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Commentary At-a-Glance 

 
 The US markets were down last week as they continued to remain range bound. 

 The IMF took a shot at the US Federal Reserve this week in a rare comment. 

 Greece has finally missed a payment, but at least it is reading the rule book! 

 Economic news last week came in slightly above market expectations.  

 
 
Market Wrap-Up 

 
As we are now officially into June and the “summer trading season” for investors, the markets are likely 
to remain range bound, as they did last week, as there are very few catalysts likely to push them 
meaningfully 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: 
 

 
 

 
As you can see above there are now very noticeable differences in technical strength between the three 
major indexes in the US. The NASDAQ (lower left pane above) remains very strong with the index only just 



barely below the upper bound of its most recent trading range and the index did not experience much of a 
breakdown last week. The S&P 500 (upper left pane above) is solidly in second place in terms of technical 
strength, but it is much weaker this week than it was last week as it has broken down below the half way 
level of its most recent trading range. The Dow (upper right pane above) is starting to be very worrisome as 
it is now just slightly above the lower bound of its most recent trading range and is clearly the weakest of the 
major indexes. This is troubling for a couple of reasons. First, many investors invest in Dow component 
companies for the dividends and cannot afford to give up a lot of their total return by having their capital 
lowered by lower prices. Second, the Dow typically does best in a risk off environment, since it is the most 
stable of the three major indexes. 
 
If people are selling the Dow and pushing it lower, it means they are either moving into cash or moving into 
more risky investments. With the riskier investments such as the S&P 500 and the NASDAQ also moving 
lower, it leads me to think they are moving into cash with the proceeds that are coming out of selling the 
Dow. Throwing in the towel and saying “enough already” for the markets is a sign that we could be in for 
much more volatility in the near future as investors choose more and more cash instead of sticking with 
investments. Some of this cash movement is warranted; we are long 
overdue for a 10 percent plus correction in the markets as it has been 
more than three and a half years since we have had one. On average, 
historically, we see a 10 percent correction once each year. We are also 
well into the sixth year of the current bull market, a market that has seen 
some of the major indexes increase by more than 200 percent. If trouble 
is on the horizon it certainly is not showing up in the VIX (lower right 
pane above) as the VIX remains relatively low given the potential for a correction of meaningful size. Last 
week, however, we saw the VIX temporarily break above the 52-week average level, a sign that there might 
yet be some life left in the VIX. 

 
 

National News 

 
Last week was a pretty tame week for national news. We saw a few more Presidential candidates jump into 
the election race on both sides of the aisle and earnings season for the first quarter of 2015 officially draw to 
a close. Starting on the Presidential race, we now officially have four candidates running on the Democratic 
side and ten running on the Republican side. Hillary Clinton remains the odds on favorite for winning the 
election, but she is starting to take some interesting heat about her voting record from within her own party 
as well as some questionable actions taken involving money to her family foundation while she was acting 
Secretary of State for President Obama. It is a bit crazier on the Republican side as there are now so many 
candidates running that there are bound to be fractions within the party and a lot of in-fighting between now 
and the primaries, and we have not even officially heard from Jeb Bush yet. Everyone is thinking Bush will 
run and that the press conference he has scheduled for June 15th will be his formal entrance into the race. 
The real wild card in the Republican field is a name that almost everyone loves to hate: Donald Trump. He is 
once again out trying to get his name in the news as he has scheduled an announcement for June 16th, the 
day after Jeb Bush’s potential announcement. As we move into the summer and the financial markets 
search for direction we will likely start to hear more and more about the upcoming Presidential election. It 
sure will be fun! 

 

Q1 2015 Earnings Releases 
 
With the first quarter earnings season officially drawing to a close last week it only seems right that 
retailers were the focus of the earnings releases last week, as retailers really do drive a very large 
portion of the overall US economy. 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: 
 

Conns 5% Hooker Furniture 23% Medtronic 5% 

Diamond Foods 44% IDT pushed Michaels Companies -3% 

Dollar General 2% J M Smucker -1% Sears pushed 

GUESS? 180% Joy Global 7% Zoe's Kitchen 250% 

 

 
…we are long overdue for a 
10 percent plus correction 

in the markets... 



Last week we saw the same out performance of the higher end retailers when compared to the lower end 
retailers that we had been seeing over the past few weeks. Last week Hooker Furniture and GUESS turned 
in much better than expected numbers, while lower end retailers such as Dollar General and Conns turned 
in much lower performance figures. 
 
According to Factset Research, we are now done with the first quarter 2015 earnings reporting season. The 
final numbers for the quarter are 71 percent of S&P 500 component companies having met or beat earnings 
estimates, while 29 percent fell short. When looking at revenue, 45 percent of the companies beat 
estimates, while 55 percent fell short. When looking at the historical data, the percentage of companies that 
have beaten revenue estimates is 58 percent over the last five years, so this quarter’s 45 percent is 
significantly below the five-year average. Forward guidance for the second quarter of 2015 was unchanged 
last week with 75 companies, according to Factset, having issued negative guidance, while 28 companies 
have issued positive forward guidance for the next quarter. 
 

 

International News 

 
International news last week focused on Greece and the IMF for two 
very different reasons. First, Greece did not make its scheduled 300 
million Euro payment to the IMF on the 5th of June as it was 
supposed to. Instead, Greece dug way into the rule book from the 
IMF and found that it could request to bundle all of one month’s 
payments into a single payment at the end of the month. In doing so, 
Greece will now have a little longer to secure funding to repay the 
IMF, while not technically falling into default. Rather than trying to 
obtain 300 million euros for the first payment, Greece will need to try 
to come to an agreement with creditors to secure 1.6 billion euros in 
funds by the end of the month to make its payment. This is commonly 
known as a bullet loan in the real estate industry in which you make no payments at all for a period of time 
and then everything comes due in one payment of all principal and interest. After making this sleight of hand 
and bundling the payments, something that has only been done one other time in the history of the IMF by 
the African country of Zambia, the Greek Prime minister announced that there was no way Greece would 
subject itself to the demands being outlaid in the creditors’ final proposal. The big sticking points between 
the two sides are apparently the pension program reforms and the government budget deficit Greece insists 
it must continue running. This whole drawn out stage show would really be a comedy if it were not for the 
millions of lives it could end up adversely effecting. The clock is once again counting down and from reports 
out of Greece, a deal is within sight. All the Europeans have to do to reach the deal the Greeks see is to do 
everything Greece is asking for, i.e. give Greece cash with no strings attached, walk away and come back 
the next month to do the same. The Europeans are really starting to get fed up with the whole situation with 
Greece as they are really starting to look like they are throwing good money into a fire. The proposal I saw 
online that the IMF and other creditors laid before Greece was not outrageous; it included common sense 
reforms that any country that is on welfare and out of funds would have to undertake. There is a way for 
Greece to come out of this okay, but it does involve playing by the same rules as everyone else with no 
special treatment from the rest of Europe. This type of negotiation and posturing will come to an end in 
relatively short order, especially as several prominent European economists are now suggesting that 
Greece set up and run a parallel currency as a precaution to the negotiations not going well. Running a 
parallel currency may not be such a bad idea after all; it would show the people of Greece how screwed 
they would be if they were forced out of the Euro and back onto their own currency. Everyone in Greece 
would want Euros, but the banks would only be able to give out relatively worthless drachma. The IMF 
seemed to be making more headlines than just those related to Greece last week as the Managing Director 
Christine Lagarde worked herself into the fray over when to start increasing interest rates in the US. 
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On Thursday last week the IMF released its annual report about the 
health of the US economy and the impact of the US economy on the 
global economy. This report release was followed up by a news 
conference held by Managing Director of the IMF Christine Lagarde. 
The IMF lowered the overall expected growth rate for the US 
economy down to 2.5 percent, down from its previous estimate of 3.1 
percent. The main factors leading to the decline were the weather, the 
port strike on the west coast and the strength of the US dollar, which 
had a negative impact on US exporters. But all of this got far less 
attention on Thursday than Laragrde’s comment in which she said, “The economy would be better off with a 
rate hike in early 2016,” in reference to when the US Federal Reserve should start to increase interest rates. 
This was by far the most direct and blatant comment the IMF has given the US Federal Reserve regarding 
advice about how to do its job and the suggestion was obviously unwelcome at the Fed. Taking a shot back 
at the IMF on Friday was Federal Reserve Bank of New York President William Dudley as he said that in 
looking at the data he still thinks the Fed is likely to raise rates in 2015. He cited the strong jobs numbers for 
the month of May as a perfect reason as to why the US economy is doing well enough to see interest rates 
start to lift off and normalize. We will have to wait and see who ends up being correct as to when the 
appropriate time to start increasing interest rates in the US actually turns out to be. 
 

 

Market Statistics 

 

Equities  
 
All three of the major US indexes moved lower for the second week in a row as the world digested 
Greece not making a payment and the potential for the Fed to increase interest rates to the detriment of 
several other regions of the world. Volume in total was average when looking at all three indexes in 
aggregate, but the NASDAQ saw the most volume, while the Dow saw the least: 
 

Index Change Volume 

NASDAQ -0.03% Above Average 

S&P 500 -0.69% Average 

Dow -0.90% Below Average 

 
We saw the same order of the indexes in terms of performance last week that we saw two weeks ago with 
the NASDAQ turning in the best performance, while the Dow brought up the rear. With all three indexes still 
remaining in their respective trading ranges, last week was nothing more than the indexes searching for 
direction.  
 
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 

Transportation 2.58%  Utilities -4.07% 

Regional Banks  2.57%  Residential Real Estate -2.90% 

Broker Dealers  2.36%  Infrastructure -2.88% 

Financial Services 1.70%  Semiconductors -2.61% 

Insurance 0.92%  Real Estate -2.35% 

Transportation was the main sector above that caught my eye. After being one of the worst performing 
sectors for the past few weeks, the sector raced to the top of the best performing sectors last week. 
Semiconductors, on the other hand, went the other way, moving from the top performing sectors list for the 
past few weeks over to the worst performing sectors list last week. Utilities took top honors on the 
underperforming sectors list last week as investors seemed to be selling any of the sectors that seemed to 
have interest rate risk with utilities being dubbed as having the most. Real Estate also had a bit of a rough 
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week as interest rates on home mortgages started to creep higher over the course of the week, a precursor 
as to what will be coming when interest rates actually do start to move with the Fed’s lift off.  

Fixed Income  

The US fixed income market had one of their worst weeks of the year last week as investors became more 
concerned about when the Fed would increase interest rates after the warning from the IMF to the Fed, 
mentioned above in the international news section: 

Fixed Income Change 

Long (20+ years) -4.16% 

Middle (7-10 years) -2.37% 

Short (less than 1 year) -0.01% 

TIPS -1.63% 

The US dollar snapped its two week winning streak last week by falling 0.63 percent on uncertainty over 
what the Fed will do and when it will do it. Greece also played into the flight from the dollar last week as the 
obscure rule the country pulled from the IMF rule book, mentioned above, bought it some time and the Euro 
some wiggle room. The Euro was the best performing of the major global currencies, gaining 1.02 percent 
against the value of the US dollar. The weakest performing currency of the major global currencies was the 
Japanese Yen, which gave up 1.10 percent against the value of the US dollar. 

Commodities 

Grains turned in a great week last week, while oil and metals continued to push lower: 

Metals Change 

Gold -1.63% 

Silver -3.75% 

Copper -1.53% 

 

Commodities Change 

Oil -1.94% 

Livestock -0.99% 

Grains 3.69% 

Agriculture 1.97% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 1.32 percent last week with precious 
metals and oil weighing equally on the index. The downward move in Oil was due to the OPEC meeting on 
Friday, in which participants decided not to decrease daily production and the thought that a nuclear deal 
with Iran may lead to sanctions coming off, allowing for about 1 million barrels a day of Iranian oil to flood 
onto the open market. Metals were all lower last week for the second week in a row with Gold giving up 1.63 
percent, while Silver fell 3.75 percent and Copper declined by 1.53 percent. Soft commodities were mixed 
last week with Livestock falling 0.99 percent, while Grains turned in the best performance of the week, 
gaining 3.69 percent and Agriculture gaining almost two percent.  
 

International Performance 
 
On the international front, the main Chinese market is once again on a fast upward moving trajectory with 
the Shanghai based Se Composite Index gaining 8.92 percent over the course of the previous week; that 
figure is not a typo. It was a very wild ride in China this past week with Thursday alone seeing the main 
index down at one point nearly 6 percent and then gaining almost 7 percent in the final hour of trading. The 
Se Composite index also hit a major milestone last week, closing above 5,000 for the first time ever. What 
drove the market so high last week? There are a lot of theories about that just as there have been many 
theories over the past year when the index increased by more than 149 percent. One of the main reasons 
for the strong performance of the index is that margin debt in China has been increasing as almost everyone 
wants to get into the hot market and right now debt in China is relatively cheap. The other major theory is 
that many investors in China think President Xi will actually succeed in changing the Chinese economy from 
an export driven economy into an internal consumption economy. The Russian market remained at the 



bottom of the list last week for the second week in a row with the Russian Capped Index falling by 5.02 
percent. Much of this decline is due to the fact that many people in Europe are growing more and more 
concerned about the fighting that seems to be picking up in Ukraine once again as the rebels seem to be 
pushing more and more into government held areas of the country. 
 

Volatility 

After moving notably higher two weeks ago the VIX had a relatively tame week, gaining only 2.67 percent 
over the course of the week. At one point during the week, however, the VIX had managed to just barely 
break above the 52-week average level of the VIX. But this breakout was short lived (only one day) before it 
turned lower, closing the week under the 52-week average level. At the current level of 14.21 the VIX is 
implying a move of 4.1 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 6/5/2015, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week YTD 

Aggressive Model -1.49 % -0.20 % 

Aggressive Benchmark -1.00 % 2.73 % 

Growth Model -1.38 % -0.81 % 

Growth Benchmark -0.78  % 2.18 % 

Moderate Model -1.29 % -1.07 % 

Moderate Benchmark -0.55 % 1.61 % 

Income Model -1.33 % -1.11 % 

Income Benchmark -0.27 % 0.87 % 

 
*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 heavily invested 
across our models in areas of the market that should be less volatile than the market. Last week, 
however, we experienced some heightened volatility in a few of our individual stock positions that really 
drove our overall performance. The major hit last week came from JM Smucker, which reported 
earnings for their most recent quarter that were in line with expectations on revenue, but slightly below 
expectations on earnings. However, the company did lower its guidance of the next full year in light of 
slowing coffee sales in the US as well as increasing raw material costs for coffee.  In total, last week JM 
Smucker fell by more than 6 percent, but this comes on the heels of being up more than 18 percent 
going into last week for the year. The other major drag on performance last week was Utilities as they 
seem to be unable to catch a break. At this point I am waiting for a good opportunity to lighten up a little 
more on Utilities, but the current downward moves looks like they are too much too fast. We continue to 
monitor all of our holdings and look for new investment opportunities. We are currently getting very close 
to the position where we will put on some hedge to offset risk in our overall models if we continue to see 
a breakdown in our investments and the markets in general. 

 

 

Economic News 

 
Week in Review 
 
Last week the focus of the economic news releases was on employment and jobs creation in the US. 
There was one release that missed market expectations by a significant amount (highlighted in red 
below) and two releases that significantly beat market expectations to the upside (highlighted in green 
below):  



 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Neutral 6/1/2015 Personal Income April 2015 0.40% 0.30% 

Negative 6/1/2015 Personal Spending April 2015 0.00% 0.20% 

Slightly Positive 6/1/2015 ISM Index May 2015 52.8 51.9 

Neutral 6/3/2015 
ADP Employment 

Change 
May 2015 201K 200K 

Slightly Negative 6/3/2015 ISM Services May 2015 55.7 57.1 

Neutral 6/4/2015 Initial Claims Previous Week 276K 280K 

Neutral 6/4/2015 Continuing Claims Previous Week 2196K 2215K 

Positive 6/5/2015 Nonfarm Payrolls May 2015 280K 225K 

Positive 6/5/2015 
Nonfarm Private 

Payrolls 
May 2015 262K 225K 

Neutral 6/5/2015 Unemployment Rate May 2015 5.50% 5.40% 

Neutral 6/5/2015 Consumer Credit April 2015 $20.5B $17.0B 

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

 
Last week started off on Monday with the release of the personal income and spending figures for the month 
of April. Personal income increased by four tenths of a percent in line with expectations. Personal spending, 
however, missed expectations and turned in a zero, while the markets had been expecting an increase of 
two tenths of a percent. This is a negative sign for the overall health of the US economy as it signals that 
Americans are making more money and still not increasing spending. Spending remains the elusive part of 
this economic recovery and something the Fed is having a hard time figuring out. Also released on Monday 
was the ISM Index for the month of May, which showed that manufacturing increased at a slow pace during 
the month, but it was enough to be slightly better than market expectations. On Wednesday the start of the 
employment related releases was released with the ADP Employment change figure for the month of May, 
which came in almost exactly at market expectations with a print of 201,000 jobs created during the month. 
Later during the day on Wednesday the Services side of the ISM was released and, much like the overall 
ISM index, showed slow growth during the month of May. On Thursday the standard weekly unemployment 
related figures were released with initial and continuing jobless claims both coming in slightly better than, 
but very close to, market expectations. On Friday there were a few key releases that many investors had 
been waiting for all week. The day started with the government’s employment data report, in which nonfarm 
public and private payrolls both were shown to be much better than expected. The nonfarm payrolls figure of 
280,000 was the best we have seen since January of 2015 and the private payrolls figures at 262,000 were 
the best we have seen since March 2015. Overall, the unemployment rate in the US increased slightly, 
moving up from 5.4 percent to 5.5 percent during the month. One other bright spot in the report was the 
labor force participation rate, which ticked up to 62.9 percent during the month, making it the third 
consecutive month that the labor force participation rate has been increasing. Average hourly earnings and 
manufacturing payrolls also were shown to have increased during the month in the reports that were 
released. The week wrapped up on Friday with the release of the consumer credit report for the month of 
April, which showed that consumer credit had increased by more than $20 billion during the month. 
 

Upcoming Releases 
 
This is a very slow week for economic news releases with only two releases that really have a chance to 
impact the overall markets. The releases highlighted below have the potential to move the overall 
markets on the day they are released:  



 

Date Release Release Range Market Expectation 

6/11/2015 Initial Claims Previous Week 278K 

6/11/2015 Continuing Claims Previous Week 2200K 

6/11/2015 Retail Sales May 2015 1.10% 

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

6/12/2015 PPI May 2015 0.50% 

6/12/2015 Core PPI May 2015 0.10% 

6/12/2015 
University of Michigan 

Consumer Sentiment Index 
June 2015 91.5 

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

 
This week starts out on Thursday with the release of the standard weekly unemployment related figures for 
the previous week, which are both expected to be slightly higher than they were last week. Retail sales 
figures for the month of May are also set to be released on Thursday and, from the other spending related 
numbers for the same time period that have already been released, it seems this release could be a bit 
weaker than the market is expecting. Expectations are for an increase in sales of 1.1 percent when 
compared to April. More likely it will print under one percent. Excluding auto sales, the picture may be a little 
worse with expectations being for a 0.7 percent in sales. On Friday the Producer Price Index (PPI) for the 
month of May is set to be released with expectations that prices overall at the producer level will be shown 
to have increased by 0.5 percent. Core price (prices that exclude things like food fuel and energy costs) are 
expected to post an increase of only 0.1 percent. Wrapping up the week on Friday is the University of 
Michigan’s Consumer Sentiment Index for the month of June (first estimate) with expectations that 
sentiment will have increased slightly from the end of last month with people making a little more money and 
seeing many more jobs being posted. In an interesting change of events this week, there are no Fed officials 
making any speeches or giving any statements. It must be a holiday week of sorts for central bankers. 
 
  

Fun Fact of the Week – American Pharoah has done it! 

 
 
 
 
 
 
 
 
 
 
 
 
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. 
 

The three year old horse with his name spelled incorrectly won over horse racing fans around 
the world on Saturday, becoming the first horse in the last 37 years and only the 12th horse 
ever to win the prestigious Triple Crown of Horse racing. The Triple Crown of Horse racing 
consists of winning the Kentucky Derby, the Preakness and the Belmont Stakes all in the 
same year. Other notable winners of the Triple Crown include War Admiral 1937 and 
Secretariat in 1973. 
 
Source: www.belmontstakes.com 

 


