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Commentary At-a-Glance 

 
 The US markets were very choppy last week with two indexes briefly breaking down technically. 

 Greece remains locked in a financial conflict with its creditors with both sides refusing to give in. 

 Wednesday could be the first interest rate hike by the Federal Reserve! 

 No trade bill for President Obama as Democrats revolt. 

 Economic news last week came in slightly above market expectations.  

 
 
Market Wrap-Up 

 
The markets experienced a bit of a wild ride last week as stories about a potential deal in Greece 
circulated only to be shot down by the creditors several times during the week, each time causing the 
global financial markets to either move much higher or lower. 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: 
 

 
 

 



From a technical standpoint there were a few important changes last week with the most important being 
that both the S&P 500 (upper left pane above) and the Dow (upper right pane above) broke down, breaking 
through the lower end of their respective trading ranges. While they both only stayed down for a very brief 
period of time (two days) they technically broke down and stayed 
down before jumping higher on Wednesday on hopes of a deal in 
Greece. The unofficial deadline for a deal to be struck was June 14th, 
as any deal would need time to be ratified by all of the national 
parliaments that need to sign off on the deal prior to the end of the 
month when payments are due from Greece. Throughout the week we 
witnessed a bit of a wild ride on the VIX as the index briefly moved 
above the 52-week average level at the same time the breakdown 
occurred on both the S&P 500 and the Dow, only to end the week well below the 52-week average level. 
The NASDAQ (lower left pane above) meanwhile faltered a little, but still remains technically very strong in 
terms of its most recent trading range. Going forward over the next two weeks we could see some very large 
gyrations in the global financial markets as the deadline for Greece, a deadline that cannot easily be pushed 
out further, approaches. It would be easiest for Europe to let Greece deal with the fall out after the fact, but 
the easiest answer is not necessarily the best in this situation. 

 
 

International News 

 
International news focused last week on two main stories, but they both pertained to Greece. The G7 
meeting was held in Germany over Sunday and Monday last week and the main topic of the meeting was 
Greece and the possibility of it staying within the Eurozone. Greece 
has been the topic of numerous meetings held all around the world 
over the past four years, but the topic remains one that is very heated 
with very different views from different parts of the world. At the 
conclusion of the meeting, there was nothing concrete that the G7 
pledged to do about Greece and the negotiations between Greece 
and its creditors continued throughout the weekend, ultimately ending 
in nothing being done, much like the past. The other aspect of the G7 
meeting that received a lot of media coverage was the discussion 
between US President Obama and the Iraqi Prime Minister Haider al-Abadi after a failed attempt of the two 
talking when President Obama unknowingly gave the prime minster the cold shoulder. The main topic of the 
meeting between the two was ISIS and what could be done to combat ISIS’s advancement in Iraq. 
Ultimately, the President announced that he would be sending more military advisers to the country to help 
the Iraqi army in their efforts to stop ISIS. While world leaders were meeting in Germany, financial leaders 
from around Europe were holding various meetings and phone calls, trying to come up with a plan for 
Greece. 
 
At this point Greece does not seem to have a plan if its international lenders do not release funds to it before 
the end of the month. We would have been seeing the same deadline-pushing and last minute deals several 
times this month if Greece had not pulled its tactical sleight of hand two weeks ago, deciding to bundle all of 
its June payments into one payment at the end of the month. Negotiations since that time have been 
tenuous at best, but at least both sides are still talking. Greece wants and needs more money and time; the 
creditors do not want to give the country more of either. The creditors want concrete changes to the fiscal 
system in Greece as well as changes to items such as pension payouts, retirement age and budget deficits. 
Greece wants to make as few changes as possible and certainly none of the changes that will potentially 
have a material impact on the everyday lives of Greek citizens. Each side accuses the other of trying to 
bully them into signing an agreement, leaving both sides just as wide apart if not wider apart than they were 
just a few short weeks ago. At this point there is enough talk about Greece taking actions, such as running a 
parallel currency and how it would implement capital controls, that it seems many investors and creditors 
alike are thinking–if not outwardly saying–that a default is likely in the coming weeks. For the financial 
markets this leads to uncertainty and uncertainty is not something the markets enjoy. Greece does not 
matter in the grand scheme of the global financial markets; its economy is just too small and the country has 
very little that any other country in the world would like. The problem is that Greece has a lot of debt and that 
debt is not owned within Greece, but rather outside of Greece at financial institutions such as the World 
Bank and the International Monetary fund (IMF). In total there are about 350 billion euros in outstanding debt 
that Greece owes, of which about 250 billion is held by the ECB, IMF and World Bank. So why all of the 
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concern if it is just major multinational financial 
institutions that own the debts? There remains 
a fear of contagion within Southern Europe if 
Greece gets the boot from the Eurozone and 
the Euro. The chart to the right from Bloomberg 
is of the Spanish 10-year bond yield and as you 
can see it has more than doubled in less than 
three months as the negotiations between 
Greece and Europe have turned sour. We have 
also seen the same types and magnitudes of 
spikes on other debts such as the bonds of 
Italy and Portugal. Europe can easily afford to 
deal with Greece in terms of either bailing the 
country out or letting the country default and go its own way. However, Europe cannot afford to have other 
much larger economics such as Spain and Italy run into serious financial trouble. 
 

 

National News 

 
National news last week was interesting to say the least with 
politicians once again making headlines. This time around the 
discussion and vote revolved around the Trans-Pacific Partnership 
(TPP) trade deal, which has been considered the hallmark of 
President Obama’s foreign trade policy and potentially the largest 
international trade deal in US history. The TPP would have done 
numerous things as there were many riders to the actual bill, but one of the key pieces of the legislation was 
the ability for the sitting President to fast track trade bills between the US and other countries. These bills 
would eventually be sent to the US House of Representatives for approval, but they could not be changed 
by the House; it would have been a thumbs up or down vote. This key provision of the deal is what really 
turned the Democratic Party against the bill, which ended up dying in a procedural vote as both Democrats 
and Republicans alike voted the measure down. Even former Speaker of the House Nancy Pelosi opposed 
the bill, arguing that Americans would rather have bills aimed at creating jobs than at creating trade 
assistance. While there are probably some rules written in the history books that could allow for the TPP to 
come back to life and potentially pass, it will not be doing so without a healthy dose of criticism from both 
sides of the aisle. This latest defeat for the White House really shows how much of a lame duck President 
Obama has become because he even went to the hill on Friday to garner support for the TPP; in the end it 
proved useless. From a financial markets standpoint this agreement being defeated helped the US economy 
in the short term, while potentially hurting many countries in the Asian region. The Federal Reserve also 
made a few headlines last week as we come up to a key Fed meeting being held this week in Washington 
DC. 
 
This week is the Federal Reserve’s Open Market Committee meeting (FOMC). This is the two day meeting 
the Fed uses to discuss and set any policy changes it sees fit in trying to fulfill its dual mandate of price 
stability and full employment. In short, this is the meeting where the Fed would announce an increase in 
interest rates if there will be one this month. The chance of an increase in the interest rate at this meeting 
remains very miniscule, but there is a chance that the Fed surprises the market and goes for it. The 
economic data is not really strong enough to justify it, but the Fed likes to look at trends in determining the 
appropriate time to start increasing interest rates. The meeting starts on Tuesday of this week and runs 
through Wednesday with an announcement by the Fed scheduled at the conclusion of the session on 
Wednesday, along with Fed Chair Yellen’s standard press conference followed by Q&A. Going into 2015, 
June was the odds on bet as the month the Fed would start to raise interest rates, but as 2015 has 
progressed the date the market expects has been steadily pushed back with the markets now pricing in a 45 
percent chance of a rate hike in October and a 65 percent chance of a rate hike in December, according to 
the latest figures produced by the CME Group and current as of 6/12/15. If the Fed were to surprise the 
markets and increase interest rates at this meeting we would see a potentially very large dislocation in the 
financial markets as investors adjust their positions much faster than they would have liked to the new 
higher interest rate environment. 
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Market Statistics 

 

Equities  
 
The three major US indexes were mixed last week as investors waited for news about both Greece and 
the potential US Fed interest rate hike, which could come as early as this week. Volume was about 
average when looking at all three indexes in aggregate, but the NASDAQ saw slightly lower volume than 
is typical: 
 

Index Change Volume 

NASDAQ 0.28% Average 

S&P 500 0.06% Average 

Dow -0.34% Below Average 

 
Unlike the past few weeks when the NASDAQ has been the high flying index of the three, last week seemed 
to be much more of a risk off trading week as investors moved back into areas of the markets that had 
recently been subjected to undue selling. Areas such as consumer staples, utilities and other boring sectors 
performed relatively well compared to the performance we had been seeing over the past few weeks.  
 
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 

Insurance 2.03%  Semiconductors -1.65% 

Regional Banks  1.94%  Transportation -1.12% 

Financial Services 1.30%  Pharmaceuticals  -0.97% 

Financials 1.16%  Biotechnology -0.86% 

Consumer Goods  1.07%  Natural Resources -0.85% 

Financial related sectors took four out of the five top performing spots last week as investors seemed to be 
willing to take on the financial risks that could come out of a disorderly solution to Greece and the potential 
for a rising interest rate environment here in the US. On the negative side, a few of the best performing 
sectors so far this year made the bottom five sectors of the week, those being Semiconductors, 
Pharmaceuticals and Biotechnology. These sectors moving lower was likely due to investors pulling some 
profits out of very profitable trades as the markets struggle for direction and form what is looking more and 
more like a market top. Even after the decline seen last week Biotechnology is still up almost 20 percent for 
the year, while Pharmaceuticals are not far behind, having gained nearly 16 percent so far during 2015.  

Fixed Income  

The US fixed income market experienced what is commonly referred to as a dead cat bounce last week 
after suffering one of their worst weeks in several years two weeks ago: 

Fixed Income Change 

Long (20+ years) 0.30% 

Middle (7-10 years) 0.16% 

Short (less than 1 year) 0.01% 

TIPS 0.10% 

The US dollar made it two down weeks in a row last week, falling by 1.62 percent against a basket of 
international currencies as investors seemed to cheer on any news stories out of Greece and Europe, even 
if they turned out to be completely false. The British Pound was the best performing of the major global 



currencies, gaining 1.86 percent against the value of the US dollar as it now looks like a referendum vote 
will be held within the country sometime during the next two years. The weakest performing currency of the 
major global currencies was the Canadian dollar, which gained 1.06 percent against the value of the US 
dollar. 

Commodities 

Both oil and gold bucked the trend last week among commodities, which were predominantly moving lower: 

Metals Change 

Gold 0.88% 

Silver -0.91% 

Copper -0.62% 

 

Commodities Change 

Oil 1.40% 

Livestock -2.33% 

Grains -2.22% 

Agriculture -1.26% 

 
The overall Goldman Sachs Commodity Index turned in a gain of 0.77 percent last week with all of the gains 
coming from the upward move in the price of oil. There was no clear reason as to why oil moved higher last 
week, but it does seem oil has 
finally found a trading range it may 
stay within for a few months. The 
chart to the right shows the trading 
range (blue horizontal lines) that oil 
(green line) has been trading within 
over approximately the last two 
months. The range represented is 
oil moving between approximately 
$57.50 on the low end up to $61.50 
on the high end. As mentioned last 
week, one geopolitical event that 
could really move the price of oil 
lower would be the sanction 
coming off of Iran in consideration 
of its roughly 1 million barrels a day 
of oil hitting the open oil market. If all of Iran’s oil did flood on to the market we would likely see oil prices dip 
below $55 per barrel, at least for a brief period of time. This could potentially lead to a buying opportunity for 
the oil and gas stocks, which have declined in some cases drastically over the past year.  
 
Metals were mixed last week with Gold gaining 0.88 percent, while Silver fell 0.91 percent and Copper 
declined by 0.62 percent. Soft commodities all moved lower last week with Livestock falling 2.33 percent, 
while Grains declined 2.22 percent and Agriculture overall declined by 1.26 percent. 
 

International Performance 
 
On the international front, the main Chinese market continued to plow ahead as the Shanghai based Se 
Composite Index gained 2.85 percent over the course of the previous week, giving the index a two week 
gain of more than 12 percent. On the flip side, the worst performing index of the major global financial 
indexes last week was found just to our north, with the Canada based Toronto Stock Exchange declining by 
1.44 percent over the course of the week. 
 

Volatility 

Last week the VIX started out the week by moving above the 52-week average level of the VIX, but this 
move was short lived as the index moved sharply lower over the following three days and ended the week 
well below the 52-week average level. So while the overall weekly change of the VIX declining by 3.03 
percent may not seem all that exciting, it was more about how the index got to that weekly change figure 
that caught some investors’ attention. Last week saw some of the sharpest moves we have seen in the VIX 
with the driving force behind the moves seeming to be news out of Greece and Europe about Greece. As 



mentioned above in the International section of this commentary, Greece is still a long way away from the 
drop dead date at the end of the month, at which time a full payment will be due, but it seems the markets 
are now starting to look seriously at the possibility that Greece may not make the needed payment. At the 
current level of 13.78 the VIX is implying a move of 3.98 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 6/12/2015, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week YTD 

Aggressive Model 0.17 % -0.05 % 

Aggressive Benchmark 0.42 % 3.10 % 

Growth Model 0.07 % -0.76 % 

Growth Benchmark 0.33  % 2.47 % 

Moderate Model -0.04 % -1.13 % 

Moderate Benchmark 0.24 % 1.82 % 

Income Model -0.09 % -1.22 % 

Income Benchmark 0.12 % 0.97 % 

 
*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 several changes to our models over the course of the previous week, all of which were 
defensive in nature as the markets really look like they have formed a top and could move lower in the 
near term. Our first major change was to sell two of our individual utility stocks that we had owned for 
many years in most cases. We sold both Consolidated Edison (ticker ED) and Wisconsin Energy (ticker 
WEC). These two companies were sold not so much for individual behavior, but for the fact that as 
interest rates start to increase here in the US, Utilities are one of the most at risk sectors of the market 
as it is a high dividend paying sector that many investors have been hiding out in as proxy for interest 
bearing fixed income, which is currently paying very little. As rates increase, we could continue to see 
utilities take large losses as investors adjust their positions. The proceeds that were generated from the 
sales of both utilities stocks went into cash. 
 
On the more tactical side of our models we made several changes as well, with the first being the selling 
of the international hedged equity fund (ticker IHDG). The hedged international equity run looks like it 
has come to a conclusion as the risks of the international investment space are seemingly outweighing 
the potential benefits. Add in the large move in the US dollar over the past 6 months, which has now 
begun to fade, and the two main driving factors behind us investing in the fund have started to break 
down. Over the course of the week we also sold our positions in the forward select income fund (ticker 
KIFAX) after we had held the position for more than 8 months in some cases. This fund also seems to 
be falling prey to a rising interest rate environment much more than would have been expected when 
looking back at the historical relationship between real estate and rising interest rates. While the 
dividend payments of the fund have proven very beneficial, the risks going forward for the fund currently 
seem to outweigh the rewards. This is likely a fund that we will use in the future as it is managed very 
well and performs well in many different market environments. The final change of the week last week 
was initiating a hedging position to offset part of any future stumbles we may see with our baskets of 
stocks. We did this by purchasing Direxion funds inverse S&P 500 fund (ticker DXSSX), which provides 
us with the inverse movement of the S&P 500 times two. This is a precautionary step that was taken 
after looking at how our stock baskets have been performing over the past few weeks and the trend 
which seems to have started to take hold. In total, we currently have an over weighting to cash and have 
mitigated some of the risk in our remaining holdings, we continue to look for investment opportunities, 
but are finding very few investments that would be considered value investments because of their very 
lofty current valuations and prices. 

 

 



Economic News 

 
Week in Review 
 
Last week the focus of the economic news releases was on the US consumer. There were no releases 
that missed market expectations by a significant amount and only one release that significantly beat 
market expectations to the upside (highlighted in green below):  
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Neutral 6/11/2015 Initial Claims Previous Week 279K 278K 

Neutral 6/11/2015 Continuing Claims Previous Week 2265K 2200K 

Neutral 6/11/2015 Retail Sales May 2015 1.20% 1.10% 

Slightly Positive 6/11/2015 Retail Sales ex-auto May 2015 1.00% 0.70% 

Neutral 6/12/2015 PPI May 2015 0.50% 0.50% 

Neutral 6/12/2015 Core PPI May 2015 0.10% 0.10% 

Positive 6/12/2015 
University of Michigan 
Consumer Sentiment 

Index 
June 2015 94.6 91.5 

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

 
Last week the economic news releases started late in the week on Thursday with the release of the 
standard weekly unemployment related releases with both initial jobless claims and continuing jobless 
claims coming in very close to market expectations, showing very little change over the past week. The 
markets on Thursday, however, were primarily focused on the retail sales figures on Thursday as overall 
retail sales for the month of May came in at 1.2 percent and retail sales excluding auto sales came in at 1 
percent growth during the month. Both of these figures beat expectations, but the surprising one was the 
sales figure excluding auto sales. It remains a bit curious that we are not seeing a pickup in personal 
spending and yet retail sales have increased. The main way this could happen is that businesses have 
started to increase their spending after hording cash for many months over the past year. On Friday the 
Producer Price Index (PPI) for the month of May was released and both overall PPI and core PPI came in 
exactly at market expectations. With the price inflation running so low at the producer level it seems inflation 
really remains in check in the US economy, something that is likely to make the Fed’s decision about when 
to increase interest rates all the more difficult. Wrapping up the week on Friday last week was the release of 
the University of Michigan’s Consumer Sentiment Index for the month of June (second estimate), which 
came in higher than expected. Expectations had been for a reading of 91.5 after ending May at 90.7, but 
instead it printed a 94.6 reading, the fifth highest reading we have seen on the index going back to before 
the great recession of 2008. Hopefully we will see this positive sentiment transfer into increased spending 
over the coming months. This would be very positive for the overall health of the US economy if it were to 
come to fruition. 
 

Upcoming Releases 
 
This is a standard week for economic news releases as far as the number of releases, but the big 
release of the week will be on Wednesday with the Fed rate decision. The releases highlighted below 
have the potential to move the overall markets on the day they are released:  



 

Date Release Release Range Market Expectation 

6/15/2015 Empire Manufacturing June 2015 6 

6/15/2015 NAHB Housing Market Index June 2015 56 

6/16/2015 Housing Starts May 2015 1100K 

6/16/2015 Building Permits May 2015 1100K 

6/17/2015 FOMC Rate Decision June 2015 0.25% 

6/18/2015 Initial Claims Previous Week 276K 

6/18/2015 Continuing Claims Previous Week 2270K 

6/18/2015 CPI May 2015 0.50% 

6/18/2015 Core CPI May 2015 0.20% 

6/18/2015 Philadelphia Fed June 2015 8 

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

 
This week starts out on Monday with the release of the Empire Manufacturing Index for the month of June, 
which is expected to show a reading of 6. Remember, the zero line is the inflection point on this index, 
meaning anything below zero means manufacturing contracted during the month and anything above zero 
means manufacturing expanded. A reading of 6 is a middle of the road reading, but this release will be 
closely watched since the past several months the actual release has missed expectations by a wide 
margin. If the print comes out negative, I think the Fed would have a very hard time justifying raising interest 
rates any time soon. Also released on Monday is the latest housing market index, which is expected to show 
a relatively strong reading at 56 as we are now fully into the home buying season across much of the US. 
On Tuesday more housing related releases are released with both the housing starts and building permits 
figures for the month of May being released. Both figures are expected to show a reading of 1.1 million 
units, which would be seen as positive for the overall US housing market. On Wednesday, what could 
potentially be the largest release of the year is set to be released—the FOMC interest rate decision as 
discussed above in the national news section. While it is highly unlikely that the Fed will actually increase 
interest rates at this meeting, it is not impossible and so the markets will be somewhat jittery leading up to 
this release this week. On Thursday the standard weekly unemployment related figures are set to be 
released with very little change expected over the previous week’s figures. Also released on Thursday is the 
Consumer Price Index (CPI) for the month of May and much like the PPI released last week, expectations 
are for both CPI and core CPI to show readings that are indicative of very low inflation rates currently in the 
US economy, inflation rates the Fed has said it would like to see up near 2 percent. Wrapping up the week 
this week on Thursday is the release of the Philadelphia Fed Manufacturing Index, which is expected to 
show a reading of 8, which is in line with what we have been seeing over the past 5 months, but much lower 
than the figures we were seeing this same time last year.  In addition to the scheduled releases there are 
also three Fed officials giving speeches throughout the week, but two of them will be overshadowed by Fed 
Chair Yellen as she gives her reasoning at a press conference after the rate decision announcement and 
takes questions for the better part of an hour from the media, as she does after all rate decision 
announcements. 
 
  

Fun Fact of the Week – Greece has been here before. 

 
 
 
 
 
 
 
 
 
 
 
 
 

Greece has defaulted on its external sovereign debt obligations at least five previous times in 
the modern era (1826, 1843, 1860, 1894 and 1932). The first episode occurred in the early 
days of that country's war of independence and the last default was during the Great 
Depression in the early 1930s. The combined length of period under which Greece was in 
default during the modern era totaled 90 years, or approximately 50% of the total period the 
country has been independent. 
 
Source: www.investopedia.com and “This time is Different” Carmen Reinhart and Kenneth Rogoff 

 

http://www.investopedia.com/terms/g/great_depression.asp
http://www.investopedia.com/terms/g/great_depression.asp
http://www.investopedia.com/


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. 
  


