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Commentary At-a-Glance 

 
 The US markets advanced last week on weaker than expected economic data. 

 When will the Fed increase rates? 2015? 2016? 

 Greece short on money once again; who believes them this time around? 

 Economic news last week came in worse than expected.  

 
 
Market Wrap-Up 

 
The markets were on the move last week, thanks in large part to weakness seen in the economic data 
that seems to be pointing toward the Fed holding off on increasing interest rates longer than first 
anticipated. This means the “punch bowl” of low interest rates may be here to stay a little longer than 
expected, thus allowing for the markets to push higher as cheap money remains in the system. The 
charts below are of the three major US indexes in green with their respective wide trading ranges (I 
tightened the trading ranges a little this week) 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: 
 

 
 

 



With the latest moves of the market being fueled by potential Fed inaction we saw two of the three major US 
indexes break above their most recent trading range. From a technical standpoint the S&P 500 (upper left 
pane above) remains the strongest of the three major indexes as it broke above its trading range and made 
a new all time high to close out the week. The NASDAQ (lower left pane above) is clearly in second place 
from a technical standpoint as the index broke above its most recent trading range, but failed to make a new 
all time high, remaining about 0.85 percent below its high point. The Dow (upper right pane above) remains 
third in terms of technical strength as the index failed to both make a new all time high and break out of its 
most recent trading range. While we have technically seen a breakout, it is weak to say the least and would 
need more of a catalyst to provide much more upside at this point. 
 
One such catalyst could be a decline in the price of oil. Last year, as we saw oil prices decline, we saw the 
financial markets rally with each of the major indexes gaining more than five percent. Oil production has 
recently been shown to be increasing as demand has remained either flat or slowed slightly. The latest data 
was out of Saudi Arabia and indicated that oil production during the month of March was the highest they 
have produced over the past 12 years. In total, oil production increased to 10.29 million barrels per day, an 
increase of almost 10 percent from February for the amount of oil sold overseas by the kingdom. This action 
does not seem like an action that would have been taken by a country that wants to see oil prices move 
higher, but instead by a country that wants oil prices to move lower. Saudi Arabia still seems to be taking 
aim at the US fracking oil production in an attempt to drive the prices so low that it is not economically 
feasible for the frackers to drill in the US. The Saudis have taken this type of action in the past and it worked 
for a short period of time, but in the longer run they will lose the oil dominance they have enjoyed for the 
past few decades as the US becomes less and less dependent on their oil being on the global markets. If 
we see an economic slowdown and demand for the oil decline further, combined with continued oversupply, 
it could lead to significantly lower prices. 
 
The second major catalyst that could come into play would be the US 
consumer and a change in their attitude. Currently consumer sentiment 
and confidence is falling; we are seeing this both in confidence numbers 
and in spending habits. Spending has been going down on big ticket 
items, such as durable goods orders, and retail sales overall have been 
very soft. Combine this consumer softness with softness in business 
spending, such as a lack of capital expenditures and buying back shares 
of the company rather than spending cash on growing the company, and 
you can see how this quickly becomes a problem for the economy. 
Already we have seen very weak growth in GDP for the first quarter of 2015 and while the figure could be 
revised higher it is unlikely to jump upward by much and is more at risk of a downward revision at this point. 
If the US consumer and corporate America start to spend money at a significantly higher rate we could see 
the US economy snap back to more normal growth, something that has been lacking this entire bull market 
cycle since the bottom of the financial markets back in 2009. 
 

 

National News 

 
National news last week focused on the health of the US economy in light of a few key economic data 
points that were released and the potential impact they may have on the Fed’s decision as to when to 
increase interest rates. As mentioned below in the economic news section, all but two of the economic news 
releases that were released last week came in below expectations and in some cases signaled the largest 
reversal of the indicator in several years. Retail sales were shown to be nearly perfectly flat, a sign that the 
US consumer is not increasing their spending. This was during a time period when fuel costs were 
increasing, which means that in order to get flat growth the spending that increased on fuel had to come 
from a reduction in spending on other items. Manufacturing posted an increase that was less than expected, 
but at least it was better than the contraction seen during April. The big issue for the Fed will be consumer 
confidence. Last week it was the University of Michigan’s Consumer Sentiment Index that indicated that the 
average US consumer is starting to not believe the economic recovery, as shown in the declining sentiment 
figure. This weakness in the US consumer combined with the unsteady manufacturing data, the slow GDP 
growth and the general lack of inflation leaves the Fed in a bit of a quagmire as to what to do about interest 
rates. At this point, if the US economy was running normally and interest rates were at normal levels the Fed 
may be thinking more about cutting rates than increasing them as they would want to try to boost inflation 
and get the economy moving forward at a faster pace. But this is not an option at this point as the Fed has 
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its back up against a wall with the zero bound interest rate it is currently running. While there are a few 
economists out there who think rates will be increased next month, the vast majority of economists think the 
rate hike will come later this year. There are even some economists and Fed officials who think the Fed 
should start to increase rates in 2016, once it is certain the economic “softness” is behind us. While 
everyone is waiting for the Fed decision over the next few quarters, the biggest potential market driver will 
be earnings season and the first quarter earnings season is quickly drawing to a close. 

 

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: 
 

Applied Materials 4% J C Penney Company 28% Macys -8% 

Cisco Systems 0% Jack In The Box 5% Ralph Lauren 7% 

Dillard's -5% Kohls 11% Shake Shack 233% 

 
Last week seemed to show that different retailers had very different quarters as the discount retailers Kohl’s 
and JC Penney had strong quarters while the high end retailers Macy’s and Dillard’s struggled during the 
quarter. Shake Shack made headlines last week as it beat expectations handedly in its first quarterly report 
since going public earlier this year. The results boosted the stock for a brief time, but the stock ended lower 
on announcement day as the growth rate for the company looking into the future looks to be difficult to 
predict with any accuracy. 
 
According to the latest Factset figures, there has been little change in the percentage of companies beating 
earnings or revenues expectations. Currently, 70 percent of the companies that have released their 
quarterly results have met or beaten earnings expectations, while 30 percent have missed. When looking at 
revenues per share, only 36 percent have managed to beat or meet market expectations, while 64 percent 
have fallen short. One thing to keep in mind is the fact that all of these numbers boil down to a quarter that 
had expectations so low that it was relatively easy for companies to beat expectations. Overall, earnings for 
the S&P 500 during the first quarter of 2015 fell by 5 percent when compared to where they were for the 
fourth quarter of 2015. At this point in the cycle it is becoming more and more difficult for the remaining 
companies releasing earnings to actually move the needle on the final figures for the quarter. While they 
could change a little, they are likely to remain very close to where they are currently. 
 
This week is all about big box retailers releasing their quarterly results and they could move the market 
one way or the other depending on the spending by the US consumers during the first quarter of 2015. 
With consumer confidence slipping it would not be surprising to see the trend we saw last week 
continue this week with the discount retailers such as Wal-Mart, Ross and TJ MAXX posting a strong 
quarter, while other higher end retailers such as Best Buy and Gap struggle a little.  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: 
 

Advance Auto Parts  Gap  Salesforce.com 

Agilent Technologies  Gordmans Stores  Sears Holdings 

Best Buy  Hewlett-Packard  Shoe Carnival 

Buckle  Home Depot  Staples 

Campbell Soup  Hormel Foods  Stein Mart 

Deere & Co  Kirkland's  Target 

Dick's Sporting Goods  Lowes  TJX Companies 

Dollar Tree  
Red Robin Gourmet 
Burgers 

 Wal Mart Stores 

Foot Locker  Ross Stores  Williams-Sonoma 

 



Home improvement store leaders Lowe’s and Home Depot both release their earnings this week and could 
provide some insight into the residential housing market as home owners will typically put more money into 
their homes if they think the prices will appreciate in the future compared to putting less money into their 
homes if they think prices will depreciate in the future. 
 

 

International News 

 
International news last week was relatively quiet as several key global situations continued to move forward, 
but there were no major issues that flared up any more than most people were expecting. ISIS continued to 
make inroads in Iraq as they pushed closer to Baghdad, taking the capital city of the Anbar province 
Ramadi, which is just 70 miles west of Baghdad. This continuing struggle with ISIS seems not to be 
affecting the price of oil as much as it once did, primarily because Iraq production had been offline for such 
an extended period of time that there really cannot be a supply disruption in oil flow out of Iraq. Iran also 
made a few indirect headlines last week as US President Obama held his Arab Summit at Camp David a 
few days last week. As many of the Arab countries anticipated when they pulled their heads of state from 
attending the meeting, the meeting bore very little in terms of deals or agreements and ended up not 
officially being a waste of time, but seeming like a waste of time for all involved. Iran was the main topic of 
the meeting and focused on the discontent of the members as most of the Arab members do not approve of 
the deal the US is attempting to strike with the Iranians over their nuclear ambitions. Aside from the Middle 
East, Greece was the other hot topic of the week as the country continues to run low on funds. 
 
Greece has now officially been low on cash for probably the last 3 
years, so I am not sure why now is any different than the past, but the 
country is really making a lot of noise about running out of cash. Last 
week Greece was able to pay in full their debt payment due to the 
IMF, but the payment came at a high cost, as Greece had to tap into 
an emergency fund held with the IMF and use all of the cash the 
quasi government entities turned into the central bank over the 
course of the past three weeks. On Sunday, Greek President Alexis 
Tsipras announced that Greece does not have the funds to make the 
payment ($845 billion) to the IMF due at the end of this month. The 
creditors immediately called this a bluff, which is warranted since Greece has done this several times in the 
past and each time has found enough money to make the payments. This situation seems to be dragging 
on, and each time Greece steps closer and closer to an edge it really does not want to step over. A default 
is now more likely than it has been in the past if for no other reason than Greece makes a misstep and fails 
to secure money in time to make a payment. Germany and the rest of the Europeans seem to be readying 
themselves for such an event as they are coming up with plans to allow a default without it necessarily 
meaning that Greece will be kicked off the Euro and out of the European Union. 
 

 

Market Statistics 

 

Equities  
 
All three of the major US indexes moved higher over the course of the previous week, but did so with 
lighter volume than we have been seeing over the past few months. Volume was especially light on 
Friday, which could be indicative of what is to come over the summer months when trading seems to 
slow down a bit. 
 

Index Change Volume 

NASDAQ 0.89% Below Average 

Dow 0.45% Average 

S&P 500 0.31% Average 

 
With the increases we saw last week, we now have two of the three major US indexes trading above their 
most recent trading range, as mentioned above. At this point it does not look like a breakout is eminently 
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coming as this is most likely just an expansion of the trading range until we see more than a blip above the 
trading range.  
 
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 

Healthcare Providers 2.07%  Oil & Gas Exploration  -2.22% 

International Real Estate 1.70%  Energy -1.28% 

Aerospace & Defense 1.59%  Natural Resources -0.93% 

Infrastructure 1.33%  Transportation -0.92% 

Telecommunications 1.21%  Insurance -0.44% 

The sector performance last week was a little interesting, particularly on the negative side. Oil turned in a 
positive week, gaining a little more than one half of one percent, but the oil related industries had a pretty 
rough week with Oil & Gas Exploration falling by more than 2 percent, while energy overall also declined, 
giving up 1.28 percent. One sector that continues to underperform and is starting to cause more and more 
concern is the Transportation sector as this sector is typically a leading economic indicator for the overall 
health of the US economy. If the transportation sector is having a rough time it typically means people are 
shipping less and less product. This in turn flows through the economy in a negative way several months 
down the road. We have been seeing transportation underperform the overall market now for the past 3 
months, which is a warning flag for the US economy going forward. On the positive side last week, 
Healthcare Providers once again made it to the top of the list as they turned in a strong week on the back of 
some strong earnings. Aerospace and Defense also had a good week as the conflicts in the Middle East 
look like they will be drawn out for several more months if not years.  

Fixed Income  

The US fixed income market was mixed last week with the long end of the curve moving lower, while the 
belly of the curve (3-10 year treasuries) increased only slightly: 

Fixed Income Change 

Long (20+ years) -0.75% 

Middle (7-10 years) 0.01% 

Short (less than 1 year) -0.01% 

TIPS -0.09% 

 

Greece continues to be top of mind for many international fixed income traders despite there being very little 
actual Greek debt in the global financial markets relative to the other debt that is floating around. The 2-year 
Greek bonds closed out the week with a yield of more than 21 percent in perhaps what was the strongest 
showing of concern over the ongoing financial crunch the country is experiencing. With the current situation 
looking worse and worse in terms of Greece running out of funds it is hard to imagine that there will not be a 
misstep along the way by the government of Greece. Last week saw the US dollar falling against a basket of 
international currencies by 1.61 percent in what has turned out to be five consecutive weeks of declines for 
the global reserve currency. During the course of the week the Euro gained 2.29 percent against the value 
of the US dollar in what turned out to be a very strong move for the currency that was beaten up heavily 
during the last part of last year and the first few months of 2015. Aside from the weakness in the US dollar, 
the weakest performing currency last week was the Japanese Yen, which turned in a gain of 0.40 percent 
against the value of the US dollar. The decline we have been seeing in the value of the US dollar is tied to 
the advances we have been seeing in the price of a barrel of oil as the two move at an inverse to each 
other, historically. 

 



Commodities 

Commodities were positive last week as oil made it nine weeks in a row of advances: 

Metals Change 

Gold 3.12% 

Silver 6.28% 

Copper 0.33% 

 

Commodities Change 

Oil 0.51% 

Livestock 0.21% 

Grains 1.01% 

Agriculture 1.48% 

 
The overall Goldman Sachs Commodity Index turned in a gain of 1.16 percent last week as oil rallied for the 
ninth week in a row, gaining 0.51 percent. Oil is now up more than 33 percent over the course of the past 
nine weeks. This move comes despite the increase in oil production we have been seeing in several key 
countries as well as the slowing demand worldwide, according to the last few reports. Metals were all higher 
last week with Gold gaining 3.12 percent, while Silver sky rocketed 6.28 percent and Copper gained the 
smallest amount, advancing only 0.33 percent. Soft commodities all moved higher last week as Livestock 
increased 0.21 percent, while Agriculture overall increased 1.48 percent. Much of the moves in the 
commodity markets were due to increasing demand around the world.  
 

International Performance 
 
On the international front, Russia once again made headlines, only this time they were positive as the MSIC 
Russia Capped Index turned in the best performance of the week, gaining 2.50 percent. After being the best 
performing index two weeks ago, the main German index, the Frankfurt based DAX Index, declined by 2.24 
percent, nearly the identical amount it increased by two weeks ago. Much of the movement on the DAX was 
due to the ongoing concerns over the state of Greece and the chance that Greece may default on some of 
its debts in the very near future. 
 

Volatility 

With the markets moving higher last week it was not surprising to see that the VIX pushed lower as it 
continues to plow ahead and push toward new lows for 2015. Last week it gave up 3.73 percent. We almost 
got to a new low point for 2015 as we are only a few tenths of a percent from the low point reached on April 
24th. So while the markets look like they are very expensive and long overdue for a correction, the VIX 
appears to be signaling that the markets will muddle along and push either slightly upward or continue to 
chop in a relatively narrow trading range. At the current level of 12.38 the VIX is implying a move of 3.57 
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 5/15/2015, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week YTD 

Aggressive Model 0.63 % 1.79 % 

Aggressive Benchmark 0.63 % 5.49 % 

Growth Model 0.57 % 0.96 % 

Growth Benchmark 0.49  % 4.28 % 

Moderate Model 0.50 % 0.50 % 

Moderate Benchmark 0.35 % 3.08 % 

Income Model 0.48 % 0.55 % 

Income Benchmark 0.18 % 1.59 % 

 
*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 remain cautious in our 
least aggressive models and fully invested in our most aggressive models. Having made it though 
earnings season on all but two of the companies that we own, it looked like a pretty strong earnings 
season for our individual equity holdings. Where there were problems, they do not seem structural, and 
in many cases were due to circumstances outside of management’s control, such as the strength of the 
US dollar hurting foreign sales as earnings are brought back to the US. 

 

 

Economic News 

 
Week in Review 
 
Last week there seemed to be no good news in any of the economic news releases as nearly every 
release missed expectations. There was one release that missed market expectations by a significant 
amount and no releases that significantly beat market expectations to the upside: 
  

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Slightly Negative 5/13/2015 Retail Sales April 2015 0.00% 0.20% 

Slightly Negative 5/13/2015 Retail Sales ex-auto April 2015 0.10% 0.40% 

Neutral 5/14/2015 Initial Claims Previous Week 264K 275K 

Neutral 5/14/2015 Continuing Claims Previous Week 2229K 2300K 

Slightly Negative 5/14/2015 PPI April 2015 -0.40% 0.20% 

Slightly Negative 5/14/2015 Core PPI April 2015 -0.20% 0.10% 

Slightly Negative 5/15/2015 Empire Manufacturing May 2015 3.1 4 

Negative 5/15/2015 
University of Michigan 
Consumer Sentiment 

Index 
May 2015 88.6 96 

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

 
Last week’s economic releases started on Wednesday with the announcement of retail sales for the month 
of April, which missed expectations, both including and excluding auto sales. Expectations were for very 
slow growth overall at 0.2 percent, but the release showed even less growth coming in with a zero. When 
auto sales were excluded from the calculation the number only improved to 0.1 percent growth, still far 
below expectations; both figures are not positive developments for the overall health of the US economy. On 
Thursday the standard weekly unemployment reports came in with figures that were slightly better than 



expected, but not by enough for the markets to really take notice. Also released during the day on Thursday 
was the latest figure for the Producer Price Index (PPI), which showed that prices at the producer level fell 
by 0.4 percent during the month of April. This is despite the price of oil increasing by more than 25 percent 
during the month. The core PPI figure also fell and came in below expectations. On Friday the Empire 
Manufacturing index indicated that manufacturing in the greater New York City area grew during May, but 
did so at a slower pace than was anticipated. The big news of the day on Friday was the largest miss on the 
release of the University of Michigan’s Consumer Sentiment Index since early December of 2012.  
Expectations had been for little change from the 95.9 that we saw at the end of April, so this release really 
caught many economists by surprise. We have been seeing the other information about the US consumer 
deteriorate, but it seems no one thought the sentiment index would have declined by such a large amount 
over such a short period of time. This is a major red flag for the overall health of the US economy and could 
present a problem going forward for the retail industry as it gets closer to closing out the second quarter of 
2015. 
 

Upcoming Releases 
 
This week is a relatively slow week for economic news releases, with the focus of the releases being on 
the US housing market. The releases highlighted below have the potential to move the overall markets 
on the day they are released:  

 

Date Release Release Range Market Expectation 

5/19/2015 Housing Starts April 2015 1019K 

5/19/2015 Building Permits April 2015 1065K 

5/20/2015 FOMC Minutes April Meeting - 

5/21/2015 Initial Claims Previous Week 270K 

5/21/2015 Continuing Claims Previous Week 2250K 

5/21/2015 Existing Home Sales April 2015 5.24M 

5/21/2015 Philadelphia Fed May 2015 8 

5/22/2015 CPI April 2015 0.10% 

5/22/2015 Core CPI April 2015 0.20% 

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

 
This week’s economic releases start on Tuesday with the release of the housing starts and building permits 
for the month of April. Expectations seem a little high on these two releases with both expected to post over 
1 million units. With the wild weather we saw in some of the central states during the month it seems like 
housing starts and building permits may disappoint this week. On Wednesday the Fed releases the latest 
FOMC meeting minutes from its April meeting and, as usual, there will be little new information and the 
minutes are unlikely to contain anything that is ground breaking. On Thursday the standard weekly 
unemployment related figures are set to be released with expectations that both figures will have increased 
slightly over the course of the past week. Also released on Thursday are the existing home sales figures for 
the month of April and the Philadelphia Fed Business Conditions index for the month of May. The existing 
home sales figure will likely come in fairly strong as we have now officially entered the spring home buying 
season throughout much of the US. The Philadelphia Fed Business Conditions index will be very closely 
watched to see if the downward trend that we saw develop in the Empire Manufacturing index released last 
week and in the poor consumer sentiment index has any carry over into the greater Philadelphia area. 
Wrapping up the week on Friday is the release of the Consumer Price Index (CPI) for the month of April. 
Overall the CPI is expected to show that prices at the consumer level will have increased slightly (0.1 
percent), while the Core CPI is expected to have increased by 0.2 percent. If these numbers do pan out it 
certainly will not be indicative of inflation; something the Fed is watching for very closely and has yet to see 
in the data. This could be one of the driving factors behind the Fed keeping rates lower for longer than many 
people are expecting. In addition to the above mentioned economic releases the Fed only has one official 
on the speaking circuit next week as Chicago Fed President Evans is scheduled to give speeches on both 
Monday and Wednesday; it is highly unlikely that he will say anything that is not already well known. 
 
  



Fun Fact of the Week – Eating in Iraq. 

 
 
 
 
 
 
 
 
 
 
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. 
 

It is not considered rude in Iraq to eat food quickly or without utensils. In fact, it is a sign to the 
host or hostess that the food is delicious. Iraqis are also extremely offended if the family pet 
comes near the table during the meal. 
 

Source: Augustin, Byron Iraq: Enchantment of the World. 2006 

 


