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STA Wealth Management is proud 
to announce the new home for 
our Radio Program The STA 
Money Hour, is KPRC AM 950.
Reminder: STA Money Hour airs daily from 12-1PM 
Monday through Friday. You will now have access to 
stream STA Money Hour from your smart phone by 
downloading the iHeartRADIO App. 

We will be discussing markets, far-reaching policy 
decisions by U.S. and international governments, and 
investment opportunities across business sectors 
and around the world. We will also cover the most 
important topics around wealth accumulation and 
retirement.  Simply, the show is about you and your 
money.

Recent Interviews from The STA Money Hour
Thursday, April 21st, Edgar Pelaez
Edgar Pelaez, Managing Director at Avanssara, LLC a 
management and strategy consulting company and 
President of AIC Energy, LLC a technology startup 
venture for enhanced hydrocarbons recovery and 
stimulation. He is an international operations executive 
with broad experience in the oil and gas services 
sector and deep knowledge of the oil and gas industry 
in general. During the interview they discussed Oil, 
Inventory, Production and Doha.

Wednesday, April 13th, Wayne Best
As Head of Business and Economic Insights for Visa 
Inc., Wayne Best is the in-house chief economist and 
resident prognosticator for the trillion-dollar American 
payments industry. Combining a passion for business 
with an engineer’s logic, Wayne has a knack for 
translating econometric analyses into plain English. In 
other words, he can explain and forecast the complex 
relationships between business and economic trends 
and the consumer’s ability to spend, save, and pay 
down debt.

Because he stays close to the underlying dynamics 
of the business, Wayne offers a unique perspective 
on both industry and global trends and is frequently 
quoted in the media and appears on television. He 
also travels the world explaining the economic forces 
shaping the future, consulting with client executives 
and Federal officials as well as presenting at 
conferences from London to Singapore and throughout 
the U.S.

Before joining Visa in 1990, Wayne worked as a 
consultant providing cost benefit analyses to the 
power industry. He holds an M.B.A. in management 
from Golden Gate University and a B.S. in nuclear 

engineering from Arizona State University. He has 
participated in the Kellogg School of Management 
Executive Program and the Stanford Executive Series.

Wednesday, April 13, William C. Dunkelberg
Chief Economist for the National Federation of 
Independent Business since 1971, Dunkelberg is 
a nationally known authority on small business, 
entrepreneurship, consumer behavior and consumer 
credit and government policy. He is also a Professor of 
Economics at the School of Business and Management, 
Temple University, where he served as Dean from 1987 
through 1994 and as Director of the Center for the 
Advancement and Study of Entrepreneurship. His prior 
appointments were at the Krannert Graduate School 
of Management, Purdue University, the Graduate 
School of Business, Stanford University and the Survey 
Research Center at the University of Michigan. He 
served as an adviser to the secretary of Commerce, 
and was appointed to the Consumer Advisory Council 
of the Federal Reserve System in 1989 for a two-
year term. He has a B.A., M.A. and Ph.D. degrees in 
Economics from the University of Michigan.

COMPANY ANNOUNCEMENT
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As we have discussed on the show and written about 
in a series of recent STA Weekly Market Reports 
(“Did Central Banks Just Save the World,” “You Can’t 
Blame Them for Trying,” & “Our Currency is Everyone’s 
Problem”), we believe that the world’s largest central 
banks (including the Fed, the European Central Bank, 
and the Bank of Japan) are quietly coordinating their 
policies to contain the US dollar, stave off a Chinese 
currency devaluation, and prevent an epic wave of 
defaults in the global oil market.

So far, it appears to be working.  

China is stabilizing; emerging markets are showing 
signs of life; and it looks like the US economy is holding 
up after flirting with recession in Q1 2016.

As the trade-weighted dollar has softened in recent 
months, oil prices have bounced from $26 per barrel 
to $44, emerging markets have seen their largest rally 
in years, credit spreads have come in dramatically, and 
the S&P 500 is approaching all-time highs despite an 
ugly earnings season.

Though we are glad to have anticipated and capitalized 
on recent developments, it’s important to keep in mind 
that this recent “stability” comes with a price and 
ultimately raises the odds of a painful shakeout in the 
coming years (if not the coming quarters).

While central banks can’t fix the global imbalances 
associated with high debt, excess capacity, aging 
demographics, rapid technological change, or volatile 
capital flows; but they can defer the shakeout for 
a while longer and create a number of investable 
opportunities with longer time horizons than you’d 
think.

With all that in mind, we are cautiously optimistic on 
the short-term opportunity set with an appreciation 
for the very real long-term risks. While we have raised 
our portfolio exposures to investments like MLPs 
and emerging markets in recent weeks; but remain 
conservatively positioned with a focus on downside 
protection.

Contributed By:

Worth Wray
Chief Economist & Global Macro Strategist 
STA Wealth Management
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Earnings season for the first quarter of 2016 is now underway. As of April 21, 2016 the expectation is that the 
S&P 500 will see a Y/Y earnings decline of 8.03%. With such negative earnings growth expectations, it comes 
as no surprise that thus far results for the first quarter have come in largely ahead of expectations.

Looking at the S&P 500 in its entirety, we have had 111 companies report thus far, and have seen nearly 77% 
report earnings per share results ahead of expectations. Add to that nearly 14% that have reported earnings 
inline with expectations and you are left with less than 10% having missed their mark for the quarter thus far. 

Our biggest concern on the earnings front has been for the energy sector which has negative expectations for 
earnings growth at -109.33% and is widely expected to post a loss for the quarter. Other notable detractors 
from S&P earnings growth for the first quarter are expected to be Materials (-16.9%), Industrials (-7.2%), and 
Financials (-6.2%). 

Two bright spots continue to be Consumer Discretionary and Healthcare sectors expected to growth earnings 
per share at rates of 11.27% and 3.51%, respectively. 

  

EARNINGS



As we have written previously, top line revenues have 
been disappointing over the last several quarters. 
The strong US dollar has been partially to blame, so 
we continue to monitor revenue reports to see if the 
more recent weakening of the US dollar begins to 
show through in the numbers. As of April 21, 2016 we 
have approximately 58% of the companies that have 
reported earnings exceed their revenue estimates. 

Equity markets have been on a steady upward climb 
since mid-February. This after a sharp decline to start 
2016. As markets have recovered lately we have seen 
the valuation of the S&P 500 move above their 15 
year historical averages on a forward P/E basis. On 
a forward P/E basis, the S&P 500 trades at 17.88x 
compared to the 15-year historical average of 15.98x. 

Looking at valuation levels across sectors, we 
continue to see overvaluation for the energy, 
consumer staples, and utilities sectors but do see 
a number of other sectors that are more attractive 
on a forward P/E basis. It is important to note on the 
energy sector that if over the coming quarters we 
see earnings improve, we should see the forward P/E 
normalize lower from its current level. The table below 
provides a sector by sector comparison of forward 
P/E’s versus the 15 year historical averages. 

While valuations are an integral part of our 
investment process, it is worth noting that it is only 
one of many factors we examine on a continual basis. 
In addition to the work we do to understand current 
valuation levels and how they compare to historical 
levels, we also closely monitor the macroeconomic 
environment, sector fundamentals, and technicals. 

Portfolio Changes: Bought Schwab Emerging 
Markets Equity ETF (SCHE)

On March 30, 2016 we began to build our exposure to 
emerging markets by adding the Schwab Emerging 
Markets Equity ETF (SCHE) to the tactical strategy at 
an average gross price of $20.86. SCHE now makes 
up 5% of the tactical strategy, or 2% of the balanced 
model. 

The reason we decided to add SCHE was in order 
to play a reflation theme we recently discussed in 
our weekly market report. What we noticed was a 
substantial shift in global central bank policy that 
appeared to signal a coordinated effort to weaken the 
US dollar and thus help support a reflation of beaten 
up emerging market equities. 

EARNINGS/VALUATIONS/PORTFOLIO CHANGES



Portfolio Changes: Bought iShares MSCI Mexico 
Capped ETF (EWW)

On April 6, 2016 we bought the iShares MSCI Mexico 
Capped ETF at an average gross price of $51.85. EWW 
now represents 2.5% of the tactical strategy, or 1% of 
the balanced model. 

Including exposure to Mexico within our basket of 
emerging market equities allowed us to gain exposure 
to an emerging market that is also one of the 
largest U.S. trade partners. In 4Q2015, Mexico saw 
economic growth decelerate because of the impact of 
slowing exports and a reduction in investment. This 
slowdown, along with the drag created by the strong 
U.S. dollar has contributed to a negative price return 
for the Mexico ETF (ARCA: EWW) of approximately 
-11% over the last 12 months. Looking even further 
back we have seen EWW decline 24% over the last 
three years as emerging markets have been out of 
favor.  

However, our Mexico exposure is an emerging 
market/commodity reflation story. If our thesis of an 
emerging market reflation aided by a weaker dollar 
plays out, we would expect improvement for the 
Mexican economy and appreciation in Mexican-linked 
equity prices. This is particularly true, as Mexico does 
have exposure to oil which we expect would see more 
stability in a weaker dollar scenario. 

Portfolio Changes: Bought Market Vectors Indonesia 
Index ETF (IDX)

On April 6, 2016 we also bought the Market Vectors 
Indonesia Index ETF (IDX) in the tactical strategy at 
an average gross price of $20.87. IDX now represents 
2.5% of the tactical strategy, or 1.0% of the balanced 
model.  

Indonesia is the largest economy in Southeast 
Asia and offers in our view the most significant 
upside in a reflation scenario. Heavy industry and 
manufacturing are main growth engines accounting 
for approximately 24% of total output. Commodity 
linked sectors like mining, account for another 12% 
of total GDP. The other main component of total GDP 
for Indonesia comes from the service sector where 
approximately 38% of GDP originates.  We would 
expect these areas to reap considerable benefit 
from a weaker dollar and emerging market reflation 
scenario.

Source: Stockcharts.com

PORTFOLIO CHANGES



Portfolio Changes: Bought iShares MSCI Philippines 
ETF (EPHE)

On April 6, 2016 we also bought the iShares MSCI 
Philippines ETF (EPHE) in the tactical strategy at an 
average price of $35.81. EPHE now represents 2.5% 
of the tactical strategy, or 1.0% of the balanced 
model.

Source: Stockcharts.com

The Philippines is among the fastest growing 
economies in Southeast Asia. As macroeconomic 
fundamentals have improved there, we have seen 
the Philippines’ sovereign investment ratings get 
rerated higher. Moody’s recently put out a report 
discussing the outlook for the Philippines and pegged 
GDP growth for the island nation at 6% for 2016. This 
would be an improvement from the 5.8% GDP growth 
experienced in 2015. 

Infrastructure spending and an improving 
consumption picture is driving a lot of the 
accelerating economic growth in the Philippines. 
Combined with the fact that a large part of this 
growth is generated internally, the country has 
managed to show buoyancy even in a challenging 
economic environment in other parts of the world.

Contributed By:

Andrei Costas
Senior Invesment Analyst 
STA Wealth Management

Important Disclosure:

It is important to note that clients may have entered into and/
or exited out of these positions at different times due to varying 
factors, which include the use of different brokers (Schwab and 
Fidelity), therefore; the entry price/exit price is the average unit 
price, gross of transaction fees. The performance figures above 
are based on market performance during a specified time, not 
portfolio performance.
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FIXED INCOME

Fixed income plays two main long-term roles in the 
overall investment portfolio: 1) helps preserve capital 
by hedging against equity volatility, especially during 
economic and market downturns; 2) generates 
current income. With these two mandates in mind, 
it may be helpful to review our current fixed income 
allocations. 

The fixed income strategy is now comprised of two 
major components: 77% in individual bonds and 23% 
in bond funds.

We hold a higher 
allocation to individual 
bonds within the 
fixed income 
strategy because of 
a number of benefits 
they provide. First, 
they provide an 
effective way to 
manage interest 
rate risk. When 

market prices of bonds decline as the result of 
rising rates, individual issues allow investors to 
hold bonds to maturity, collect coupon payments 
and get principal fully returned.  Second, individual 
bonds increase portfolio transparency which allows 
for more active risk management. Individual bonds 
permit us to continuously monitor the credit quality 
of each holding and reduce or eliminate exposure 
if we see its credit quality deteriorate. Third, 
owning individual bonds eliminates management 
fees charged annually by bond funds. In a low yield 
environment, management fees charged by bond 
funds that typically range between 0.2%-0.5% 
annually are substantial. While bond funds have a role 
in a portfolio, owning individual bonds does reduce 
expenses in a meaningful way. Fourth, individual bond 
holdings can be customized to meet an individual’s 
specific income needs, increase tax efficiency, 
and achieve an acceptable risk level. To maximize 
after-tax returns, we typically purchase investment 
grade domestic corporate bonds for tax deferred 
accounts and municipal bonds for taxable accounts. 
Occasionally, we add lightly-weighted high yield 
bonds to boost portfolio yields after thorough credit 
analysis.  

A smaller share of the fixed income strategy is 
allocated to fixed income funds. The goal with these 
bond funds is: 1) Broaden portfolio exposure and 

diversify across multiple fixed income asset classes, 
including non-U.S. developed, emerging market, 
securitized products (MBS, CMBS, ABS), high yield, 
and bank loans; 2) Enhance portfolio liquidity as they 
may trade more frequently than individual bonds.

We carefully research and choose bond funds by 
balancing the goals of capital preservation and 
income generation as bonds with lower credit 
quality provide higher income but also have a higher 
correlation to equity markets. 

BIV (Vanguard Intermediate-Term Bond ETF) is 
currently held in the fixed income strategy as holdings 
in this fund include government debt investment 
grade corporate bonds. These underlying investments 
are expected to perform well when risky assets 
perform poorly and investors seek safety. This is 
confirmed by its historical negative correlation with 
the S&P 500 index. It is important to note that BIV 
is a low cost passively managed index fund. In our 
view, the high quality (average credit rating of AA) of 
the underlying bonds along with their well-defined 
investment targets eliminate the need to pay an 
active manager to cherry-pick individual securities. 
Keeping tax sensitivity in mind, we substitute BIV with 
MUB (iShares National Muni Bond ETF), a tax-free 
fund that share similar characteristics with BIV, in 
accounts with a higher tax burden. 

*BIV is replaced by MUB, a munis index ETF, in taxable 
accounts with high tax bracket. BIV: Vanguard 
Intermediate-Term Bond ETF; JSTIX: John Hancock 
Income Fund Class I; PIMIX: PIMCO Income Fund I Class; 
MUB: iShares National Muni Bond ETF; VIPIX: Vanguard 
Inflation-Protected Securities Fund I Shares. All Bond 
funds except for BIV have been implemented, BIV is 
currently traded at a significant premium over its NAV (net 
asset value). We will enter the positons when the premium 
narrows. 



FIXED INCOME

Additionally, we include JSTIX (John Hancock Income 
Fund Class I) and PIMIX (PIMCO Income Fund I Class) 
in the multiple sector bond category, in which active 
fund managers have the freedom to pick countries, 
sectors, and securities that are expected to generate 
above-market returns. These are funds with solid 
track records, highly rated by Morningstar and that 
have generated positive returns over the last 5 years. 
The fund managers of PIMIX were named Fixed-
Income Fund Managers of the Year for 2013. These 
two funds are expected to generate higher returns 
than BIV and MUB. With short duration, they help 
mitigate interest rate risk in the overall portfolio. 
More importantly, these funds add diversification 
benefits by providing exposure to multiple fixed asset 
classes, including mortgage-backed securities, non-
US developed and emerging market debts. 

*MF: mutual fund; TTM: trailing twelve months; 
IG: investment grade; HY: high yield; Securitized: 
Including agency and non-agency MBS, ABS, and 
CMBS; EM: emerging markets.

Lastly, we recently added VIPIX (Vanguard Inflation-
Protected Securities Fund I Shares) to both the 
Income with Growth model and the Fixed Income 
models, in which fixed income is larger proportion 
of the entire portfolio. A real challenge for fixed 
income is inflation which erodes the purchasing 
power of interest earned on investments. This risk 
is typically mitigated by holding equity positions 

in a portfolio. However, in models with little or no 
exposure to equities, it is important to include an 
inflation protected exposure that will reduce this 
risk. VIPIX, whose interest and principal payments 
are periodically adjusted for inflation provides this 
within the fixed income strategy. This is particularly 
important right now, as the market is factoring in 
low inflation into bond prices. Any increased wage 
pressure or quick turn-around in commodity prices 
could push inflation significantly higher than current 
expectations. Again, VIPIX helps guard against this 
risk.
Contributed By:

Nan Lu
Senior Invesment Analyst 
STA Wealth Management

 



REMINDER

STA Wealth Management is committed to bringing our clients the best financial planning 
and investment advice in the industry.  I encourage you to visit our website www.stawealth.
com for more information about how we may be able to serve you and new commentary 
expressing our views on timely financial planning and investment management topics. 
Also, remember The STA Money Hour airs daily from 12-1PM Monday through Friday. You 
now have access to stream STA Money Hour from your smart phone by downloading the 
iHeartRADIO App.  Our new station allows us to reach far more listeners, and Mike and I look 
forward to helping even more investors make smart decisions with their money.  

if you have any questions, please feel free to email me at luke@stawealth.com. Have a great week!

Luke Patterson 

STA Wealth Management Investment Committee

Luke Patterson, CEO & Chief Investment Officer

Mike Smith, President

Worth Wray, Chief Economist & Global Macro Strategist

Andrei Costas, Senior Investment Analyst

Nan Lu, Senior Investment Analyst
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Disclaimer:

Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees 
of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product (including 
the investments and/or investment strategies recommended or undertaken by STA Wealth Management, LLC), or any non-investment 
related content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical 
performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing 
market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should 
not assume that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized 
investment advice from STA Wealth Management, LLC. Please remember to contact STA Wealth Management, LLC, in writing, if there are 
any changes in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous 
recommendations and/or services. STA Wealth Management, LLC is neither a law firm nor a certified public accounting firm and no portion 
of the newsletter content should be construed as legal or accounting advice. A copy of the STA Wealth Management, LLC’s current written 
disclosure statement discussing our advisory services and fees continues to remain available upon request.
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