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Commentary At-a-Glance 
 

 Market volatility continued last week, albeit slightly less than it was two weeks ago. 

 Count down to the Fed decision is on—T minus 8 days! 

 Europe is not out of the woods yet. 

 Economic data overall came in slightly below market expectations. 
 

 

Market Wrap-Up 
 

Heightened volatility continued throughout the week last week as we unofficially closed out the summer trading 

season. Historically, the middle of May through Labor Day is considered the summer months for the stock 

market. It is a time when the market is typically less active than normal as there are fewer eyes on the markets 

with people taking summer vacations and holidays. This year, however, it seems the summer activities ended a 

few weeks early, thanks in large part to the uncertainty surrounding the Fed’s interest rate decision. The charts 

below are of the three major US indexes in green with their respective most recent 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: 

 

 
 

 



 
The extreme uncertainty and 
volatility we have seen in the 
markets over the past three 

weeks is likely to continue until 

the end of the Fed meeting… 

Last week started out with two down days that tested investors’ nerves as the rally to close out the week two 

weeks ago seemed to fade just as quickly as it started. The extreme uncertainty and volatility we have seen in the 

markets over the past three weeks is likely to continue until the end of the Fed meeting, which is scheduled to take 

place next week. This is the meeting at which some Fed watchers have been calling for the interest rate hikes to 

commence. This call to start increasing rates comes at a very controversial time as various other countries and 

economic regions of the world appear to be struggling with slow growth or in some cases economic recessions. 

The global financial markets have been having a very difficult time ahead of the potential rate hike, but this is 

somewhat expected as this is the first rate hike since 2006 and we truly are in uncharted waters coming off of the 

zero bound for interest rates. When looking back at periods of rising interest rates, the start of the rising rates is 

typically more volatile for the equity markets, but this volatility dissipates quickly as investors realize that the 

economy is strong enough to support corporate profits and warrant higher interest 

rates. Rates have also been increased in the past to bring high inflation rates back 

into the Fed’s target range. Everyone needs to remember that the US Federal 

Reserve has a dual mandate that includes price stability and full employment; the 

Fed does not have a mandate to keep the financial markets happy and increase 

rates with low volatility. The table below looks at four different variables to the 

full employment mandate (green highlighting is at or better than target; light red 

is close to target, but slightly worse than target; and red highlighting is way 

below/worse than target): 

 

EMPLOYMENT VARIABLES RATE TIME PERIOD 

Unemployment rate 5.10% August 2015 

U6 Employment rate 10.30% August 2015 

Labor force participation Rate 62.60% August 2015 

Wage Growth 2.20% July 2015 

 

The overall unemployment rate is at or a little below target with the latest reading of 5.1%. However, this reading 

is a little suspect since the U6 rate remains stubbornly high and the labor force participation rate remains very 

low.  One of the reasons the labor force participation rate remains so low could be that we have seen a general 

lack of wage inflation. Thus, fewer people are enticed to return to work and join the workforce. Overall, the full 

employment mandate is not pointing to a need for an interest rate hike.  

 

When looking at the price stability mandate the picture is about the same. The table below looks at six different 

variables relevant to the full employment mandate (light red highlighting is close to target, but slightly worse than 

target, and red highlighting is way below/worse than target): 

 

PRICE STABILITY VARIABLES RATE TIME PERIOD 

CPI (Consumer Price Index) 0.20% 12 months through July 2015 

Core CPI 1.80% 12 months through July 2015 

PPI (Procuder Price Index) -0.80% 12 months through July 2015 

Core PPI 0.60% 12 months through July 2015 

PCE (Personal Consumption 
Expenditures) 

-0.10% 12 months through July 2015 

Core PCE Prices 1.20% 12 months through July 2015 

 

 
Overall, CPI and PPI numbers through the end of July have been poor, but the reason for the low numbers has 

been the large decline in the cost of energy fueled by the decline in oil prices. This drop in oil prices has been 

described as “transitory” in nature by the Fed and not something that should have full weight in its modeling. But 

even when looking at prices at the consumer, producer and personal consumption levels, the prices are all still 

running well below the 2 percent target rate. All of the price indicators are pointing toward not increasing rates 

and in many cases would point to lowering rates if we were already in a normal interest rate environment. So what 

will the Fed do? The Fed will likely discount the figures on the price stability front since these are the hardest to 

look at to justify a rate increase and the easiest to explain by blaming falling oil prices. On the employment front, 



 
At the governing council 

meeting of the ECB, it was 
determined that the overall 

growth rate for the Eurozone 
would be only 1.4 percent 
during 2015, down from 

previous expectations of 1.5 

percent. 

it is harder to blame one thing for the poor numbers. At the same time, the Fed will highlight the overall 

unemployment rate, which is below the target rate. I think a rate hike coming in September is a coin flip, despite 

the latest Fed Watch figures showing only a 24 percent chance of a rate hike in September. The Fed needs to raise 

rates to get off the floor and have one of its main policy tools 

back in its toolbox, but the Fed may err on the side of caution 

and kick the first rate hike back for at least another meeting. If 

the Fed kicks rates back, it will take a lot of steps to try to show 

that it was not because of the recent movement in the global 

financial markets as the Fed cannot afford to look like its 

decision is being dictated by financial market movements. The 

only thing that seems to be certain in the current situation is that interest rates will be moving higher in the 

relatively near term. 

 
 

International News 
 

The European Central Bank (ECB) managed to steal a few headlines away from China last week on the 

international news front as ECB President Mario Draghi held his latest press conference. At the governing council 

meeting of the ECB, it was determined that the overall growth rate for the Eurozone would be only 1.4 percent 

during 2015, down from previous expectations of 1.5 percent. The ECB also lowered its expectations for 2016 

GDP growth from 1.9 percent down to 1.7 percent. When looking at inflation, the ECB sees inflation within the 

Eurozone area increasing at a 0.12 percent rate during 2015, 1.5 percent during 2016 and 1.7 percent during 2017. 

All of these expectations were also lower than previous estimates. In his press 

conference, President Draghi also mentioned that all of the above figures were 

calculated in Mid-August and would likely be a little worse if calculated 

currently. The ECB trying to tackle several issues in Europe independently would 

not be extremely difficult, but in concert with all of the other issues the ECB is 

weighing, the puzzle becomes a monumental task. Germany is the key to the 

puzzle. Within Germany, it is the export business that has been providing the 

driving force behind the Eurozone. With the Euro continually weakening against 

other global currencies it makes German exports to other countries cheaper and 

thus drives up demand. But the downside is that Germany is one of the only 

countries to truly benefit from the falling Euro as it is the most reliant on exports. 

One other major wild card for the Eurozone is the migrant issue that has captivated the world recently; there could 

be further financial strain on an already weak economic system if there are new large waves of migrants heading 

to Europe. China also made headlines last week, as it has for the past few weeks, as the country continues to try to 

deal with its financial market upheaval. 

 

Last Thursday and Friday the Chinese markets were by far the quietest they have been in more than a month as 

the stock market was closed for a Chinese holiday! Leading up to the holiday closure, the Shanghai stock 

exchange had bounced pretty hard off the 3,000 level after crashing down from more than 5,400 back in the 

middle of June. It closed its shortened trading week at 3,311, a nearly 10 percent bounce from its low point. So is 

the worse behind us in the Chinese stock market and in the Chinese economy? I do not think the worst is behind 

us. I think the government in China threw so many financial actions at the markets that the government finally got 

enough to work to stabilize the situation. But now the trick becomes removing the life support measures while 

ensuring the markets will be strong enough to stand on their own. The outright buying done by the government 

over the past few weeks is the most concerning to investors since the stocks that were purchased will likely be 

sold as the government does not want to hold on to as much risk as it had to buy to stabilize the situation. The 

government will likely back out of these positions at the same time that it will take other actions, attempting to 

have an offsetting effect on the financial markets. The most logical next step would be to further cut interest rates 

and sell securities into the rate cut bounce that is likely to follow. The problem is that many market watchers will 

be watching for unusual selling blocks and volume and will likely sound the alarm that the government is 

dumping shares, potentially negating the benefit of an interest rate decrease. The other and potentially more 

enticing option would be to hold the positions and offset the risk of the positions through the use of derivative 

contracts. This would technically keep the government holding the stocks, while at the same time mitigating some 

of the risk. This option would buy the government more time to figure out what to do next. The problems in China 



 
Last week Canada confirmed in 

its numbers that the country 
has technically entered a 

recession as of the second 
quarter of 2015. However, the 
recession was quickly dubbed 

the “Best Recession Ever” … 

have not gone unnoticed by the global financial community. Last week the IMF released a report ahead of a G20 

summit in Turkey that said the slowdown in China could have major repercussions in commodity countries such 

as Brazil and Russia. This report also lowered the IMF’s projections for GDP in China from 7.4 percent for 2015 

down to 6.8 percent. Interestingly enough, the report also called out something we have been seeing rumbling 

about in China; that the government is concerned that it should be focusing on the economy and not on saving the 

financial markets, as the government has said that China should keep “reforming its economy despite the recent 

falls in the stock markets on the mainland.” Despite all of this, as I mentioned last week, Canada may prove to be 

more of an issue for US economic growth than China in the near term. 

 

Last week Canada confirmed in its numbers that the country has technically entered a recession as of the second 

quarter of 2015. However, the recession was quickly dubbed the “Best Recession 

Ever” as the unemployment rate in Canada remains very low and consumer 

spending remains high. One economist at BMO pointed out that Porsche sales 

are up 30 percent this year from where they were last year. So how is the 

economy posting negative GDP growth, while everything seems to be going so 

well? The answer lies in two things: the first being consumers taking on large 

amounts of debt to fuel their spending habits and the second is energy. Canada is 

primarily a manufacturing based economy, but it also has a heavy energy 

component to the overall economy, whether it be oil from the tar sands, coal, 

natural gas or oil in general. With energy and commodity prices down so much 

over the past year it is not surprising to see Canada struggle a little. Current forecasts for Canada are that overall 

GDP will grow at about a 1 percent rate overall in 2015. With Canada being the largest trading partner with the 

US this could provide a little bit of a drag on the US economy. 

 

 

National News 
 

The US news cycle last week focused on speculation about when the Fed will start to increase interest rates as the 

majority of Congress seemed to be on vacation, along with many American workers as they enjoyed the last part 

of summer before getting back to work for the fall. Going into the Labor Day weekend is normally a time when 

the market sees muted trading, both in terms of volume and market movement. However, last week was a 

continuation of the volatility in the market that we have seen over the past few weeks, with the driving forces 

being China and the Fed. As mentioned above, the Fed is now only 7 days from the start of the September policy 

meeting and 8 days away from releasing its policy statement, which will either keep rates unchanged or increase 

rates slightly. Between now and then the speculation will be rampant with the market and news media jumping on 

each data point released, regardless of how insignificant the point would normally be to the Fed and overall 

economy. With the markets very skittish it seems the best course of action is to be defensive and wait and see how 

this unfolds. The other main news on the national level last week, despite most of Congress being absent, is that 

President Obama has enough votes to block a Presidential veto override on the Iran negotiations, meaning the deal 

will likely be passed one way or the other by Congress, which has until early next week to vote on the deal. The 

Iranian deal has become a hot button issue in the Presidential race as Republicans have jumped all over the deal, 

as have some Democrats. In other Presidential race news, last week Donald Trump signed a pledge that he would 

not run as a third party candidate should he not get the Republican nomination. Donald Trump and Ben Carson 

are the clear front runners for the Republicans, while the more household names such as Marco Rubio and Jeb 

Bush seem to be struggling to get their campaigns into the mainstream media. On the Democratic side, Hillary 

Clinton still has the clear lead, but it is a lead that has been getting smaller and smaller as the scandal about her 

personal e-mail server continues to drag on. All eyes in the Democratic Party right now seem to be focused on Joe 

Biden and his pending announcement that he either will or will not run for the Presidency in 2016.  

 
 



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 positive week last week set up for a 

negative week and the markets did not let the 10 week trend be broken:  

 
INDEX CHANGE VOLUME 

NASDAQ -2.99% Average 

Dow -3.25% Above Average 

S&P 500 -3.40% Average 

 

While the decline in the overall markets was pretty large last week, it was done on lower volume than we had 

been seeing over the past few weeks, leading me to think that the downward move could have been amateur 

traders finishing up their summers in control, before the main investors came back to work after Labor Day, 

and not wanting to show on their books what they owned during the volatile past few weeks. We are not, 

however, into September and volume should progressively pick up slightly over the next two months as we 

move closer to the yearend holidays and the all-important holiday shopping season.  

 

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 

Home Construction -0.25%  Real Estate -5.10% 

Telecommunications -1.32%  Utilities -5.06% 

Transportation -1.48%  Financials -4.89% 

Technology -1.54%  Biotechnology -4.58% 

Consumer Service -1.97%  Medical Devices -4.54% 

Last week’s sector performance was a hodgepodge of seemingly random sectors on both the positive and 

negative side of performance. On the bottom five performing sectors it is relatively rare to see Utilities and 

Real Estate (very defensive sectors) in the same list as Biotechnology, and Medical Devices (very offensive 

sectors). On the positive side of performance, Transportation held up well, as did Telecommunications. Both 

were not surprising given their defensive nature. Home Construction had a great week on a relative basis last 

week, but that was only because of a dead cat bounce after the sector was third worst two weeks ago, as value 

investors swooped in.  

FIXED INCOME  

The US fixed income market moved broadly higher last week as investors continued to guess at which way the 

Fed was going to go during its September meeting, given all of the volatility seen last week in the global equity 

markets: 

FIXED INCOME CHANGE 

Long (20+ years) 0.48% 

Middle (7-10 years) 0.56% 

Short (less than 1 year) 0.02% 

TIPS -0.41% 

  

The currency continued to trade in a very muted way last week as the US dollar gained 0.12 percent against a 

basket of international currencies. The Japanese Yen was the strongest performing currency last week after 



gaining 2.03 percent against the value of the US dollar, as many investors seemed to view the Yen as an 

alternative Asian currency to the Chinese Yuan. The weakest performing currency of the major global currencies 

was found in Australia, for the second week in a row, with the Australian Dollar giving up 3.35 percent against 

the value of the US dollar as the commodity driven economy in Australia continues to struggle with lower 

demand for raw materials coming from China. 

 
COMMODITIES 

Last week commodities were mixed with oil moving slightly higher, while most of the precious metals pushed 

lower:  

METALS CHANGE 

Gold -1.11% 

Silver 0.00% 

Copper -0.91% 

 

COMMODITIES CHANGE 

Oil 1.34% 

Livestock -0.23% 

Grains -3.11% 

Agriculture -0.91% 

The overall Goldman Sachs Commodity Index gave up 0.34 percent last week, thanks to the decline in some 

of the soft commodities as well as Gold. Oil had a relatively tame week when looking at a weekly point to 

point basis, but this comes as rumors were confirmed that OPEC is willing to talk about production in relation 

to the current price of oil. This means OPEC may be willing to cut supply to help keep prices higher than they 

would otherwise be, in part to offset the large amount of Iranian oil that will likely come onto the market once 

the international sanctions are lifted.  The major metals were mixed last week with Gold falling 1.11 percent, 

while Silver turned in no move on a weekly basis last week and Copper declined 0.91 percent. Soft 

commodities were mixed last week with Livestock falling 0.23 percent, while Grains declined 3.11 percent 

and Agriculture overall moved lower by 0.91 percent.  

INTERNATIONAL PERFORMANCE 
 

China and the uncertainty surrounding the US interest rates continued to be the driving force behind the 

global financial market movements. The best performing index last week was found in Thailand with the SET 

Index (Stock Exchange of Thailand) advancing 0.4 percent, after the latest constitution that had been drafted 

by the military was torn up and the interim government went back to the drawing board. The largest decline 

last week was seen in Japan as the Nikkei 225 Index fell by 7.0 percent, as the continued spill over from 

mainland China is having reverberating effects on its neighbors.  
 

VOLATILITY 

The VIX traded in a pretty wide trading range last week, going between about 32 and 24, finally settling on 

27.8 to close out the week.  The VIX easily remains above the 52-week average level (15.75) and looks set to 

stay there for the near term. The current reading of 27.8 on the VIX implies that a move of 8.02 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 9/4/2015, returns in my hypothetical models* (net of a 1% annual management 

fee) were as follows: 

 

 LAST WEEK SINCE 6/30/2015 

Aggressive Model -1.41 % -1.38 % 

    Aggressive Benchmark -3.40 % -8.31 % 

Growth Model -0.90 % -1.01 % 

    Growth Benchmark -2.64  % -6.47  % 

Moderate Model -0.44 % -0.58 % 

    Moderate Benchmark -1.89 % -4.63 % 

Income Model -0.15 % 0.15 % 

    Income Benchmark -0.94 % -2.10 % 

S&P 500 -3.40 % -6.88 % 

 

*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. 

 
I made no changes to my models over the course of the previous week as I was well positioned for the heightened 

volatility and downward movement of the markets going into last week. One area of the markets that I have been 

watching for a while as a potential buying opportunity is the mining sector and last week the sector seemed to 

come to life on the back of a few key company announcements. I am still taking a wait-and-see approach to the 

sector, but in looking at all of the sectors available it looks like one of the sectors that has given up the most and 

has the largest potential upside should the Chinese economy get back on track. 

 

 

Economic News 
 

WEEK IN REVIEW 
 

Last week was a slow week for economic news releases with the focus of the week being on the US labor market. 

There were no releases that significantly beat market expectations last week, while there was a single release that 

significantly missed market expectations (highlighted in red below): 

 
ECONOMIC 

IMPACT DATE ECONOMIC NEWS RELEASE DATE RANGE ACTUAL EXPECTATION 

Neutral 8/31/2015 Chicago PMI August 2015 54.40 54.70 

Neutral 9/1/2015 ISM Index August 2015 51.10 52.60 

Neutral 9/2/2015 ADP Employment Change August 2015 190K 201K 

Neutral 9/3/2015 Initial Claims Previous Week 282K 273K 

Neutral 9/3/2015 Continuing Claims Previous Week 2257K 2261K 

Neutral 9/3/2015 ISM Services August 2015 59.0 58.4 

Slightly 
Negative 

9/4/2015 Nonfarm Payrolls August 2015 173K 217K 

Negative 9/4/2015 Nonfarm Private Payrolls August 2015 140K 212K 

Slightly Positive 9/4/2015 Unemployment Rate August 2015 5.10% 5.20% 

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

 

Last week started on Monday with the release of the Chicago area PMI, which came in very close to market 

expectations and was a bit of a relief after some of the bad numbers that had been posted by different regions of 

the US for the same time period. On Tuesday the overall ISM index for the month of August was released and 



came in slightly below expectations, but still above the all-important 50 level, signaling an expansion in 

manufacturing during the month of August. On Wednesday the ADP employment change figure for the month of 

August was released and indicated that 190,000 new jobs had been created during the month; this was in line with 

market expectations. On Thursday the standard weekly unemployment related figures were released with initial 

jobless claims coming in higher than anticipated, while continuing jobless claims came in lower, thus having an 

offsetting effect on each other. Also released on Thursday was the services side of the ISM for the month of 

August, which unlike the overall ISM came in better than expected by a little bit. On Friday the big releases of the 

week were released, those being related to the unemployment situation in the US. Overall unemployment as 

measured by the government fell from 5.3 percent in July down to 5.1 percent in August. But the nonfarm public 

and private payroll figures both disappointed with public payrolls only adding 173,000 jobs, while expectations 

had been for 217,000 jobs. The private payrolls figures added only 140,000 jobs, while expectations had been for 

212,000 jobs to have been added. Both of these figures were negative and would lead toward weakness in the 

employment market, but single data points are probably not enough to dissuade the thinking of the Fed at this 

point. However, the labor force participation rate (mentioned above in the first section) was also poor, indicating 

that the issues with the employment market may be more structural in nature than the headline unemployment rate 

would seem to indicate.  
 

UPCOMING RELEASES 
 

With this week being a shortened trading week due to the Labor Day holiday it seems like a typical number of 

releases being released, but the week is slightly lighter than normal. 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 

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

9/10/2015 Initial Claims Previous Week 275K 

9/10/2015 Continuing Claims Previous Week 2257K 

9/11/2015 PPI August 2015 -0.10% 

9/11/2015 Core PPI August 2015 0.10% 

9/11/2015 
University of Michigan Consumer 

Sentiment Index 
September 2015 91.5 

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

 

This week starts off on Tuesday with the release of the consumer credit report for the month of July, which is 

expected to show that credit expanded by $18 billion during the month. This expansion comes despite the tighter 

rules that many lending institutions have enacted leading up to the higher interest rates once the Fed takes action. 

On Thursday the standard weekly unemployment related figures are set to be released with the market really 

hoping for a recovery from the poor numbers seen last week. On Friday the Producer Price Index (PPI), both 

overall and core, are set to be released and represent the last of the major inflation related data points the Fed 

could work into its calculations for the meeting next week. Expectations are that on a month-over-month basis, 

prices will have declined overall by 0.1 percent, while the core prices at the producer level will have increased by 

0.1 percent. Both of these figures represent annual changes that are well below the Fed’s target 2 percent inflation 

rate, but both figures will be chalked up as transitory by the Fed because of the falling oil and energy prices. 

Wrapping up the week on Friday this week is the University of Michigan’s Consumer Sentiment Index for the 

month of September (first estimate) and it is expected to show almost no change from the end of August reading 

of 91.9. Should we see a dip in sentiment due to the financial market volatility of the past few weeks, it could be a 

problem going forward for the financial markets. On top of the above mentioned economic news releases during 

this shortened trading week, there is a single Fed official giving a speech, Minneapolis Fed governor 

Kocherlakota, who speaks on Tuesday. This will likely be the last public speech by a Fed official prior to the 

announcement that is forth coming next week. 
 

  



Fun Fact of the Week – The end of August was VERY volatile! 

 

 

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 end of August felt very volatile with large multiple percentage point moves seemingly 
happening every day, but I wanted to quantify just how volatile of a time period we saw. In 
looking back at the historical data for the S&P 500 going back to 1950, I found that in the 5 
trading days between August 21st and August 27th  we saw 2 of the top 100 largest 
percentage declining days and 2 of the top 200 largest percentage gaining days for the S&P 
500. That is out of more than 16,525 trading days of history! 
 
Source: S&P 500 historical data pulled from Yahoo.com. Calculations are my own. 
 

 


