week by various sources, the biggest of which was the 
employment figures from the government released on Friday. 
 
On Friday the government released its latest figures for the nonfarm public and private payroll figures as 
well as the overall unemployment rate in the US during the month of April, in addition to the latest labor force 
participation rate figure also for April. Starting with the good news, the unemployment rate in the US 
declined from 5.5 percent down to 5.4 percent. More good news was the fact that the nonfarm public 
payrolls figures came in at 223,000, a full 10,000 higher than was expected. Private payroll figures also 
came in better than expected at 213,000 versus expectations of 205,000. However, there was a little bit of a 
dark cloud over the payrolls figures as the figures for the month of March were revised downward and in a 
very large way. You may remember that March had some dismal jobs 
growth numbers with public payrolls only increasing by 126,000 and 
private payroll figures only increasing by 129,000. These two figures look 
great compared to the revised numbers that came out Friday. On Friday, 
revisions were made to the March figures and the public payroll figure 
was taken down to only 85,000 and the private payrolls figure all of the 
way down to 94,000 new jobs. These are both very large revisions. In 
fact, they are the largest downward revisions I could find looking back 
over the past few years. The new actual numbers show that the labor 
market is much weaker than it appeared at first glance a month ago. So how did the overall unemployment 
rate still move down during both March and April? The major factor in both months is that the labor force 
participation rate has recently been moving lower and is currently at a nearly 27 year low, as depicted in the 
chart below pulled from the Bureau of Labor and Statics website. As you can see in the chart to the right, 
the labor force participation rate has been steadily declining since the Great Recession of 2008 and it does 
not look like there will be any 
change coming any time 
soon. If more and more 
people drop out of the labor 
force, in theory the 
unemployment rate can 
continue to decline as they 
are “no longer looking” for 
work and do not count as 
unemployed. This is one of 
the reasons the Fed remains 
very cautious about when to 
start increasing interest rates 
and it is one of the most 
puzzling factors the Fed is 
watching. 
 

 

National News 

 
National news last week focused primarily on earnings season as it was a very busy week, but there were a 
few other headlines the market took notice of during the week. One of those headlines was the fact that the 
US Senate passed a budget, the same budget the House of Representatives passed two weeks ago. Why is 
this important? It is important because this is the first time a budget has been passed by both houses in 
Congress since October of 2009. Does this mean things will start working well on Capitol Hill for the 
remainder of the term? Probably not. While a budget was passed, the budget has been described as 
“having no teeth,” meaning there are no penalties for overspending in nearly all areas. So while the 
headlines look good, it will be business as usual in Washington DC as the spending measures start to roll 
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out. Since there is no problem going over budget, we will likely see another out of balance year as the US 
government spends more than it receives. With the passage of the budget Congress can now get to work on 
the reconciliation process, which will be long and arduous. Remember that budgets do not have to be 
signed by the President, but spending bills do, so there will likely be much fighting upcoming between the 
Republicans and the President over spending as Republicans will try to tie several items together, such as 
defunding Obamacare and increasing spending for the military and Homeland Security, an action that will 
pretty much force the President to veto the measure. Once spending bills have been vetoed it is highly 
unlikely the Republicans will have enough consensus votes to override a Presidential veto so they will likely 
have to start again. 

 

Q1 2015 Earnings Releases 
 
Last week was the start of the end of earnings season for the first quarter of 2015 as there is a 
precipitous drop off in earnings announcements coming this week. 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: 
 

3D Systems 50% Estee Lauder 41% Noble Energy 0% 

Allstate 5% Groupon 0% Noodles & Co -40% 

AOL 0% Hain Celestial Group 0% Office Depot 0% 

Aqua America 4% Hyatt Hotels -39% Papa John's 6% 

Archer Daniels Midland 8% Jack Henry & Associates 2% South Jersey Industries -54% 

Avis Budget 21% Kate Spade 50% Sprint -50% 

Babcock & Wilcox 7% Kellogg 7% Sprouts Farmers Market -7% 

Bloomin' Brands 0% Keurig Green Mountain -2% Sturm Ruger 27% 

Church & Dwight 3% Loews -5% Tesla Motors 14% 

Comcast 7% Marathon Oil 20% Tyson Foods 3% 

Crocs 167% Metlife 2% Walt Disney 11% 

DIRECTV -5% MGM Resorts 86% WebMD Health 14% 

Electronic Arts 93% Molson Coors Brewing 7% Wendys 20% 

Energizer 15% News Corp -29% Whole Foods Market 2% 

 
Last week’s earnings announcements seemed pretty random as far as which companies beat and which 
missed expectations. Electronic Arts had a great quarter on the back of strong video game sales and beat 
expectations by nearly 100 percent. Walt Disney also turned in a very strong quarter thanks in large part to 
the Frozen merchandise line of products that are still selling strong after more than 15 months since the 
release of the movie. Tesla turned in a strong quarter thanks to a large number of their Model S vehicles 
with all wheel drive being sold during the quarter and the pre orders for their upcoming Model X. But, 
surprisingly, the quarterly call also had a lot to do with the new battery business Tesla is moving into with the 
gigawatt factory that is currently under construction in New Mexico. This is being seen as a completely new 
business line for the company and potentially more lucrative from a financial stand point than the vehicle 
sales. We will have to wait and see how this all plays out for the company. 
 
According to Factset Research, we have now seen 447 (89 percent) of the S&P 500 companies release 
their results for the first quarter of 2015. Of the 447 that have released, 71 percent have met or beaten 
earnings estimates, while 29 percent have fallen short of expectations. This percentage of companies 
beating expectations on earning per share was unchanged over the course of the previous week and is a 
signal that we are finally nearing the end of the earnings season. When looking at revenue of the companies 
that have reported, 45 percent of the companies have beaten estimates, while 55 percent have fallen short. 
This percentage, unlike the earnings per share figure, slipped a little last week, giving up one percent, falling 
from 46 percent two weeks ago to 45 percent at the current time. When looking at the historical data, the 
percentage of companies that have beaten revenue estimates is 58% over the last five years, so this 
quarter’s 45 percent is significantly below the five year average. At this point in the earnings reporting 
season it would be difficult for the figures to change significantly as we have now see nearly 90 percent of 
all companies report their earnings. 



 
The drop off in the number of companies announcing their quarterly results for the first quarter of 2015 is 
finally upon us, as there are only nine well known companies releasing earnings this week after a hectic 
past three weeks that saw the majority of companies announce. 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: 
 

Applied Materials  J C Penney  Macys 

Cisco Systems  Jack In The Box  Ralph Lauren 

Dillard's  Kohls  Shake Shack 

 
This week the focus of the earnings reports will be on the retail industry as five of the nine well known 
companies releasing earnings are retail focused; some higher end companies like Macys and Ralph Lauren 
and a few discount retailers like JC Penney and Kohls. Shake Shack will be closely watched by the street 
this week as the company went public during the first quarter of 2015 and at one point during the quarter the 
stock price was up as much as 50 percent, prior to selling off a little so far during May. 
 

 

International News 

 
International news last week seemed to focus on two very different areas of the world; one being Europe 
and the other being China. In Europe, the UK had its big elections last week, during which the conservative 
party won a majority of the government seats, despite the media going into the election saying it was going 
to be too close to call as to who would win. David Cameron will remain the Prime Minister of the country and 
with the election results knows that he has the will of the majority of citizens behind his political actions. With 
the results of the election so lopsided it was not surprising to see that the British Pound rallied a lot during 
the week, turning in one of the best single week movements for the currency in the past few months. The 
financial market in the UK jumped higher with banking leading the way as the conservative government 
remaining in control likely means less regulations and controls from the government, which is taken to mean 
more profits for corporate share holders. Energy shares also performed very well in the aftermath of the 
election results as the fears of energy price freezes the liberal candidates had been pushing for are now all 
but off the table with the conservative government in control. The conservative government being in control 
also means that the rest of Europe should not look for a hand out from the UK to fix their financial mess as 
the UK will likely be perfectly comfortable taking a wait-and-see approach rather than jumping into the thick 
of the problems. In another part of the world, China made headlines very late last week. In fact, the 
headlines broke over the weekend here in the US. 
 
China recently announced that it cut its key interest rate for the third 
time in the last six months. China cut the one-year loan rate down to 
5.1 percent and the one year deposit rate down to 2.25 percent from 
2.5 percent. While the individual move may not seem like much, the 
fact that it is the third in a string of moves makes it a little more 
important. The reason for the move is that the government in China 
really wants to get its economy expanding at a faster rate than the 
currently predicted 7 percent that is now expected during 2015. The quagmire that the Chinese government 
currently finds itself in is the fact that while the economy is slowing down, the growth rate in the financial 
markets in China has positioned them as some of the hottest markets in the world, leading to gains of more 
than 100 percent over the course of just the past year. It is a very delicate balancing act the government 
has to follow currently as it tries to pump up the economy while letting the air slowly out from the financial 
markets balloon that has inflated far too fast. The other interesting headline on the international front that 
came out last week had to do with President Obama and Saudi Arabia, who are in a little political tiff at the 
moment. The Arab summit is being held in Washington DC this week and was designed and hosted by the 
US to gain support from the Arab leadership for the actions the US is taking with Iran. Initially, all of the 
leaders were expected to be at the meeting and it was going to be a productive meeting, but then King 
Salman of Saudi Arabia pulled out of the meeting at the last minute. His departure from the meeting and 
announcement that he was sending one of the Princes in his place caused Bahrain to announce that it too 
would not be sending its King to Washington DC this week. There are still two other countries that have yet 
to formally announce if their rulers would be in attendance, but at this point the summit is taking place 
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without the key rulers from the Arab region, which is a huge slap in the face to US foreign policy in the 
region. 
 

 

Market Statistics 

 

Equities  
 
We have finally broken the chopping trend that has been in place for several weeks, at least partially. 
The Dow and the S&P 500 continued the trend, pushing higher last week, but the NASDAQ declined in 
performance for the second week in a row. 
 

Index Change Volume 

Dow 0.93% Average 

S&P 500 0.37% Average 

NASDAQ -0.04% Above Average 

 
As mentioned above, all three of the major indexes remain in their respective trading ranges and we have 
seen a little weakness relative to the other indexes from the NASDAQ, which prior to last week had been 
outpacing the other two indexes almost every week.  
 
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 2.37%  Telecommunications -3.05% 

Financial Services 1.99%  Oil & Gas Exploration  -2.35% 

Regional Banks  1.72%  Natural Resources -1.63% 

Financials 1.71%  Energy -1.26% 

Home Construction 1.41%  Utilities -1.03% 

With earnings season running full tilt last week the top and bottom performing sectors moved a lot from one 
week to the next. Biotechnology went from being the worst performing sector of the markets two weeks ago, 
after declining 5.42 percent, to being the best performing sector last week, gaining 2.37 percent. On the flip 
side, the earnings announcements were not so positive for the energy and oil and gas sectors, which went 
from being the two top sectors two weeks ago to two of the bottom five sectors last week. This flip flopping 
of sectors is currently making any sort of relative strength investing investors try to utilize very difficult since 
the swings are so drastic from week to week in sectors that typically form some of the best short and longer 
term trends in the markets.  

Fixed Income  

The US fixed income market continued to trend lower last week as uncertainty over when the Fed will start 
to increase interest rates increased once again on the back of the April Jobs report that was released on 
Friday: 

Fixed Income Change 

Long (20+ years) -1.20% 

Middle (7-10 years) -0.06% 

Short (less than 1 year) 0.02% 

TIPS -0.56% 

 



Greece also had a bit of an impact on the global fixed income market last week as it managed to make the 
payments that were due last week and looks to have found the cash for another IMF payment due to take 
place this Tuesday. With the conservative party winning an outright majority in the UK elections that took 
place last week, it was not surprising to see that the British pound was the top performing currency globally 
last week. During the course of the week the Pound gained 1.96 percent against the value of the US dollar, 
in what turned out to be one of the strongest moves for the pound so far this year. The weakest performing 
currency last week was the Euro, which turned in the worst performance of any of the major currencies last 
week, aside from the US dollar, as the Euro gained 0.06 percent against the value of the US dollar. 

Commodities 
 
Commodities overall were mixed last week as oil made it four weeks in a row of advances: 
 

Metals Change 

Gold 0.79% 

Silver 1.87% 

Copper -0.45% 

 

Commodities Change 

Oil 0.41% 

Livestock 2.40% 

Grains 0.84% 

Agriculture 1.54% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 0.23 percent last week as oil rallied for the 
fourth week in a row, gaining 0.41 percent. Oil is now up close to 15 percent over the course of the past four 
weeks, with much of the move being due to uncertainty surrounding the situation in several Middle Eastern 
countries, despite a cease fire that Saudi Arabia has agreed to with the Rebels in Yemen. Metals were 
mixed last week with Copper being the only declining metal, which is understandable after the more than 7 
percent jump higher we saw two weeks ago. Gold advanced by less than one percent, while Silver 
increased nearly two percent during a week of heavy commodity trading volume. Soft commodities all 
moved higher last week as Livestock increased 2.4 percent and Agriculture overall increased 1.54 percent.  
 

International Performance 
 
On the international front, Germany turned in the best performance of any of the global indexes with the 
Frankfurt based Dax Index increasing by 2.23 percent over the course of the week. The worst performing 
index last week was found in China after government officials said the markets looked like they had gotten 
ahead of themselves. The Shanghai based Se Composite Index declined by 5.31 percent in what is the first 
weekly decline on the index since the end of February and the worst weekly drop since the first week of 
February 2010. Maybe this decline in the markets is what prompted the drop in interest rates that was 
announced over the weekend, as mentioned above in the international section of this commentary. 
 

Volatility 

After looking like we may finally see the VIX close above the 52-week average level of the VIX for the first 
time in more than a month going into Friday last week, the VIX turned around and fell like a rock on Friday, 
giving up 15 percent during the single day. We are now almost exactly at the level we were to start the week 
last week and down in the lower end of the recent trading range for the VIX. The markets continue to seem 
to be putting all of the possible negative events that could happen to the financial markets around the world 
on hold and firmly believing that the markets will continue to climb the proverbial wall of worry. At the current 
level of 12.86 the VIX is implying a move of 3.71 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 5/8/2015, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week YTD 

Aggressive Model 0.11 % 1.14 % 

Aggressive Benchmark 0.23 % 4.79 % 

Growth Model 0.00 % 0.38 % 

Growth Benchmark 0.18  % 3.77 % 

Moderate Model -0.13 % -0.01 % 

Moderate Benchmark 0.13 % 2.72 % 

Income Model -0.26 % 0.06 % 

Income Benchmark 0.07 % 1.41 % 

 
*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 only one change to our models over the course of the previous week as we lowered our 
overall exposure to the markets in our least aggressive models. We did this by purchasing an inverse 
fund that moves up when the market goes down and down when the market moves higher. The purpose 
of this hedging position is to offset some of the risks we have been seeing recently in our stock holdings. 
Rather than selling our stock holdings and incurring transactions fees and potentially booking taxable 
gains we decided to add this single position that effectively has the same impact on the portfolio. We 
continue to watch positions such as oil and energy for an entry point, but it currently looks like they are 
just as likely to move down from here as they are to continue moving higher. 

 

 

Economic News 

 
Week in Review 
 
Last week was a busy week for economic news releases with the focus of the week being on 
employment in the US. There were no releases that missed market expectations by a significant amount 
or significantly beat market expectations to the upside: 

 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Neutral 5/4/2015 Factory Orders March 2015 2.10% 2.10% 

Slightly Positive 5/5/2015 ISM Services April 2015 57.8 56.4 

Neutral 5/6/2015 
ADP Employment 

Change 
April 2015 169K 189K 

Neutral 5/7/2015 Initial Claims Previous Week 265K 280K 

Neutral 5/7/2015 Continuing Claims Previous Week 2228K 2300K 

Neutral 5/7/2015 Consumer Credit March 2015 $20.5B $16.0B 

Slightly Positive 5/8/2015 Nonfarm Payrolls April 2015 223K 213K 

Slightly Positive 5/8/2015 
Nonfarm Private 

Payrolls 
April 2015 213K 205K 

Neutral 5/8/2015 Unemployment Rate April 2015 5.40% 5.40% 

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

 
Last week started on Monday with the release of the Factory orders data for the month of March, which 
came in exactly at market expectations, signaling a slight increase over the February levels. On Tuesday 
the Services side of the ISM index was released and came in slightly above the market expectations, 



moving opposite of the overall ISM index, which was released two weeks ago and underperformed 
compared to expectations. On Wednesday the ADP employment change figure for the month of April was 
released and missed expectations by 20,000 jobs, but that did not deter people from thinking that the 
employment figures at the end of the week would be strong. On Thursday the standard weekly 
unemployment figures were released with both figures coming in close, but a little better than the market 
had been anticipating. On Friday the numbers everyone had been waiting all week for were finally released, 
the unemployment figure and payrolls data from the government. All of the numbers looked relatively good 
on the surface as nonfarm public and private payrolls figures beat estimates and the unemployment fell from 
5.5 percent in March down to 5.4 percent in April. But not everything about the release was as positive as it 
looked; the nonfarm payrolls for the month of April were revised down from 126,000 in March down to only 
85,000 during March, making March the worst month for jobs growth since January of 2014. Nonfarm 
private payrolls were also revised lower from 129,000 in March down to a revised 94,000 during March. This 
is not the type of revision that would lead anyone to think the jobs market is very strong at this point. One 
other piece of information in the government reports on Friday was the labor force participation rate, which I 
mentioned above with an accompanying chart. It was downright dismal on Friday, showing 62.8 percent, 
which is right at the lowest level since the late 1970’s. This weakness in the labor force is something the Fed 
is going to have to consider more so than the top line unemployment rate figure as it moves forward in 
deciding when to increase interest rates. 
 

Upcoming Releases 
 
This week is a relatively slow week for economic news releases, with the focus of the releases being on 
the employment market in the US. There are no releases below that have the potential to move the 
overall markets on the day they are released:  

 

Date Release Release Range Market Expectation 

5/13/2015 Retail Sales April 2015 0.20% 

5/13/2015 Retail Sales ex-auto April 2015 0.40% 

5/14/2015 Initial Claims Previous Week 275K 

5/14/2015 Continuing Claims Previous Week 2300K 

5/14/2015 PPI April 2015 0.20% 

5/14/2015 Core PPI April 2015 0.10% 

5/15/2015 Empire Manufacturing May 2015 4 

5/15/2015 
University of Michigan 
Consumer Sentiment 

May 2015 96 

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

 
This week starts out on Wednesday with the release of retail sales for the month of April, which was 
expected to show very tepid growth of 0.2 percent overall, while being only 0.4 percent when excluding auto 
sales. We need to see a pickup in retail sales if we are truly going to get behind the economic recovery 
many economists are continually talking about. On Thursday the standard weekly unemployment related 
figures are set to be released with expectations that both figures will have gone up slight over the course of 
the previous week. Also released on Thursday is the Producer Price Index (PPI), which is expected to show 
that prices at the producer level increased ever so slightly during the month of April. The Core PPI figure is 
expected to show an even smaller, but still positive, gain during the month. On Friday the latest Empire 
manufacturing index for the month of May is set to be released with a reading of only 4 being expected. This 
figure is very close to the inflection point of 0, but a noticeable improvement from the -1.19 we saw during 
April for the same economic indicator. Wrapping up the week on Friday this week is the release of the 
University of Michigan’s Consumer Sentiment Index for the month of May (first estimate) and expectations 
are for no change over the level we saw at the end of April. With only one fed official giving a speech this 
week it will be a pretty boring week on the economics front after such an exciting week last week. 
 
  



Fun Fact of the Week – The great Frozen business. 

 
 
 
 
 
 
 
 
 
 
 
 
 
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. 
 

According to the quarterly conference call that took place last week, Chief Operating Officer 
Tom Staggs of Disney said that sales of Frozen merchandise is current running 10 times 
higher this year than the same time last year. That amounts to $971 million during the first 
quarter of 2015 alone. Not bad for merchandise from a movie that was released in late 2013. 
Just in case you were wondering, the Elsa merchandise continues to outsell Anna 
merchandise and more than 3 million dresses have been sold across the US market. 
 
Source: Walt Disney First Quarter earnings call 

 


