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Commentary At-a-Glance 
 

 The markets were surprisingly tame last week given all that occurred. 

 Decision day for the Fed came and went without much fanfare from the markets. 
 First rate hike coming in 2017? At least one Fed official thinks so! 

 Manufacturing in the US continues to show signs of weakness.  

 Economic data overall came in below market expectations.  
 

 

 

Market Wrap-Up 
 

Having drawn some short term pennants last week for a technical indicator on the main three index charts, I have 
redrawn them this week. Rather than declining pennants, they are now advancing pennants (sloping upward). Last 
week’s pennants did break out to the upside early in the week, only to fall back down and break below the 
pennant support level to finish off the week on all three indexes. This is one of the troubles of technical analysis: 
mixed signals are the norm and noisy trades must be ignored. Last week the pennants sent a bull break out signal 
only to be nearly immediately followed up by a bear break out signal. More so than the actual direction of the 
markets, it is better to say that we are currently moving through a time of heightened volatility and that the 
markets are likely to remain very choppy over the coming weeks and potentially even through the end of the year. 
This thought is depicted by the VIX (lower right pane below) as we remain well above the one year average level 
of the VIX, drawn in red: 
 

 



 
…it appears traders are betting 
that the Fed will keep interest 
rates lower for longer, despite 
statements that the Fed wants 

to increase rates during 2015. 

 
Bank officials last week in 

London announced that the 
economy in England is growing 
very well and that despite the 
troubles being seen in a few 

major financial markets around 
the world, they feel that it will 
be time to increase interest 
rates during the first part of 

2015 if everything remains on 
the same path. 

 
The markets last week traded in a muted way considering that it contained the day that could have marked the first 
interest rate hike by the US Federal Reserve in more than nine years. Uncertainty surrounding the actions of the 
Fed seemed to limit the amount of trading during the first part of the week. After the announced inaction by the 
Fed, the continued uncertainty seemed to leave investors at a loss as to how to change their investments. Despite 
all of this uncertainty the VIX (lower right pane above) continued to trend lower through the course of last week. 
Taking this into account, it appears traders are betting that the Fed will keep interest rates lower for longer, 
despite statements that the Fed wants to increase rates during 2015. Rates 
remaining constant beyond the next three months also seems to be priced into the 
fixed income market, which is pricing in no move until at least early 2016 based 
on current yields. When looking at the technical strength of the markets it appears 
the NASDAQ (lower left pane above) is the strongest of the three major indexes 
as it managed to turn in a positive week last week and has managed to make 
higher highs and lower lows over the past two weeks. Both the S&P 500 (upper 
left pane above) and the Dow (upper right pane above) seem to have hit an upper 
bound level of resistance that is proving to be more difficult than expected to break through and stay above. At 
this point the markets will likely remain choppy as everyone gets ready to start the guessing game of “will the Fed 
or will the Fed not increase rates at the next FOMC meeting,” which happens to be in less than one month. 
Combine uncertainty over the Fed decision with uncertainty concerning the second largest economy in the world 
(China) and it looks like we continue to find ourselves investing in a time when risk is not being rewarded and 
caution is greatly needed. 
 

 

International News 
 

Though it seemed a sure bet that the US would be the first developed country to 
raise interest rates, it now looks more and more like a true horse race between the 
US and England as the Bank of England looks poised to hike interest rates during 
the first part of next year. Bank officials last week in London announced that the 
economy in England is growing very well and that despite the troubles being seen 
in a few major financial markets around the world, they feel that it will be time to 
increase interest rates during the first part of 2015 if everything remains on the 
same path. This comes despite the trouble being seen in Europe, where the 
peripheral countries continue to struggle as countries such a Greece, Spain and 
Italy are barely able to cobble together any growth at all. Greece, however, does 
have a “new government,” but it looks strikingly like the same government that 
was in place prior to the snap elections held over the weekend. 
 
Snap elections were called for about a month ago in Greece as then prime minister Alexis Tsipras resigned. His 
resignation was more of a publicity stunt than anything else as his party Syriza easily won the snap election, but 
failed to garner enough votes to have a majority. Thus, a coalition government will have to be formed. The vote 
solidifies the way Syriza and Tsipras have been handling the Greek economic crisis and now gives the party even 
more power at home to negotiate the best way they see fit with the international community. The next big hurdle 
for Tsipras will come in October as the main three lenders to Greece come to Athens to conduct their first “audit” 
of the new bailout program and ensure that Greece is doing what it is supposed to be doing to continue receiving 
bailout funds under the $97 billion bailout package agreed to earlier this year. It seems as if the Greek tragedy we 
have been watching now for years is far from over and that it still may not play out the way the majority of the 
investing community would like to see it play out. While headlines were being made in Greece and England last 
week, China also made a few headlines, but the headlines by and large indicated weakness within the country that 
looks much harder to fix than the government first thought.  
 
The latest industrial production figures released by the government in China showed that industrial production, 
while increasing in China, is increasing at an ever slowing pace. The slowdown also appeared to be across a wide 
range of industries as everything from machinery, auto production and transportation all increased at slower paces 
than expected. This is all pointing toward a further slowdown in the Chinese economy and, potentially, further 
government intervention to prop up the economy. China may not have seen the large scale volatility in its 



 
[China] remains very high risk 
due to uncertainty over both 

future growth and future 

government actions... 

 
“Recent global economic and 
financial developments may 
restrain economic activity 

somewhat and are likely to put 
further downward pressure on 

inflation in the near term.”  

– Chair Yellen 

financial markets over the course of the previous week, but the country currently 
remains very high risk due to uncertainty over both future growth and future 
government actions as China grapples with declining growth that on a relative 
basis to China’s economic growth over the past decade will look very slow. 

 

 

National News 
 

National news last week was all about the Federal Reserve and the September meeting, which started on 
Wednesday the 16

th
 and concluded on Thursday the 17

th
. Chair Yellen made the announcement that the Fed 

decided to hold interest rates at their current levels, much to some investors’ relief and to others’ dismay. Going 
into the meeting it looked like a coin flip decision and this time the coin landed on staying put. There was, 
however, a rare dissention among voting Fed officials as Richmond Fed 
President Jeffery Lacker voted against the decision to keep rates the same, opting 
in favor of increasing rates immediately. Within the press release and the press 
conference Chair Yellen held at the conclusion of the two day meeting, concerns 
over the financial markets as well as lack of inflation were given as two of the 
primary reasons for inaction. The specific sentence Chair Yellen used in the 
statement as well as press conference was “Recent global economic and financial 
developments may restrain economic activity somewhat and are likely to put 
further downward pressure on inflation in the near term.” The problem now 
becomes that it is very difficult to find a time in the recent past where there was 
not some kind of financial emergency somewhere in the world and that the 
“perfect time” to raise interest rates may not come along for a very long period of time. The timing of the looming 
interest rate hike was also called into question last week with the release of the projections by the Fed, which is a 
cumulative view of the voting officials, as to when interest rates should be changed and at what level interest rates 
should be. The most interesting and concerning thing in the released material is in chart form below.  
 

 
 
What the above chart looks at is the timing of when interest rates should be increased. You can clearly see 
that the majority (13 of 17 members) think rates should increase at some point during 2015. The real surprise, 
however, is that there is now one Fed official who 
thinks rates should not be increased until 2017! No 
one knows who this Fed official is, but through some 
sleuth work people can narrow the opinion down to 3 
or 4 officials. The point is that the Fed is very divided 
on its future interest rate policy and we will likely be 
headed into continued volatility for the financial markets until and even potentially after a decision is made on 
interest rates. Now that a rate hike in September is off the table as the meeting has passed, the latest Fed 



watch figures put the probability of a rate hike in either October or December at a much lower level than they 
were one week ago. The market, both in terms of equity investors and bond traders, seem to be ignoring the 
possibility of an interest rate hike during the remaining few months of 2015. Given the reasoning that 
“stopped” the Fed from raising rates this month, it is more unlikely than likely that the Fed will raise interest 
rates during 2015. The Fed has now set a dangerous precedent of watching and following what happens in the 
global financial markets and then deciding on US Fed policies, something that could prove to be much harder 
to overcome than many investors think. 

 

Market Statistics 
 
EQUITIES 
 
We still seem to be on a weekly roller coaster for the financial markets, as we have now seen more than 11 weeks 
of consistent weekly chopping by the S&P 500, despite last week looking like the trend was going to be broken, 
the decline on Friday was enough to push the index into the red, thus keeping the trend alive. With two weeks ago 
being a positive week, last week set up for a negative week, and the market did not let the 11 week trend for the 
S&P 500 break:  

 
INDEX CHANGE VOLUME 

NASDAQ 0.10% Average 

S&P 500 -0.15% Above Average 

Dow -0.30% Above Average 

 
Heading into last week I believe very few investment professionals would have said we would end the week 
very close to where we started. However, if given the option to have the markets play out that way most 
investors would have taken it. We saw the Fed rate decision (no change) on Thursday, which investors had 
been watching for months, and then we had quadruple witching, a time when four different major financia l 
derivative contracts expire. Typically on quad witching weeks we see extremely high volume, but this time 
the volume, while above average on two of the indexes, felt very low compared to what was expected.  
 

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 

Residential Real Estate 4.14%  Broker Dealers  -2.83% 

Pharmaceuticals  2.98%  Regional Banks  -2.52% 

Utilities 2.50%  Telecommunications -1.49% 

Consumer Goods  1.66%  Aerospace & Defense -1.45% 

Consumer Staples 1.44%  Basic Materials  -1.42% 

When looking at the sectors that performed well and performed poorly last week you can see an interesting 
trade having taken place. Defensive sectors of the market such as Utilities, Consumer Goods and Consumer 
Staples, took three of the top five spots as investors chose safety over risk. However, Utilities is a highly 
interest rate sensitive sector and typically goes down when there are fears of a rate hike coming in the next 
few months. The move in Utilities seems to imply that investors in the sector do not believe the Fed will 
increase interest rates this year and will be forced to wait until sometime next year to start. On the negative 
side of performance last week, financials led the way lower as the industry that had largely wanted higher 
interest rates failed to see higher rates materialize. The decrease in Telecommunications as well as Aerospace 
and Defense seemed to be more noise trades than anything else throughout the week as investors were 
repositioning their investments for the Fed announcement.  

 
 



FIXED INCOME  

The US fixed income market moved higher last week, but the move seemed to be very muted when compared to 
what some economists had been calling for in the fixed income market following the Fed announcement : 

FIXED INCOME CHANGE 

Long (20+ years) 0.58% 

Middle (7-10 years) 0.57% 

Short (less than 1 year) 0.04% 

TIPS 0.20% 

  
Currency trading was slower than normal last week as much of the week was spent waiting to see what the Fed 
would do with interest rates. After the announcement traders took a “so what now?” approach to currencies. 
Overall, the US dollar gained 0.12 percent against a basket of international currencies. With precious metals 
rebounding so much last week it was not surprising to see that the Australian dollar turned in the best 
performance, gaining 1.58 percent over the course of the previous week. The weakest of the major global 
currencies was the Euro, which declined by 0.53 percent as it looks like Europe may continue to be more in the 
mood to stimulate the economies rather than tighten up on monetary policies. 
 
COMMODITIES 

Last week commodities were mixed with Gold finally seeing a nice positive gain, while all of the commodities 
forged lower:  

METALS CHANGE 

Gold 2.87% 

Silver 3.73% 

Copper -3.83% 

 

COMMODITIES  CHANGE 

Oil -0.20% 

Livestock -1.55% 

Grains -1.54% 

Agriculture -1.24% 

The overall Goldman Sachs Commodity Index gave up 1.85 percent last week, in large part due to falling 
prices on Agriculture and a slight decline in the price of Oil. Oil traded in a pretty tame manner throughout 
the week as investors tried to weight the potential impact of OPEC on the oil markets with many speculators 
watching to see how Iranian oil may impact the overall markets in the near future if sanctions are lifted on the 
country. The major metals were mixed last week with Gold increasing 2.87 percent, while Silver had a great 
week, advancing by 3.73 percent and Copper was the odd man out, falling 3.83 percent, which is concerning 
since Copper is a barometer of global economic health as it is used in so many different sectors and 
capacities. Soft commodities were all lower last week with Livestock falling 1.55 percent, while Grains gave 
up 1.54 percent and Agriculture overall moved lower by 1.24 percent.  

INTERNATIONAL PERFORMANCE 

 
All eyes last week were on the Fed. The international markets that had been the hardest hit over fears of the 
Fed increasing rates saw a bit of a relief rally at the end of the week. One such market was the top performing 
index of the global indexes last week. The best performing index last week was found in Malaysia and was 
the KLC Index, which advanced 4.1 percent. The largest decline last week was seen in China as the Shanghai 
SE Composite Index continues to ride on a very wild ride, falling by 3.2 percent over the course of the 
previous week. Overall, the Shanghai SE Composite Index is now down about 4.2 percent on a year to date 
basis, in what looks like it could turn out to be one of the worst years for the Chinese stock market in many 
years.  

 
 
 



VOLATILITY 

Last week I was expecting to see a pretty wild week for volatility leading up the Fed decision and even after 
the Fed decision, but that did not turn out to be the case. Overall for the week, the VIX ended lower by 3.97 
percent, but that number is a little misleading as there was more volatility intraweek than one would get at 
first glance. On Thursday (the day of the Fed decision) we saw the VIX hit a high of 23.33 and a low of 
17.87, which means that the range in which the VIX traded was more than 23 percent, which is a pretty wide 
range. However, the VIX closed very close to where it started the day as the Fed announcement had little 
impact on the overall financial markets, something that was very awkward for most institutional investors. 
The VIX easily remains above the 52-week average level (16.12) and looks set to stay there for the near term. 
The current reading of 22.28 implies that a move of 6.43 percent is likely to occur over the next 30 days. As 
always, the direction of the move is unknown. 

PERFORMANCE 

For the trading week ending on 9/18/2015, returns in my hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 LAST WEEK SINCE 6/30/2015 

Aggressive Model 0.71 % 0.61 % 

    Aggressive Benchmark 0.48 % -6.25 % 

Growth Model 0.51 % 0.33 % 

    Growth Benchmark 0.38  % -4.84  % 

Moderate Model 0.31 % 0.14 % 

    Moderate Benchmark 0.27 % -3.45 % 

Income Model 0.26 % 0.26 % 

    Income Benchmark 0.13 % -1.70 % 

S&P 500 -0.15 % -5.09 % 

 

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

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

 
Last week I made no adjustments to my models as I went into the week with defensive positioning surrounding 
the uncertainty of what the Fed would do and, more importantly, how the market would react to the 
announcement made on Thursday. I continue to be defensively positioned across my models with the expectations 
that volatility will likely remain now that we know the Fed did not raise rates during September, but according to 
recent comments seems pretty set to increasing rates at some point prior to the end of the year. This uncertainty of 
what the Fed will do and when it may do it is only going to add to volatility in the financial markets as investors 
weigh their options and determine if they are willing to take on what looks like a very choppy period in the 
markets moving forward. 

 

 

Economic News 
 

WEEK IN REVIEW 

 
Last week was a busy week for economic news releases with several key pieces of information about 
manufacturing in the US as well as the Fed decision. There were no releases that significantly beat market 
expectations last week, while there were two releases that significantly missed market expectations (highlighted in 
red below): 
 
 



ECONOMIC 

IMPACT DATE ECONOMIC NEWS RELEAS E DATE RANGE ACTUAL EXPECTATION 

Slightly 
Negative 

9/15/2015 Retail Sales August 2015 0.20% 0.30% 

Slightly 
Negative 

9/15/2015 Retail Sales ex-auto August 2015 0.10% 0.20% 

Negative 9/15/2015 Empire Manufacturing September 2015 -14.7 0.3 

Neutral 9/16/2015 CPI August 2015 -0.10% -0.10% 

Neutral 9/16/2015 Core CPI August 2015 0.10% 0.10% 

Neutral 9/16/2015 NAHB Housing Market Index September 2015 62 61 

Neutral 9/17/2015 Initial Claims Previous Week 264K 275K 

Neutral 9/17/2015 Continuing Claims Previous Week 2237K 2254K 

Neutral 9/17/2015 Housing Starts August 2015 1126K 1160K 

Neutral 9/17/2015 Building Permits August 2015 1170K 1159K 

Negative 9/17/2015 Philadelphia Fed September 2015 -6.0 6.5 

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

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

 
Last week the economic news releases were overshadowed by the Fed rate decision, but that was actually the last 
economic news release of the week. Last week started out on Tuesday with the release of the retail sales figures 
for the month of August, which saw both overall sales and sales excluding autos fall short of expectations by one 
tenth of a percent. This was slightly negative for the overall health of the economy as the figures were already 
very close to zero and missing by a tenth of a percent put them even closer to zero. Also released on Tuesday was 
a dismal figure released for the Empire manufacturing index for the month of September, which showed a second 
major decline in 
manufacturing in a row. 
The chart to the right 
shows the Empire 
manufacturing data for 
each month going all of the 
way back to 2009. As you 
can see you have to go all 
of the way back to 2009 to 
get a reading that is as poor 
as the last two readings on 
the index. Expectations had 
been for a very slight 
recovery in manufacturing, 
but the released figures 
were clearly way below expectations and signaled that manufacturing in the greater New York area is really under 
a lot of downward pressure. Overall, Consumer Prices as measured by the CPI declined during the month of 
August by one tenth of a percent. While this may feel good to the consumer it is a troubling development to 
Federal Reserve officials as deflation is one of the largest fears of any economist. Remember that the target rate of 
inflation is 2 percent, as stated by the Fed, and currently we seem to be very far away from this level of inflation. 
Core CPI increased by one tenth of a percent, which is also much slower than the Fed would like and is 
comfortable with. Without inflation, consumers push back spending as they hope that prices will be cheaper in the 
future than they are currently, which can lead to a very vicious cycle in the economy that can wreak havoc. The 
last release of the day on Wednesday was the NAHB Housing Market index for the month of September, which 
came in one point higher than expected, but was largely overlooked by the financial markets as everyone was 
focused on the Fed decision that came down on Thursday. Thursday started out with the release of the standard 
weekly unemployment related figures for the previous week, which came in slightly lower than expectations, but 
were largely overshadowed by other announcements of the day. Two key pieces of information about the health of 
the US housing market were also released on Thursday, with housing starts coming in slightly below 
expectations, while building permits came in slightly above expectations. Both housing figures, however, were 
overshadowed by the poor reading on manufacturing in the greater Philadelphia area, which was released at the 



same time as the housing figures. The Philly Fed index posted a reading of -6.0, while expectations had been for a 
positive 6.5. This is a major miss for the index with the majority of the decline being caused by slowing 
manufacturing. This combined with the poor reading out of New York earlier during the week has led to some 
concerns about the health of overall manufacturing being voiced more loudly in the US. However, even the Philly 
Fed index was largely overshadowed on Thursday as Thursday was also the big day for the Fed to release its 
decision on interest rates. The Fed decided to keep rates where they were going into the meeting, between zero 
and 0.25 percent, but the vote sounded like it was very close and that the Fed would still like to increase interest 
rates at some point during 2015, which is quickly coming to a close.  

 
UPCOMING RELEASES 

 
This week there are a few economic news releases that could impact the overall markets, and they are crammed 
into the last two days of the week. 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 

9/21/2015 Existing Home Sales August 2015 5.50M 

9/24/2015 Initial Claims Previous Week 271K 

9/24/2015 Continuing Claims Previous Week 2248K 

9/24/2015 Durable Orders August 2015 -2.00% 

9/24/2015 Durable Goods -ex transportation August 2015 0.20% 

9/24/2015 New Home Sales August 2015 515K 

9/25/2015 GDP - Third Estimate Q2 2015 3.70% 

9/25/2015 
University Michigan Consumer 

Sentiment Index 
September 2015 87 

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

 
This week starts out on Monday with the release of the latest existing home sales figure for the month of August, 
which is expected to show 5.5 million homes were sold during the month. The expected figure is in line with what 
we have been seeing from other housing data for the same time period so this release should not have an impact 
on the overall markets. On Thursday the standard weekly unemployment related figures are set to be released with 
both initial and continuing jobless claims expected to be slightly higher this week than they were last. Also on 
Thursday the durable goods orders figures for the month of August are set to be released with expectations that 
overall orders slid by 2 percent during the month and orders excluding transportation increased by 0.2 percent. 
The slide in orders will largely be due to a decrease in auto sales as many manufacturers and dealers ran deals 
earlier in the year to move their 2015 inventory off the lot to make room for the 2016 models. We need to keep an 
eye on durable goods orders excluding transportation as it is expected to be precariously close to the inflection 
point of zero. If this figure prints negative it would be a bad sign for the overall US economy, but in an inverse 
way it may actually provide support for the markets as it would likely kick out the interest rate hike to early next 
year. Later during the day on Thursday the new home sales figure for the month of August is set to be released 
with expectations of 515,000 units having been sold during the month. This figure is in line with the expectations 
of new existing home sales, released earlier during the week. Most likely both of the housing figures for the week 
will trade in tandem with either both meeting, both beating or both falling short of expectations. On Friday the big 
release of the week is set to be released, that being the third estimate of GDP for the second quarter of 2015. 
Expectations are for an increase of 3.7 percent to be shown. Rarely are the expectations what the actual figure 
turns out to be, but the third estimate is normally very close. I don’t think the market will react much to this 
release as long as it is within a few tenths of a percent from expectations. Wrapping up the week on Friday is the 
University of Michigan’s Consumer sentiment index for the month of September (final estimate), which is 
expected to show a little bit of an increase over the mid-month estimate. Much of this increase is due to the 
financial markets settling down a bit toward the end of the month after making it through a Fed decision without a 
rate increase. 
 

  



Fun Fact of the Week – U.S. Unemployment Rate: How low can it go?  

 
 
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. 

 

 
According to Author Richard Vedder in his book: Out of Work: Unemployment and 
Government in Twentieth-century America, the unemployment rate in the US officially fell to 
1.2 percent during 1944, which is the lowest point recorded for unemployment in the US. 
The chart below depicts the unemployment rate in the US since 1948 and was created with 
data from the Federal Reserve Bank of St. Louis. The lowest point on the chart was 2.5 
percent back in May of 1953: 
 
 

 
 
Source: Richard Vedder and FRED (Federal Reserve Economic Data) 
 

 


