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Commentary At-a-Glance 
 

 All three indexes moved higher on hopes that the Fed will not increase rates until 2016.  
 Central banks around the world hit the pause button on taking any action last week.  

 Data shows US government debt has been sold at an alarming rate by foreign governments.  

 Third quarter earnings season has kicked off—and so far the results are not great. 

 Economic data overall came in at market expectations. 
 

 

 

Market Wrap-Up 
 

Last week saw a continuation of the bounce off the lower bound of the trading ranges on each of the three major 
indexes. The move higher was done on lower volume than we have seen over the past three weeks, but 
nevertheless the markets managed to push higher. The charts below show each of the three major indexes and the 
VIX drawn with green lines, with each of their respective trading ranges are drawn with the red lines (the VIX has 
only one red line, which is the average level of the VIX over the past year). 
 

 



 
The IMF made headlines last 

week as it released its 
semiannual global financial 

stability report, which showed 
that the world is at risk of 

sliding into another financial 
crisis if policy makers are not 

careful… 

 
From a technical perspective, last week’s move was a nice strong upward move, but it was not a classical “risk-
on” trade as the Dow (upper right pane above) turned in the best performance, while the NASDAQ (lower left 
pane above) turned in the worst performance. In a typical “risk-on” trade the reverse is true as the higher risk 
NASDAQ would outperform the other two indexes, while the lower risk Dow would underperform the other two 
indexes. So what happened last week? Large industrial companies had a very good week thanks to DuPont, GE, 
Chevron and Caterpillar all being up more than 8.5 percent for the week and representing nearly 10 percent of the 
Dow. Most of this was due to pent up demand as the companies had been unduly pushed downward as several key 
sectors of the markets such as oil and gas, as well a mining and materials, had taken their hits. All four companies 
also happen to pay strong dividends, higher than 3 percent. We will have to wait and see if earnings season proves 
to be positive for the large industrial companies after they have nearly all lowered their expectations and guidance 
for the third quarter by enough that they should be able to meet expectations. The laggard last week was the 
NASDAQ as the index continued to see technology in general struggle with Healthcare and Biotechnology still 
selling off as investors adjust their thinking on the two sectors given the uncertainty of the future of drug pricing. 
At this point, both the Dow and the S&P 500 have broken above their respective trading ranges, while the 
NASDAQ continues to be stuck near the middle of its trading range. While the equity markets were moving 
higher, the VIX (lower right pane above) as expected pushed lower last week, ending the week slightly above the 
52-week average level of the VIX. 
 

 

International News 
 

International news last week held very few surprises, but there were a few items 
that the global markets took note of, even if they did not react to the news as one 
would have expected. The IMF made headlines last week as it released its 
semiannual global financial stability report, which showed that the world is at 
risk of sliding into another financial crisis if policy makers are not careful about 
how they handle certain situations. The report cited emerging economies as the 
most at risk to significant downward moves due to their general lack of liquidity 
if foreign investors attempt to shed the asset class at the same time. The report 
also cites that the global economy is running very close to the 2 percent growth 
figure, a point that has long been considered a global recession level by the IMF. 
China was called out in the report as the most likely location for the start of panic in emerging market liquidity. 
We have already witnessed short term panic in the past 2 months and its devastating effects, generating a 50 
percent correction in the Chinese stock market. Luckily, the downturn in the Chinese market was short lived as 
the actions taken by the government seemed to stem the decline and even cause a slight rebound. The IMF warns 
that at some point China could experience a decline that the government cannot step in a prop up, thus leading to 
a panic that will start in Asia and spread to the west.  The report also called on the US Federal Reserve as well as 
the Bank of England to look closely at the upcoming policy decisions and their potential impacts on the global 
economy. The tone of the report was pretty standard. It is normally more negative than positive, but the scenarios 
the report outlaid are not as far-fetched as some may think. The fact is that the global economy is growing, albeit 
at a very slow pace compared to what most investors and economists would like to see. Inherently, a slow 
growing global economy is more at risk of a slowdown than a faster growing economy. In other international 
news, the Wall Street Journal last week reported on the selling of US Treasuries by foreign governments, which 
caused some concern. 
 
According to a report by Deutsche Bank that was reported on by the Wall Street Journal last week, the month of 
July saw a net change in US treasuries held by foreign governments fall by $123 billion. This means that foreign 
governments sold $123 billion more US treasury notes and bonds than they purchased. This is a massive change 
from what we have seen in the past, as the chart below indicates. It was only two years ago that foreign 
governments were buying more of our bonds than they were selling by about $230 billion on a monthly basis.  
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While the chart looks pretty bad, it does not include the months of August or 
September, which saw a large spike in volatility and actions taken by the 
government in China to devalue the Yuan after the August 11

th
 stock market 

decline. Once updated with August data, the chart will likely look even worse. 
In crisis times foreign governments sell assets they know there is a market for 
and that the market will not be moved heavily by their selling. Naturally this 
leads governments to look at and sell their US government notes and bonds as 
these are the deepest and most liquid investments available in the size 
governments have to deal with. Foreign governments sell US notes and bonds to 
raise cash to buy other assets. Most recently, China sold US debt to buy Yuan 
and other financial instruments in order to alter the natural course of the free 
markets that would likely have pushed the Yuan and Chinese stock market even 
lower. According to the Wall Street Journal, the level of selling taking place in countries such as China, Russia 
and Brazil is the highest on record going back to when records of government sales were started back in 1978. We 
did not see a large spike in yields of US debt while the foreign governments were selling because there was 
enough demand from other buyers, such as our government, large institutional money managers and personal 
investors to pick up the slack. If there had been a general lack of demand with the amount of selling seen in July, 
we could have seen yields move notably higher on the outstanding bonds. 
 
The final piece of international news last week related to several key central bank decisions that came out last 
week. The Bank of England, Bank of Japan and the Reserve Bank of Australia all announced last week that they 
were taking no actions on adjusting their various interest rates at their October meetings. This was widely 
expected as most central banks follow the lead of the US Federal Reserve, but there was a chance the Bank of 
England would surprise the world and be the first major central bank to increasing interest rates. For the time 
being it now looks like the US could indeed be the first to raise rates with the Bank of England following closely 
behind in second. 

 

 

 



 
Last week was the official start 

to the third quarter earnings 
season and Alcoa and 

Monsanto both kicked things 

off with negative results. 

National News 
 

National news last week was uneventful, as there was further 
speculation about when the Fed would start to increase 
interest rates. According to the latest figures on the CBOE’s 
Fed Watch, the chance of a rate hike in October is very slim, 
but the odds of a rate hike at the December meeting did move 
a little higher over the course of the previous week as a number of Fed officials continue to reiterate that they 
would like to raise interest rates and that the economy is strong enough to withstand a rate hike. As has been the 
case for the past few months, employment is seen as more than strong enough to warrant a rate hike, while 
inflation continues to be a problem as it is running much lower than the Fed target rate. One of the main factors 
that led to the Fed leaving rates unchanged at the September meeting, foreign market volatility, now largely seems 
to be under control, taking away that excuse, at least for the time being. It will be a very close call at both of the 
next FOMC meetings, but if the Fed truly wants to increase rates and finally get off the zero floor it should have 
enough data at this point to justify a small initial move. The bond market, however, continues to price fixed 
income investments like there will not be a move in interest rates until at least next year. Adding to the 
uncertainty last week in the financial markets was the start of the third quarter earnings season, which started with 
a bit of a thud as Alcoa kicked things off in a negative way.  
 
Q3 2015 EARNINGS RELEASES 
 
Last week a few well-known companies released their second quarter 2015 earnings results and there were 
more negative releases than positive, as can be seen in the table below as there is only red highlighting. 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 (there were none of these last week): 
 

Alcoa -50% Monsanto -1800% Ruby Tuesday pushed 

Domino's Pizza -9% PepsiCo 7% Yum! Brands -7% 

Helen of Troy 6% 
    

 
Last week was the official start to the third quarter earnings season and Alcoa and 
Monsanto both kicked things off with negative results. There is an adage on Wall 
Street about Alcoa kicking off earnings and it says, “as goes Alcoa, so goes the 
quarter.” This is derived from the fact that aluminum is used in so many different 
industries that if Alcoa is having trouble then other companies will show they had 
trouble during the same time as well. With Alcoa missing earnings expectations 
by 50 percent, it does not bode well for the third quarter earnings season. 
According to Senior Quant Analyst at Seeking Alpha, when Alcoa posts a 
negative earnings surprise and then subsequently declines the following trading day (which it did on Friday), there 
is a better than 50 percent probability that the overall return for the S&P 500 will be negative for the following 
month. The other glaring number in the above table is the -1800 percent next to Monsanto. While their earnings 
report certainly was not good, it was not as bad as this number makes it look. Expectations for Monsanto going 
into the release was for a loss of $0.01 per share, so any miss either positive or negative was going to lead to a big 
percentage difference from expectations due to the near zero expectation. Earnings came in at loss of $0.19. Thus, 
in percentage terms, Monsanto missed earnings by a very large number. Yum! Brands reported a rough quarter 
last week as well as the company significantly missed expectations. More importantly, the company pointed to 
Asia and China in particular for a lot of its troubles, having lost a significant amount of money on the depreciation 
of the Chinese Yuan and seeing a sharp decline in sales in the region. Blaming China for poor performance of 
multinational corporations will likely be one of the ongoing themes for the quarter as it is an easy scape goat for 
troubles. To give everyone an idea of just how impactful China can be on earnings, you need only to look at the 
numbers Pepsi released last week. Revenues declined by 5 percent overall for Pepsi with the negative impact of 
currency moves, while revenues increased by 7 percent if the negative effect of currency changes are excluded 
from the calculation. The company also pointed to trouble with the Mexican Peso and the Brazilian Real as 
exacerbating the negative impact experienced from currency changes throughout the quarter. 



 
According to Factset Research, we have seen only 5 percent or 24 component companies in the S&P 500 release 
their third quarter earnings numbers, so it is too early to glean any meaningful information from the releases. The 
negative headwinds addressed by the companies that have reported earnings, however, are strikingly similar with 
the strong US dollar being blamed as the single largest headwind to earnings over the past quarter by 18 of the 24 
companies that have released earnings. Coming in second, 5 companies cited higher wages as negatively 
impacting earnings. Coming in third were China, Europe and lower oil prices, all tied with 3 companies citing 
each as a reason for lower earnings during the quarter. Aside from the strictly national companies (there are very 
few), all of the multinational companies will have to deal with the strong US dollar and the weaker foreign 
currencies as it relates to their everyday business operations. With the US dollar being strong it means that goods 
exported from the US to other countries will cost more in the foreign country on a relative basis than they did 
when the US dollar was weaker. This in turn can have a negative impact on sales volume and on revenues. 
 
Below is a table of the better known companies that will release their earnings this week, with the releases 
that have the greatest potential to move the markets highlighted in green. 
 

Advanced Micro Devices Fastenal Las Vegas Sands 

Bank of America General Electric Marriott Vacations Worldwide 

BB&T Goldman Sachs Mattel 

BlackRock Honeywell Netf lix 

Charles Schwab Intel Philip Morris 

Citigroup J B Hunt Transport Progressive 

CoBiz Financial Johnson & Johnson U.S. Bancorp 

CSX JPMorgan Chase Unitedhealth 

Del Frisco's Restaurant KeyCorp WD-40 

Delta Air Lines Kinder Morgan Wells Fargo 

 
 
This week earnings season for the third quarter of 2015 gets under way in earnest as many of the major financial 
institutions will be releasing their results. JP Morgan Chase will perhaps be the most impactful release of the 
week, but it will be closely followed by the releases of Bank of America, Wells Fargo and US Bancorp. As with 
the releases from last week, the impact of the strong US dollar and the exposure of the financial institutions to the 
emerging markets will play a key role in their earnings for the quarter. Technology stars Intel and Netflix will also 
likely move the markets on the day they release earnings as they are two of the most widely held technology 
companies. WD-40 is an interesting company to watch as it serves as a quasi-barometer for the economy because 
as more WD-40 products are being sold it means that people are choosing to fix and repair older items rather than 
buy new items. Johnson & Johnson is the first of the major multinational consumer products companies to release 
earnings for the quarter and being first, its numbers will be heavily scrutinized, especially its pharmaceutical 
segment as biotech and pharma have been under a lot of pressure recently in the markets.  
 

 

Market Statistics 
 
EQUITIES 
 
Last week was a second positive week in a row for the three major indexes in the US with the upward moves 
being done with less volume than we have seen over the past few weeks, but still slightly more volume than we 
have seen on a weekly basis over the past year: 
 
 
  

 



INDEX CHANGE VOLUME 

S&P 500 1.04% Slightly Above Average 

Dow 0.97% Slightly Above Average 

NASDAQ 0.45% Slightly Above Average 

 
As mentioned above, the NASDAQ was awkwardly the laggard last week, while the Dow was the top 
performer of the three major indexes. Going forward it still looks like the indexes will largely be range bound 
with the risks being to the downside as we move further and further into third quarter earnings 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 

Oil & Gas Exploration  9.53%  Biotechnology -2.24% 

Energy 9.22%  Pharmaceuticals  -0.70% 

Natural Resources 9.17%  Healthcare -0.22% 

Industrials 5.94%  Healthcare Providers 0.11% 

Aerospace & Defense 5.40%  Utilities 1.24% 

Last week’s top 5 sectors are almost a repeat of what we saw two weeks ago with Oil and Gas as well as 
Energy and Natural Resources taking the top three spots. Industrials, as mentioned above, had a great week as 
investors seemed to be willing to buy these stocks at the low prices offered in hopes of a global rally being 
under way. Aerospace and Defense broke into the top 5 last week in a somewhat unusual move as the sector 
typically trades in the middle of all the sectors, thanks to its heavy dependence on government spending, 
which seems to currently be in question around the world. On the negative side of the sectors, we once again 
see Biotechnology and Pharmaceuticals at the top of the list as the selling that started with Hillary Clinton’s 
comments about drug prices does not seem to be dissipating with time, as many people expected.  

FIXED INCOME  

The US fixed income markets were mixed last week as the long end of the curve (20+ years) experienced the 
worst performance, while the short end of the curve managed to turn in a zero move for the week: 

FIXED INCOME CHANGE 

Long (20+ years) -1.83% 

Middle (7-10 years) -0.80% 

Short (less than 1 year) 0.00% 

TIPS -0.35% 

  
The US dollar made it two weeks in a row of declines last week as it gave up 1.24 percent against a basket of 
international currencies. Much of the decline in the value of the US dollar was due to the outstanding strength of 
the Australian Dollar as it gained 4.02 percent against the dollar with much of the gain being attributed to the 
changed language in the Reserve Bank of Australia’s (RBA) statement on interest rates. In the statement the RBA 
changed its language about the depreciation in commodities continuing, making the new statement much less dire 
and sending their currency moving notably higher. The Japanese Yen was at it yet against last week as it declined 
by 0.12 percent against the value of the US dollar as the Japanese government continues to try to devalue the Yen 
in order to increase the country’s exports. 
 
COMMODITIES 

Nearly all tradeable commodities increased last week, with the exception of Grains:  



METALS CHANGE 

Gold 1.72% 

Silver 3.92% 

Copper 3.61% 

 

COMMODITIES  CHANGE 

Oil 8.26% 

Livestock 3.46% 

Grains -0.51% 

Agriculture 1.67% 

The overall Goldman Sachs Commodity Index gained 5.04 percent last week thanks to the continued rally 
seen in the price of oil. Over the past 7 weeks we have now seen oil gain a little more than 20 percent with 
prices moving from the low $40s back up to near $48 per barrel. While there still seems to be a very persistent 
structural impact between supply and demand, it currently looks like things are starting to normalize, leading 
to some price stability in oil. The major metals were all positive last week with Gold increasing 1.72 percent, 
while Silver gained 3.92 percent and Copper increased 3.61 percent. Soft commodities were mixed last week 
with Livestock gaining 3.46 percent, while Grains were the sole decliner last week, giving up 0.51 percent, 
and Agriculture overall moved higher by 1.67 percent.  

INTERNATIONAL PERFORMANCE 

 
International markets were all positive last week as the rally seen in the US was felt around the world. The 
best performing index last week was found in Indonesia with the Jakarta Composite Index advancing 9.1 
percent with the rally being fueled by hopes that the slowdown in China is not as bad as first thought. The 
smallest gain last week was seen in Taiwan with the Taiex Index advancing by only 1.7 percent.  
 
VOLATILITY 

Volatility last week moved lower with the VIX giving up 18.43 percent on a weekly basis as investors seemed 
to grow less concerned about fears in the market place. We have now seen the VIX move lower by more than 
20 percent over the course of the past two weeks. With the declines of the past two weeks the VIX is now 
sitting almost exactly on top of the 52-week average level for the VIX. One way to think about the VIX 
moving lower is that as the VIX moves lower, the market is becoming more and more complacent. 
Complacency can later lead to extreme movements in the markets. The current reading of 17.08 implies that a 
move of 4.93 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 10/9/2015, returns in my hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 LAST WEEK SINCE 6/30/2015 

Aggressive Model 1.68 % 2.62 % 

    Aggressive Benchmark 3.96 % -3.94 % 

Growth Model 1.10 % 1.73 % 

    Growth Benchmark 3.07  % -3.02  % 

Moderate Model 0.62 % 1.03 % 

    Moderate Benchmark 2.19 % -2.11 % 

Income Model 0.30 % 0.95 % 

    Income Benchmark 1.10 % -1.02 % 

S&P 500 3.26 % -2.34 % 

 

*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. The areas of the market I had been 
expecting to lead the way higher did not participate much last week as there were numerous changes occurring in 
the leadership of the sectors. Heading fully into earnings season the individual companies I own are susceptible to 
large single day movements either positive or negative. I do expect several of the companies I own to say that 
China and currency movements hurt them during the quarter, but I do not expected any large scale problems. 

 

 

Economic News 
 

WEEK IN REVIEW 

 
Last week was a slow week for economic news releases as it was the first full trading week of October and the 
fourth quarter of 2015. There were no releases that significantly beat or missed expectations over the course of the 
week: 
 

ECONOMIC 

IMPACT DATE ECONOMIC NEWS RELEAS E DATE RANGE ACTUAL EXPECTATION 

Neutral 10/5/2015 ISM Services September 2015 56.9 58 

Neutral 10/7/2015 Consumer Credit August 2015 $16.0B $19.5B 

Neutral 10/8/2015 Initial Claims Previous Week 263K 275K 

Neutral 10/8/2015 Continuing Claims Previous Week 2204K 2205K 

Neutral 10/8/2015 FOMC Minutes September Meeting - - 

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

 
Last week started out on Monday with the release of the services side of the ISM Index, which came in close to, 
but under expectations. Expectations had been for a reading of 58.0 and the actual reading was 56.9. With the two 
figures being so close together and easily above the all-important 50 level, it was a non-market moving release. 
On Wednesday the consumer credit figure for the month of August was released and showed that credit expanded 
at a $16 billion rate, a little slower than anticipated as banks increased their standards as they wanted to hedge 
their bets that a rake hike could be coming during the September Fed meeting. On Thursday the standard weekly 
unemployment related figures were released with both coming in very close to market expectations and not 
having any noticeable impact on the markets. Wrapping up the week on Thursday was the release of the FOMC 
meeting minutes from the September meeting, which held no new information and made it very clear that the Fed 
would still like to increase rates during 2015 if the data looks strong enough to support the increase. 

 
 
UPCOMING RELEASES 

 
This week is a typical week for economic news releases as far as number, but there are more potentially impactful 
releases than is typical. 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 

10/14/2015 PPI September 2015 -0.30% 

10/14/2015 Core PPI September 2015 0.10% 

10/14/2015 Retail Sales September 2015 0.20% 

10/14/2015 Retail Sales ex-auto September 2015 -0.10% 

10/15/2015 Continuing Claims Previous Week NA 

10/15/2015 Initial Claims Previous Week 269K 

10/15/2015 CPI September 2015 -0.20% 

10/15/2015 Core CPI September 2015 0.10% 

10/15/2015 Empire Manufacturing October 2015 -8 

10/15/2015 Philadelphia Fed October 2015 -1 

10/16/2015 
University of Michigan Consumer 

Sentiment Index 
October 2015 88.5 

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

 
This week the economic news releases start on Wednesday with the release of the Producer Price Index (PPI) for 
the month of September. The PPI measures the price changes at the producer level and gauges the level of current 
inflation. Expectations are for overall prices to have declined by three tenths of a percent, while core PPI is 
expected to have increased by one tenth of a percent. The difference between PPI and core PPI is that core PPI 
strips out some of the more volatile assets such as energy and fuel in order to give a better picture of true inflation 
according to the government. The PPI numbers will be looked at by the Fed as an indicator of the level of 
inflation and therefore this release could have an impact on the overall markets. Retail sales figures for the month 
of September are also set to be released on Wednesday with expectations of a very low reading as consumers 
worried about the volatility in the financial markets and did not increase spending as much as many economists 
would have liked. Retail sales excluding autos are expected to post a small decline, which means that if it posts a 
gain it could be seen as very positive for the financial markets. On Thursday the standard weekly unemployment 
related figures are set to be released with little change expected over the level seen two weeks ago. Also released 
on Thursday is the Consumer Price Index (CPI) as well as two very important manufacturing numbers. The CPI is 
expected to post numbers very close to what is expected on the PPI with overall CPI decreasing slightly while 
core CPI is expected to increase slightly. Any wide deviations from expectations could have investors rethinking 
their expectations of when the Fed will increase rates and thus the markets could react. Perhaps more important 
than the CPI numbers on Thursday are the pair of manufacturing data points that will be released, those being the 
Empire manufacturing index and the Philadelphia Fed index, both of which are expected to post negative numbers 
for the month of October. Negative numbers are bad. They indicate that manufacturing activity in the region has 
slowed down when compared to the previous month and you may remember that these numbers printed negative 
two months ago as well (Empire -14.7 and Philadelphia -6). Manufacturing is contracting here in the US and that 
could spell a big problem for the growth of the economy going forward. This could be one of the things that 
pushed the Fed to increase rates, just in case the manufacturing slowdown is a precursor to a bigger problem with 
the US economy, one that could require the Fed to have the tools available to stop a slowdown. Wrapping up the 
week on Friday is the release of the University of Michigan’s Consumer Sentiment Index for the month of 
October (first estimate). Expectations are for a slight increase over the end of September. This release will likely 
largely be ignored by the markets unless it is drastically different than expectations. 
 

 

Fun Fact of the Week – U.S. National Debt: Paid in Full  

 
The last time the U.S. was debt free was in 1835 – and it lasted only one year. Currently, the 
national debt stands at $18.4 trillion, which works out to about $57,177 per U.S. Citizen. 

 
Source: npr.org and usdebtclock.org 
 

 



 
 
Have a great week! 
Peter Johnson 
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If you would like to unsubscribe to this weekly commentary just let me know.  
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