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Commentary At-a-Glance 
 

 Market volatility continued last week with the bulls taking over from the bears.  

 Count down to the Fed decision is on—T minus 3 days! 
 The world is waiting with baited breath for Chair Yellen to speak. 

 Japan’s Nikkei shot higher on lower corporate taxes last week.  

 Economic data overall came in slightly below market expectations.  
 

 

Market Wrap-Up 
 

Last week the market continued to show hoppy movements as the markets seemed to be searching out the 
direction to go from here. I took the opportunity, following the movements of the past few weeks, to redraw the 
charts below and include a technical indicator different from the horizontal trading ranges drawn with the red 
lines. This week I have drawn pennants on the three major indexes. Technical trading pennants are like trading 
channels in that they represent both low end support and high end resistance to an investment. The main 
difference between a trading range and a pennant is that a pennant has the upper and lower bounds converging in 
a roughly one to three week time period. Once the top and bottom red lines converge there is a potential 
“breakout” where the underlying investment either moves noticeably higher or lower, depending on which way it 
breaks out. 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: 
 

 



 
This week will likely be a very 
interesting week for the stock 
markets as investors put any 

final finishing touches on their 
investments ahead of the 

Thursday rate announcement 

by the Fed. 

 
…last week the announcement 
was made that PM Abe would 
lower [Japan’s] corporate tax 

rate by at least 3.3 percent 
during 2016 and that he will try 

to lower it even more if 
possible… According to 

Bloomberg, more than 70 
percent of Japanese 

companies are currently paying 

no taxes. 

From a technical standpoint, the NASDAQ is currently the strongest of the three major indexes as it has not seen 
the same deterioration in the highs over the past two weeks that the other two indexes have seen, resulting in its 
pennant lines remaining horizontal rather than sloping downward. The Dow and the S&P 500 are roughly in the 
same spots technically; both look very weak and look like they could easily break down further from their current 
levels. It is interesting that if the red lines above (the pennant lines) are extrapolated further into the future, they 
converge on roughly Thursday of this week, which happens to be the day the Fed releases its interest rate 
decision. This could be entirely coincidental, but it was a very interesting observation I saw when drawing the 
pennants. While the equity markets have been chopping around, the VIX has been largely trending downward 
since the spike higher we saw in late August. This type of movement in the VIX is very common, as the VIX 
typically over shoots either high or low to actual news before slowly fading to the correct level over the following 
few days/weeks. This is why the initial spike in the VIX back on August 24

th
 was 

not that big of a deal to most traders and money managers. It would have become 
a much bigger event if the VIX had spiked higher then managed to stay at the 
elevated levels for a prolonged period of time. 
 
This week will likely be a very interesting week for the stock markets as investors 
put any final finishing touches on their investments ahead of the Thursday rate 
announcement by the Fed. Right now the latest figures I have seen have many 
economists split on the decision with about half saying the Fed will stay put and 
the other half saying the Fed will move forward with a rate hike. In the 
international community there seems to be convergent cries from banking officials that the Fed should not 
increase rates as the global economy is far too weak for such a move at the current time. However, the US Federal 
Reserve has to act in the best interest of the US economy and not the global economy. With such uncertainty we 
could see some pretty wild movements in the markets on Thursday after the announcement; moves that could 
present some great buying opportunities if the markets react negatively to the announcement. The sectors of the 
markets I will be watching most closely around the announcement include Utilities, Mining and Energy, as all 
three sectors could see outsized moves.  

 

 

International News 
 

Japan made several headlines in quick succession last week after the government released the latest GDP figures 
for Japan. The Japanese economy contracted at a rate of 1.2 percent during the second quarter 2015, according to 
the latest data. This comes despite so called Abenomics being in full force. For those of you who may not 
remember, Abenomics is the multipoint plan that Prime Minster Shinzo Abe outlined several years ago to get the 
Japanese economy growing once again. The devaluation on the Yen (part of the plan) added a lot to the economy 
by way of increased exports as the Japanese goods bought abroad became much cheaper, but at the same time the 
weakened Yen hurt the local economy as the cost of foreign goods imported into 
Japan increased. Taxation was a major point of PM Abe’s plan and after the poor 
GDP number last week the announcement was made that PM Abe would lower 
the corporate tax rate by at least 3.3 percent during 2016 and that he will try to 
lower it even more if possible. This change effectively takes the corporate tax rate 
from the current 34.62 percent down to 31.33 percent, still a very high corporate 
tax rate when compared to other countries’ corporate tax rates. The global 
financial markets liked what they heard and nearly all moved higher after the 
announcement. The Nikkei was the single largest benefactor as it increased by 7.7 
percent during the next trading day, the single largest move for the index since 
late 2008. The caveat to the whole plan of lowering the corporate tax rate is that 
many of the companies in Japan are doing so poorly in business that they don’t 
pay taxes. According to Bloomberg, more than 70 percent of Japanese companies 
are currently paying no taxes. It will still take a year or more to see if the proposed tax cut starts to positively 
impact the Japanese economy. However, so far it seems to be helping, at least as much as anything else Japan has 
tried in the past decade to get the economy growing again. China also made headlines last week as the country 
continues to struggle to reign in its faltering economy. Chinese Premier Li Keqiang, speaking at a World 
Economic Forum event last week, said that China would hit its target growth rates for 2015 and beyond, despite 
the recent round of poor economic data points that have been coming out. This includes fears that deflation may 



start to really become an issue in China after the Producer Price Index in China during the month of August 
showed that prices at the producer level declined by 5.9 percent in just a single month. Much of the decline was 
blamed on falling energy prices in manufacturing, but the decline still drew negative attention to an already weak 
economy. Overall, the economy in China is now projected to grow by 7.0 percent after China lowered its own 
expectations earlier this year. In realty, China will likely grow slower than 7 percent during 2015, but will likely 
never admit to such slow growth as economic growth in China is a point of national pride among leaders. 

 

 

National News 
 

National news last week was relatively quiet as it was a shortened week for many people due to the Labor Day 
Holiday. Speculation about the Federal Reserve remained the top discussion topic in the financial media last 
week. It will be nice once we are through this week if the Fed decides to raise interest rates as it could potentially 
cut down on the speculative trading we have been seeing push the market wildly around over the past few weeks. 
But even if the Fed does raise interest rates, the Fed will 
remain a topic du-jour for the time being because the 
speculation will transition to when the Fed may next raise 
interest rates and the variables being watched to signal it is 
time to do so. The table to the right gives the current odds of 
a Fed rate hike at each of the next four meetings. As you can 
see, expectations from the traders are noticeably low for the 
meeting this week. Other national news last week was related to the upcoming Presidential election race as we 
saw the first of what will likely be many Presidential hopefuls bow out of the race as former Texas Governor Rick 
Perry officially canceled his campaign less than a week before the second Republican debate. This Wednesday 
Republicans will behold the second debate among the top candidates. This time there will be 11 candidates on 
stage, rather than the 10 present during the first debate as former HP CEO Carly Fiorina has been invited onto the 
stage. Fireworks are likely between Fiorina and Donald Trump as neither seem to be willing to back down on 
some very hot topics. Many eyes will be watching Ben Carson as he has successfully moved up through the ranks 
and now polls second to only Donald Trump in many of the most recent polls. The quiet, well spoke Republican 
will likely get much more talking time during this second debate than the first. On the Democratic side, Hillary 
Clinton last weeks issued her first true apology about the e-mail scandal that has taken so much attention away 
from her campaign in recent weeks. It now looks like fellow Democratic hopefuls actually stand a good chance 
against her leading up to the nomination. At this point, the 2016 Presidential race has had little noticeable impact 
on the US financial markets as we are still several months away from the campaign promises that are never 
followed through on, but that occasionally impact the markets. As always, taxation and changes to things like the 
capital gains tax treatment and the corporate tax code have the largest impact on the markets. Case in point: just 
look at what happened in Japan last week following the announcement of a change in its corporate tax rate.  

 

 

Market Statistics 
 
EQUITIES 
 
We still seem to be on a weekly roller coaster for the financial markets, as we have now seen more than 10 weeks 
of consistent weekly chopping by the markets. With two weeks ago being a negative week last week was set up 
for a positive week. The markets did not let the 10 week trend break:  

 
INDEX CHANGE VOLUME 

NASDAQ 2.96% Average 

S&P 500 2.07% Average 

Dow 2.05% Above Average 

 



After moving noticeably lower two weeks ago it was the bulls’ turn last week to try to stage a comeback in 
the markets and the bulls did run, but not as much as the bears ran two weeks ago. Point to point on a weekly 
basis, all three of the major US indexes are still lower than they were two weeks ago. Over the course of the 
last ten trading weeks that we have observed the consistent choppy performance in the S&P 500, the upside 
has been noticeably less than the downside, with a total return during the time period of -5.41 percent for the 
index. Volume over the course of the previous week was average, which is a little surprising given the 
magnitude of the Fed’s interest rates policy decision set to be released later this week. It appears that most 
traders and individual investors who want to position their investments ahead of the Fed announcement have 
already done so. We will likely see low volume over the course of the first few trading days of the week this 
week leading up to the Fed announcement and then potentially very high volume after the statement from the 
Fed has been released.  
 

When looking at sectors, the following were the top 5 and bottom 5 performers over the course of the previous 
week: 

 

TOP 5 SECTORS CHANGE 
 

BOTTOM 5 SECTORS CHANGE 

Biotechnology 5.23%  Energy -0.81% 

Transportation 3.48%  Natural Resources -0.72% 

Technology 3.20%  Oil & Gas Exploration  -0.36% 

Software 3.15%  Telecommunications 0.21% 

Financials 3.06%  Global Real Estate 0.97% 

With the NASDAQ being the top performing index of the three major indexes last week it was not surprising 
to see that technology heavy sectors like Biotechnology and Software took two of the top five spots in sector 
performance. Transportation coming in second last week, however, is a little more curious, as this sector is 
typically a very defensive sector of the market and has recently been struggling in 2015 when compared to 
many of the other defensive sectors of the markets, such as Utilities. On the flip side last week, Energy once 
again took the top spot as the worst sector of the market in terms of performance as it fell along with Natural 
Resources as well as Oil and Gas Exploration. The Energy sector and the Oil and Gas Exploration sector in 
particular can’t seem to catch much of a break so far this year as the oversupply of oil around the world seems 
to be wreaking havoc on all sectors even remotely related to oil.  

FIXED INCOME  

The US fixed income market moved broadly lower last week as investors continued to guess the direction the Fed 
will take during its September meeting, which is now only a few short days away: 

FIXED INCOME CHANGE 

Long (20+ years) -1.05% 

Middle (7-10 years) -0.36% 

Short (less than 1 year) -0.03% 

TIPS 0.08% 

  
Currency movements last week seemed to be punctuated by the falling US dollar, which slid by 1.19 percent 
against a basket of international currencies. Finally, a currency that is not directly related to China took the top 
spot last week as the Swedish Krona took top honors, gaining 2.69 percent against the US dollar. The weakest 
performing currency last week was the Japanese Yen, after the announcement of potential changes coming to the 
corporate tax code in Japan. For the week the Japanese Yen declined by 1.31 percent against the value of the US 
dollar. 

 
 
 
 



COMMODITIES 

Last week commodities were mixed with Oil and Gold moving lower, while most of the other currencies turned in 
positive performances for the week:  

METALS CHANGE 

Gold -1.24% 

Silver 0.22% 

Copper 6.58% 

 

COMMODITIES  CHANGE 

Oil -2.85% 

Livestock -0.50% 

Grains 4.39% 

Agriculture 1.50% 

The overall Goldman Sachs Commodity Index gave up 0.80 percent last week, in large part due to the decline 
in oil. Oil had an interesting week that saw some pretty good sized movements and culminated the week by 
moving lower on Friday after it was confirmed that Saudi Arabia will not back an emergency meeting held by 
OPEC later this month to discuss the continually falling oil prices. Without the support of Saudi Arabia, any 
decision at the meeting by OPEC will not have much of an impact on the overall oil markets as the Saudis 
control a large percentage of OPEC production and could single handedly negate any deal struck by others in 
the group. The major metals were mixed last week with Gold falling 1.24 percent, while Copper had a great 
week, advancing by 6.58 percent, and Silver turned in a relatively small gain of 0.22 percent. Soft 
commodities were mixed last week with Livestock falling 0.50 percent, while Grains made back all and more 
of its decline two weeks ago, advancing by 4.39 percent and Agriculture overall moved higher by 1.50 
percent.  

INTERNATIONAL PERFORMANCE 

 
All eyes globally are on the US Fed and its looming interest rate decision. As such, there was not as much 
volatility around the world last week as observed over the previous few weeks. The best performing index last 
week was found in Taiwan and was the Taiex Index, which advanced 3.8 percent. The largest decline last 
week was seen in the Philippines as the PSEi Index fell by 2.0 percent. Much of the decline was due to the 
devaluation of the Chinese Yuan as well as slowing demand for raw materials from China, some of which are 
mined in the Philippines by local companies and have a noticeable impact on the overall economy in the 
Philippines.  

 
VOLATILITY 

The VIX moved lower over the course of the previous week, moving slightly upward on one day only. The 
movement of the VIX was not out of the ordinary as typically moving into a large macro decision, such as an 
interest rate hike, the VIX initially moves higher on the fears of a hike and then slowly starts to fade as the 
actually timing of the rate hike approaches. The VIX easily remains above the 52-week average level (15.94) 
and looks set to stay there for the near term. The current reading of 23.20 is the lowest reading we have seen 
on the VIX since August 20

th
 and implies that a move of 6.69 percent is likely to occur over the next 30 days. 

As always, the direction of the move is unknown. 



PERFORMANCE 

For the shortened trading week ending on 9/11/2015, returns in my hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 LAST WEEK SINCE 6/30/2015 

Aggressive Model 1.29 % -0.11 % 

    Aggressive Benchmark 1.75 % -6.70 % 

Growth Model 0.84 % -0.18 % 

    Growth Benchmark 1.36  % -5.20  % 

Moderate Model 0.42 % -0.17 % 

    Moderate Benchmark 0.97 % -3.71 % 

Income Model 0.16 % 0.01 % 

    Income Benchmark 0.49 % -1.83 % 

S&P 500 2.07 % -4.95 % 

 

*Model performance does not represent any specific account performance but rather a model of holdings based on risk levels that are lik e 

my actual holdings, the hypothetical models are rebalanced daily to model targets. 

 
I made no changes to my models over the course of the shortened trading week last week. I continue to be 
defensively positioned across my models with the expectations that volatility will likely remain very elevated 
through the majority of this week leading up to the Fed’s decision. This heightened volatility is likely because the 
market is saturated with expectations regarding what the Fed should and will do and with it seeming like the risks 
currently in the market are more to the downside than up, as mentioned and further explained above in the 
national news section. 

 

 

Economic News 
 

WEEK IN REVIEW 

 
Last week was a slow and short week for economic news releases with no real focus for the six releases of the 
week. There were no releases that significantly beat market expectations last week, yet there was a single release 
that significantly missed market expectations (highlighted in red below): 
 

ECONOMIC 

IMPACT DATE ECONOMIC NEWS RELEAS E DATE RANGE ACTUAL EXPECTATION 

Neutral 9/8/2015 Consumer Credit July 2015 $19.1B $18.0B 

Neutral 9/10/2015 Initial Claims Previous Week 275K 275K 

Neutral 9/10/2015 Continuing Claims Previous Week 2260K 2257K 

Neutral 9/11/2015 PPI August 2015 0.00% -0.10% 

Neutral 9/11/2015 Core PPI August 2015 0.30% 0.10% 

Negative 9/11/2015 
University of Michigan Consumer 

Sentiment 
September 2015 85.7 91.5 

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

 
Last week’s economic news releases started out on Tuesday with the release of consumer credit for the month of 
July, which showed an expansion in credit of more than $19 billion. This goes to show that banks are lending 
despite the tighter lending standard leading up to the rate hike. On Thursday the standard weekly unemployment 
related figures were released with both initial and continuing jobless claims coming in very close to market 
expectations and having no noticeable impact on the overall markets. On Friday the Prouder Price Index (PPI) for 
the month of August was released with prices showing no change during the month at the producer level overall, 



while increasing slightly when looking at only core components. Wrapping up the week last week on Friday was 
the released of the University of Michigan’s Consumer Sentiment Index for the month of September (first 
estimate), which showed a very unusual sharp decline from the level seen just two short weeks ago. The index fell 
down to 85.7 from 91.5. The reading of 85.7 is the lowest reading we have seen on the index since September of 
2014 and was mainly attributed to the increased volatility seen in the financial markets at the end of August 
combined with uncertainty over the upcoming Fed decision.  

 
UPCOMING RELEASES 

 
This week there is really only one major release that will move the markets, that being the Fed decision, but there 
are a few other releases that in a normal week could also have an impact on the overall markets. The releases 
highlighted in green below have the ability to impact the overall markets on the day they are released: 

 

DATE RELEASE RELEASE RANGE 

MARKET 

EXPECTATION 

9/15/2015 Retail Sales August 2015 0.30% 

9/15/2015 Retail Sales ex-auto August 2015 0.20% 

9/15/2015 Empire Manufacturing September 2015 0.3 

9/16/2015 CPI August 2015 -0.10% 

9/16/2015 Core CPI August 2015 0.10% 

9/16/2015 NAHB Housing Market Index September 2015 61 

9/17/2015 Initial Claims Previous Week 275K 

9/17/2015 Continuing Claims Previous Week 2254K 

9/17/2015 Housing Starts August 2015 1160K 

9/17/2015 Building Permits August 2015 1159K 

9/17/2015 Philadelphia Fed September 2015 6.5 

9/17/2015 FOMC Rate Decision September 2015 0.25% 

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

 
This week’s economic news starts on Tuesday with the release of the retail sales figures for the month of August. 
Overall retail sales are expected to have increased by 0.3 percent during the month, while sales excluding auto 
sales are expected to have increased by 0.2 percent during the month. Both of these figures are relatively low, but 
given that August is the height of the summer season it should not be alarming if the figures do in fact come in as 
low as expected. Empire manufacturing for the month of September is the last release of the day on Tuesday and 
is expected to show that manufacturing expanded during the month. With a 0.3 reading expected this could very 
easily print below zero, signaling a decline in manufacturing activity during the month. However, keep in mind 
that the reading for August was a -14.9, so even moving near zero would be a good improvement over the large 
slide we saw last month. On Wednesday the Consumer Price Index (CPI) is set to be released with expectations 
that price at the consumer level declined during August, thanks in large part to the continued decline in energy 
prices. On Thursday the standard weekly unemployment related figures kick off the day as both figures are 
expected to have remained roughly the same when compared to two weeks ago. Housing starts and building 
permits will also be released in the morning on Thursday, both of which should give a first glimpse into the state 
of the US housing market during the month of August. The Philadelphia Fed releases its latest reading on the state 
of manufacturing and business of its region mid-day on Thursday, just ahead of the Fed decision. It is highly 
unlikely that this release will even get picked up by the media as the media will be focusing on the Fed by that 
point during the day. At 2pm Eastern Time the US Fed releases its interest rate decision on Thursday, followed by 
a press conference by chair Yellen at which she will likely face a whole host of questions that will be asked no 
matter which way the Fed votes on interest rates. As mentioned above, it looks like a 50/50 chance of a rate hike 
to many economists and less of a chance if you look at what large institutional traders are expecting. I will be 
putting out a quick paragraph about the rate decision shortly after it is announced on Thursday. It will potentially 
be a very exciting week for the global financial markets. 
 

  



Fun Fact of the Week – Japan’s Shifting Demographics 

 
 
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. 

 

 
Japan’s projected balance in age demographics poses an economic concern that may not 
be so easily mitigated by the devaluation of the Yuan or cuts to corporate tax rates. 
 
 

 
 
Chart Source: ft.com 
 

 


