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Commentary At-a-Glance 

 
 The US markets were mixed last week as investors continued to speculate about the Fed. 

 The Dow Jones Transport Index continued to struggle last week. 

 Is Greece finally out of money? Varoufakis thinks so! 

 Forget about a Grexit; we have now moved on to a Brexit. 

 Economic news last week, across the board, came in worse than expected.  

 
 
Market Wrap-Up 

 
Last week it seemed the summer trading season started a little earlier than normal. Aside from Fed 
Chair Yellen giving a speech and a few remaining companies announcing earnings there was very little 
the market took any notice of during the week. While the three broad indexes were in the upper end of 
their trading ranges, the VIX continued to move lower, closing the week at the lowest point we have 
seen since November 2014. The charts below are of the three major US indexes in green with their 
respective 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: 
 

 
 



 
In looking at the movements of the three major indexes last week the week ended much the same way  it 
started, with the indexes moving in a sideways direction as they search for reasons to move higher or lower. 
The S&P 500 (upper left pane above) is the strongest from a technical perspective, followed by the 
NASDAQ (lower left pane above) and then the Dow (upper right pane above). Despite differences in 
technical strength all three of the major indexes are very close to the upper bound of their trading ranges. If 
history continues to play out, the markets could be in for a bit of a move lower as the indices “bounce” off 
their resistance levels. One of the many factors I watch in assessing the markets is the Dow Jones 
Transport Index, which I track using an ETF that trades under symbol IYT. 
 
Most of the time the Transport index moves 
in tandem with the overall Dow Jones 
Industrial Average, but at times there are 
divergences and these are signals that the 
current environment may be about to 
change. As you can see in the chart to the 
right, the Dow Jones Transport index 
(green line and red trend line) has been 
losing ground to the overall Dow Jones 
index (teal line and blue trend line) for the 
past two months. Historically, a divergence 
with transports moving lower when 
compared to the overall index has been 
indicative of a looming market correction. 
This is because companies typically ship 
fewer goods and materials around the 
country ahead of a slowdown. Take the 
manufacturing of cars for example. There are a lot of raw materials and parts that need to be shipped from 
all over to the production facilities to make a car. If a company thinks car sales will decline they will buy and 
ship fewer raw materials and parts needed to make the cars. They in turn will be turning out and shipping 
fewer cars. This would be just one micro chasm of the overall US economy and how a slowdown in 
transportation could mean trouble in the future. Transports can also serve as a positive signal, which would 
be the case if the Transport index was moving upward, faster than the 
overall Dow Jones Industrial Average. One of the reasons attributed to 
the recent weakness we have seen in the Transport index has been the 
port strikes on the west coast and the inability of companies across the 
country to get parts unloaded off ships and transported to their 
necessary locations. I am a little skeptical about this theory as the strike 
at the west coast ports has now been over for several weeks and we 
have not seen a rapid increase in the index, as you would expect if there 
really was a lot of pent-up demand for products to start moving 
throughout the US once again. 
 

 

National News 

 
Other than the tail end of earnings season announcements made sporadically throughout the week last 
week, the focus of the national news seemed to be on Fed Chair Janet Yellen’s Speech, which she 
delivered on Friday in Providence Rhode Island. With the topic of her speech being the outlook for the US 
economy, it was no wonder that Wall Street, at least those who worked all week going into a holiday 
weekend, paid close attention to what she said in the speech. She started out giving historical information 
about the Great Recession and the impact that was felt in the greater New England region. She then looked 
at three headwinds, as she called them, to the economic recovery over the past 7 years. Her three 
headwinds were the US housing market, fiscal policies and the effects of growth in the US economy on 
other parts of the world. All three headwinds were likely behind the US economy in her estimation, but that 
does not mean smooth sailing from here on. She went on in her speech to look at potential issues with the 
US employment situation as well as the lack of wage growth and stubbornly low rate of inflation. Chair 
Yellen mentioned the slowing down in the manufacturing sector as well as consumer spending and 
confidence, but chalked these up to bad timing with the very snowy winter on the east coast and port strikes 
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hampering the economy on the west coast. She said the Fed is seeing economic growth in the US running 
very slow, about 2.5 percent, for the next couple of years with the unemployment rate in the US moving 
down to near 5 percent by the end of this year. Finally Chair Yellen got to the part that was most important 
to the financial markets around the world: when the Fed will start to increase interest rates. Chair Yellen 
hedged her bets in this section, citing her forecasts (which she admits may be very flawed) and saying that 
if things go as planned, she thinks it would be appropriate to begin increasing interest rates at some point 
during this year. She then cautioned that starting to increase rates and getting interest rates back to 
“normal” levels are two very different things and that this will be very data dependent and that there is no 
hurry to increase rates quickly. The markets late on Friday had very little reaction to her speech either 
because very few people were still at work on the East coast or because she said nothing that was new. 
The odds are still on for the Fed to increase rates this year with the current estimates being about tied 
between sometime in the third quarter and sometime in the fourth quarter. While the Fed statement provided 
little new information, the earnings results over the course of the week did hold a few new and interesting 
tidbits of information. 

 

Q1 2015 Earnings Releases 
 
Large retailers were the focus of the earnings releases last week and their results were decidedly mixed. 
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: 
 

Advance Auto Parts -4% Gap 0% Salesforce.com 100% 

Agilent Technologies -3% Gordmans Stores 167% Sears Holdings pushed 

Best Buy 28% Hewlett-Packard 1% Shoe Carnival 2% 

Buckle -9% Home Depot 1% Staples 0% 

Campbell Soup 22% Hormel Foods 8% Stein Mart 0% 

Deere & Co 30% Kirkland's 45% Target 7% 

Dick's Sporting Goods 0% Lowes -5% TJX Companies 5% 

Dollar Tree -4% 
Red Robin Gourmet 
Burgers 

25% Wal Mart Stores 0% 

Foot Locker 5% Ross Stores 7% Williams-Sonoma 9% 

 
Wal-Mart released earnings that were exactly in line with expectations on and earnings per share basis last 
week, but they did turn in lower than anticipated revenues for the quarter, even as the average Wal-Mart 
customer had more money to spend due to falling gasoline prices and tax refunds. Target turned in a strong 
quarter, but much like Wal-Mart is seeing a bit more softness in spending than the company would like. 
Higher end retailers such as Gap and Buckle saw weaker than expected sales as well, leaving many 
retailers to wonder where US consumers are spending their money, other than the Apple store. Salesforce 
was a standout performer last week as the company beat earnings expectations by 100 percent, thanks to 
large scale adoptions of its CRM and cloud based computing platform throughout the quarter. 
 
According to Factset Research we have now seen 488 (98 percent) of the S&P 500 companies release their 
results for the first quarter of 2015. Of the 488 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 earnings per share was unchanged over the course of the previous week as we are now at 
the very tail end of 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 45 percent of 
companies also held steady when compared to two weeks ago, as expected this late into the end of the 
reporting season. 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. In looking at the companies that have given forward guidance for the second quarter of 2015, 
74 companies according to Factset have issued negative guidance, while only 27 companies have issued 
positive forward guidance for the next quarter. 
 
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: 



 

Autozone  Express  Seadrill 

Big Lots  Flowers Foods  Splunk 

Costco Wholesale  
Popeyes Louisiana 
Kitchen 

 Tiffany & Co 

DSW  Sanderson Farms  Toll Brothers 

 
After this week there will be fewer than 5 of the S&P 500 component companies left to report earnings for 
the second quarter of 2015. Retailers once again are the focus of this week’s earnings results with the 
potentially most impactful one being Costco, as many US small businesses do a significant portion of their 
shopping at the store. One company that could be interesting to watch this week is Splunk, which is a big 
data company in the data analysis industry; they turn data points into useful information. Big data and cloud 
computing are two of the biggest buzz words currently being tossed around in Silicon Valley and Splunk is 
one of the pioneers in the space, so seeing how successful they have been at monetizing what they do 
could have ripple effects to other high technology companies. 
 

 

International News 

 
A new term came up in the investment lexicon last week; that being a 
Brexit (it is not a misspelling). So what is a Brexit? It is just like a 
Grexit, which is the term coined for Greece potentially leaving the 
European Union, but the “Br” stands for Britain. “Brexit” is the term 
being used when someone is talking about Britain leaving the 
European Union. With the conservative party firmly seated in the 
British government after the recent election there will now be a 
referendum held in Britain by 2017 to see if the people want to remain 
a part of the European Union of if they would like to get away from the 28 member country system. Since 
Britain has never been on the Euro, there is no great risk to the British currency the Pound, but leaving the 
EU could present a whole lot of other problems for both people and businesses on both sides of the 
breakup. Some of you may remember from history class that this type of a 
break by Britain from the rest of Europe would not be the first of its kind. 
Henry the VIII broke away from what is now Europe when he broke away 
from Rome and the Pope back in the 16th century. According to the latest 
poll data I can find online, the numbers have remained pretty steady over 
the last month with about 45 percent of the people polled in the UK wanting 
to stay in the EU, while 36 percent want to leave. The key will be the swing 
vote as there are about 19 percent that are undecided at the current time. 
The other big question would be if the UK, led by Britain, votes to leave the 
EU, does that mean that Wales, Northern Ireland and Scotland must go as 
well? This is one of the major questions to be addressed prior to any 
decisions being made. To the financial markets, Britain leaving the EU 
would likely not be that big of a deal as the country is already on its own 
currency and can support itself, posing no systemic risk to the overall 
system in place governing the European Union. However, if Britain leaves it 
would set a very bad precedent that other strong countries with political 
factions may try to utilize, countries such as France, Germany and Italy. What it adds right now is yet more 
uncertainty to the situation in Europe and the global financial markets typically do not like uncertainty. A 
Grexit is also currently on the table as time looks to be running out for the Greek government to come up 
with a plan to save their financial crunch. 
 
Greece as you know has been in trouble financially for many years and each year the country seems to 
come right up to the point of a crisis and then kick the can down the road a little further after essentially 
digging around in the couch and finding enough loose change to make interest payments to their European 
lenders. Over the weekend Greek Finance Minister Varoufakis announced that Greece does not have the 
funds needed to make a June 5th payment to the IMF that is due in the amount of 300 million Euros. He 
said Greece would not be making a payment unless a deal was struck with foreign lenders to free up bailout 
funds to make the payment. Not long after making the statement he came back and said Greece would 

 
“Brexit” is the term being 
used when someone is 

talking about Britain leaving 

the European Union. 



make the payments as planned as a deal had been struck with the European lenders. However, there was 
no information about the deal as far as terms or conditions. At this point, the global financial markets appear 
to be over the back and forth between Greece and the rest of Europe. This could all change very quickly if 
Greece actually misses a payment or if a deadline is missed in terms of conditions for receiving funds. It 
seems it would make more sense for Europe to forgive the portions of the loans that are currently due, 
rather than move money from one pocket into another and call everything good. Greece will need more 
funds in the future (probably a few more major bailouts) to fix its situation, so it should be working on that, 
not messing around with a few hundred million Euros here and there ad nauseum. 
 

 

Market Statistics 

 

Equities  
 
Two of the three major indexes moved higher over the course of the previous week, while one moved 
lower. All three moved on lighter than average volume since last week was the week before the 
Memorial Day. Volume was especially light on Friday, as mentioned above, as many investment 
managers and traders took off early and made it a four day weekend rather than the normal extended 
three day weekend. 
 

Index Change Volume 

NASDAQ 0.81% Below Average 

S&P 500 0.16% Below Average 

Dow -0.22% Below Average 

 
As mentioned above, all three of the major US indexes are in the upper end of their respective trading 
ranges and look perfectly content to stay there, as there appears to be little that would push them either 
higher or lower at this point.  
 
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 2.60%  Transportation -2.22% 

Semiconductors 2.53%  Materials -1.64% 

Biotechnology 2.51%  Energy -1.36% 

Pharmaceuticals  1.12%  Residential Real Estate -1.34% 

Healthcare 1.11%  Consumer Staples -1.10% 

The sector performance last week on the positive side was what you would expect given the strong relative 
performance of the NASDAQ compared to the other indexes. Three of the top five sectors last week were 
heavily technology related with the other two being healthcare related.  On the flip side, as mentioned 
above, the poorest performing sector last week was the Transportation sector. Typically, this is seen as a 
leading economic indicator, so this is somewhat of a yellow flag waving around at this point. Consumer 
Staples was an interesting sector to see on the bottom five performing sectors list as this sector typically 
does well in a low interest rate environment as investors pile into the stocks in the sector for their yield and 
perceived safety. Seeing it on the down side leads me to think there was a little bit of a risk on trade being 
played out last week as investors sold “safe” stocks in favor of something else.  

Fixed Income  

The US fixed income market was mixed last week with the long end of the curve moving lower while short 
term bonds held their own in light of the Chair Yellen’s speech: 

 



Fixed Income Change 

Long (20+ years) -0.98% 

Middle (7-10 years) -0.53% 

Short (less than 1 year) 0.00% 

TIPS -0.19% 

 

The US dollar finally turned around last week, gaining 3.14 percent against a basket of international 
currencies, ending the weekly losing streak for the US dollar at five consecutive weeks. Much of the rally in 
the US dollar appeared to be due to the uncertainty surrounding the situation in Greece and Europe as the 
clock continued to tick down for the Greeks. The Euro was the worst performing of the major global 
currencies, giving up 3.91 percent against the value of the US dollar. The strongest performing currency of 
the major global currencies aside from the US dollar was the British Pound (-1.49 percent) as the British 
seriously appear to be considering leaving the European Union in favor of striking out on their own. Not any 
time soon, but apparently some of the government economists are looking into how exactly that may play 
out in a leaked report that was made public last week. 

Commodities 

Oil was the only commodity last week that did not move lower as it managed to eke out a very small gain for 
the week: 

Metals Change 

Gold -1.64% 

Silver -2.45% 

Copper -4.63% 

 

Commodities Change 

Oil 0.05% 

Livestock -0.11% 

Grains -1.56% 

Agriculture -2.03% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 2.11 percent last week with oil nearly flat 
and many of the other commodities declining by more than two percent. With oil moving higher over the 
course of the previous week the streak of positive weekly gains on oil has now run out to 10 consecutive 
weeks; with the total gain during the run up being more than 33 percent. Metals were all lower last week with 
Gold giving up 1.64 percent, while Silver fell 2.45 percent and Copper fell off the proverbial cliff, declining by 
4.63 percent. Soft commodities all moved lower last week as Livestock decreased 0.11 percent, while 
Agriculture overall decreased 2.03 percent.  
 

International Performance 
 
On the international front the Chinese market once again moved to the top of the list with the Shanghai 
based Se Composite Index gaining 8.1 percent over the course of the previous week. This comes as 
several high profile companies listed in Hong Kong are now under investigation for fraud after they lost tens 
of billions of dollars in a single trading day and the CEO in one case cannot be found. Brazil was the bottom 
of the barrel last week, turning in a loss of 5.02 percent on the main Brazilian index, the Sao Paulo based Se 
BOVESPA index, as uncertainty surrounding the political interactions with the business community in Brazil 
remain murky at best. 
 

Volatility 

With the markets seeming to be trading without much actual direction, the VIX last week moved lower, but 
only a little, giving up 2.02 percent over the course of the week.  This decline, however, pushed the VIX to 
the lowest level we have seen so far during 2015 and the lowest level we have seen since late November of 
2014. At the current level of 12.13 the VIX is implying a move of 3.50 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 5/22/2015, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week YTD 

Aggressive Model 0.22 % 2.01 % 

Aggressive Benchmark -0.21 % 5.23 % 

Growth Model 0.15 % 1.12 % 

Growth Benchmark -0.17  % 4.10 % 

Moderate Model 0.06 % 0.56 % 

Moderate Benchmark -0.11 % 2.97 % 

Income Model -0.06 % 0.49 % 

Income Benchmark -0.05 % 1.54 % 

 
*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 over the course of the previous week and that was to remove our hedging 
position in our least risk models. We sold Direxion Funds S&P 500 inverse fund, ticker DXSSX, as our 
signal about overall risk in our low volatility stock basket got a strong boost from some positive earnings 
results during the course of the week. We kept the proceeds from the sale of the fund in cash as the 
volume and direction of the market was very uncertain throughout the week heading into a long 
weekend for the financial markets. 

 

 

Economic News 

 
Week in Review 
 
Last week saw economic news releases come in very close to expectations almost without exception. 
There were no releases that missed market expectations by a significant amount and there were no 
releases that significantly beat market expectations to the upside: 
  

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Slightly Positive 5/19/2015 Housing Starts April 2015 1135K 1019K 

Slightly Positive 5/19/2015 Building Permits April 2015 1143K 1065K 

Neutral 5/20/2015 FOMC Minutes April Meeting - - 

Neutral 5/21/2015 Initial Claims Previous Week 274K 270K 

Neutral 5/21/2015 Continuing Claims Previous Week 2211K 2250K 

Slightly Negative 5/21/2015 Existing Home Sales April 2015 5.04M 5.24M 

Slightly Negative 5/21/2015 Philadelphia Fed May 2015 6.7 8 

Neutral 5/22/2015 CPI April 2015 0.10% 0.10% 

Neutral 5/22/2015 Core CPI April 2015 0.30% 0.20% 

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

 
Last week started out on Tuesday with the release of the housing starts and building permits figures, both 
for the month of April and both coming in slightly better than expected, posting more than 1 million units on 
each. On Monday the Fed released the latest FOMC meeting minutes and there was little new information 
included in them. In total it still looks like the Fed is poised to increase interest rates later this year, but such 
a move will be heavily dependent on data coming into the Fed signaling that it is an okay time to do so. On 
Thursday the standard weekly unemployment figures were released with both figures coming in very close 



to expectations, thus not giving any useful information about the current state of the labor market in the US. 
Also released on Thursday were the latest figures from the Philadelphia Fed’s business conditions index 
and the existing home sales figures for the month of April. Existing home sales came in just over 5 million 
units, but that was slightly below estimates of 5.25 million units, not enough of a miss to cause alarm, but 
certainly not showing strength in the US housing market. The Philly Fed index posted a reading of 6.7, 
which was worse than the expected 8 and worse than the April reading of 7.5; remember that any reading 
over zero signifies positive business conditions and expansion. Wrapping up the week last week on Friday 
was the release of the Consumer Price Index (CPI) and the Core CPI, both of which came in very close to 
expectations and signaled that inflation is not currently an issue in the US economy. In fact, inflation is 
running much lower than the Fed would like as its target rate of inflation in the economy remains 2 percent 
on a year over year basis. 
 

Upcoming Releases 
 
With Monday being a holiday there are a number of economic news releases that will be crammed into 
the four business days of the week this week. The focus of the releases this week will be on the US 
consumer, both in looking at confidence figures as well as spending. The releases highlighted below 
have the potential to move the overall markets on the day they are released:  

 

Date Release Release Range Market Expectation 

5/26/2015 Durable Orders April 2015 -0.60% 

5/26/2015 
Durable Goods -ex 

transportation 
April 2015 0.30% 

5/26/2015 Case-Shiller 20-city Index May 2015 4.60% 

5/26/2015 New Home Sales April 2015 510K 

5/26/2015 Consumer Confidence May 2015 94 

5/28/2015 Initial Claims Previous Week 274K 

5/28/2015 Continuing Claims Previous Week 2250K 

5/28/2015 Pending Home Sales April 2015 1.00% 

5/29/2015 GDP - Second Estimate Q1 2015 -0.70% 

5/29/2015 Chicago PMI May 2015 53 

5/29/2015 
University of Michigan 

Consumer Sentiment Index 
May 2015 89 

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

 
This week starts off on Tuesday with the release of the overall durable goods orders for the month of April, 
which is expected to post a decline of 0.6 percent during the month. Released at the same time is the 
durable goods orders excluding transportation. This is a better reading of how the US economy is doing 
when compared to overall durable goods orders since large ticket items such as airplanes, cars and trucks 
can heavily skew the data on any given month if large corporations are replacing parts of their fleets. When 
transportation is not included durable goods orders are expected to show a slight increase of less than half 
of a percent. Also released on Tuesday is more housing data as the Case-Shiller 20-City Home Price index 
for May and the new home sales figures for April are both set to be released. With the mediocre data we 
saw last week on the housing figures it does not seem like there will be much surprise to the upside on 
either of these two releases this week. Later during the day on Tuesday Consumer Confidence, as 
measured by the government, is set to be released, and expectations are for a slight increase during May 
when compared to April’s level. This report will need to be taken with a grain of salt as the other non-
governmental reports have indicated that confidence is moving lower during the time period. On Thursday 
the standard weekly unemployment related figures are set to be released with no major changes in either 
expected. Also released on Thursday is the last of the housing data for the month of April as the existing 
home sales figures are posted with expectations of a one percent gain over the levels seen in March. On 
Friday the big release of the week is set to be released, that being the second revision to the GDP estimate 
of the first quarter of 2015. The first estimate, released a few weeks ago, indicated that GDP expanded by 
0.2 percent. Expectations for this release are that the revision will put GDP into contract mode with GDP 
having fallen by 0.7 percent during the quarter. If we post a negative 0.7 percent it would be seen as 
negative for the overall health of the US economy, but much of the weakness will likely be blamed on 



transitory conditions such as bad weather and the port strikes. A print worse than -0.7 could be positive for 
the markets as most investors could take this to mean the Fed will keep rates lower for longer than current 
exceptions. A reading better than -0.7 could lead to a negative market reaction as the punch bowl could be 
pulled away a little earlier than thought. Also released on Friday is the Chicago PMI, which will likely move in 
line with the Philly index released last week and come in lower than expected. Wrapping up the week on 
Friday is the release of the University of Michigan’s Consumer Sentiment index for the month of May (final 
estimate), and expectations are for a reading that is slightly better than the first May estimate, which posted 
the largest decline since early December of 2012. In addition to the scheduled economic news releases 
there are also five speeches being given by Federal Reserve officials throughout the week, each of which 
should hold nothing new, but you never know. 
 
  

Fun Fact of the Week – British Music 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
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. 
 

 


