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Company Announcement
We know that many of you have 401k plans and seek 
guidance in a world where risks can deteriorate your hard 
earned retirement assets. Therefore, we have included 
a one-page guide to 401k plan management.  With 
our three pillar investment process (macroeconomic, 
fundamentals, and technical analysis) our investment 
team will provide how a balanced portfolio might be 
positioned for better long-term results. The 401k Plan 
Manager is a “guide” for a base allocation of a Balanced 
Investment Model for an investor with 5+ years before 
retirement. It is not intended to provide specific 
recommendations regarding investment style (i.e. value 
vs. growth), market capitalization ( i.e. small cap/mid-
cap/large cap). For more information of how STA can 
assist you in 401k questions, please contact us at info@
stawealth.com.

The Wait is Over!
Reminder: Mike and I have been doing a regular show 
for six and a half years, and after having the month of 
March off, this week kicked off the STA Money Hour on 
our new station. STA Money Hour will air 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.  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. 

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 will be about you and your money. 

Week In Review:
It was a positive week on Wall Street. Larger issues 
like those showcased in the S&P 500 advanced 1.8% 
while the smaller stocks of the Russell 2000 gained 
an impressive 3.6%. Advancing securities outpaced 
decliners by a 3-to-2 margin on lighter-than-normal 
volume. Headlining the advance were Non-Cyclical and 
Technology issues while Energy lagged. 

The first quarter was certainly an interesting one overall. 
On a percentage basis this was the worst January since 
2009. Similarly, the strong rally enjoyed in March was the 
best one for that month since 2009 as well. 

What will come next? Long-term we have some 
concerns. Valuation methods are often imperfect in 
offering tactical guidance, but they can be useful in 
strategic thinking. 

Further public optimism comes with Fed Chair Janet 
Yellen’s dovish comments, which lead investors to believe 
rate hikes in 2016 will be more limited than originally 
thought. 

Friday’s U.S. employment data solved little in the Fed 
and growth debate. The headline numbers were firm but 
the unemployment rate ticked up. The workweek was 
flat overall and was down for the manufacturing sector, 
which are leading indicators. Jobs at employment service 
firms fell 6,000 and are down 60,000 in the past six 
months. Despite the 215,000 payroll gain in March, auto 
sales still managed to decline 5.5% on the month. 

Another clue about the labor market comes from 
examining the type of jobs created. While job creation 
is a good thing, not all jobs are created equally. When 
examining the breakdown of high versus low wage jobs 
we note a disturbing situation. Last month 95,000 low 
wage jobs were created while the economy lost 13,000 
high paying jobs. Another report suggests a growing 
number of Americans are finding a job is hard to get. The 
country’s job growth may be real but it does not seem to 
be satisfying. 

An additional concern is the overall state of the 
economy. One of the better forecasting systems for 
economic growth comes from the Atlanta Fed and their 
quantitative GDPNow report. This report has been mostly 
trending southward since mid-February and their current 
prediction for GDP growth in the first quarter is for a 
disappointing 0.7%. 

Earnings are certainly still under pressure. At the start 
of the year, the view was that operating earnings per 
share (EPS) growth would be +2.3% YoY; now it is -6.9%. 
For Q2, the bottom-up forecast has gone from +3.7% 
to -1.9%.  For Q1 2016, we have seen 94 S&P 500 
companies issue negative EPS guidance versus 27 that 
have raised guidance – the second highest negative 
reading in a decade.

As we tune into our indicators, we note their positive 
surge in February correctly predicted the current rally. 
However, they are now waning and are no better than 
neutral today. Further upside is possible but risk levels 
are rising.

WEEK IN REVIEW
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The Cautious Case for 
Emering Markets.
Summary

• If major central banks really are acting collectively to 
contain the trade weighted US dollar, then it just may 
be enough to put some kind of floor beneath dollar-
sensitive commodity markets and stabilize global 
economic growth for the foreseeable future.

• In such a scenario, we believe politically-stable, yet 
beaten-up emerging markets stand to benefit from 
more accommodative monetary policy, improving 
economic activity, and a return of capital flows from 
the developed world.

• It’s worth noting that emerging markets are not a 
uniform group, but they do tend to move together in 
times of crisis. These kinds of exodus events can lead 
to attractive long-term return opportunities for patient 
investors.

• While investors may benefit from holding broad-
based emerging markets exposure, we believe 
politically stable countries like Mexico, Indonesia, and 
the Philippines have the potential to outperform the 
broader basket over time for a number of country-
specific reasons.

Emerging from Hibernation
If you’ve followed my work with Mauldin Economics (“A 
Scary Story for Emerging Markets” & “On the Verge 
of a Disaster… Or a Miracle”) and Evergreen GaveKal 
(“Here We Go (Down) Again”), then you know I’ve been 
bearish on emerging markets for the past few years.

Although emerging economies accounted for the 
majority of global growth in the early years of the 
post-2008 recovery, they did so by accumulating high 
levels of debt and by expanding capacity in commodity 
markets now plagued by insufficient demand. 

With that in mind, it should come as no surprise that 
years of easy money would eventually give way to 
tightening financial conditions, that years of robust 
commodity demand would eventually give way to 
oversupply, and that yield-seeking investors would 
eventually flee back to the “safety” of US assets when 
the Fed set a course for higher interest rates.

Although the selling pressure still has not boiled over 
into full blown contagion like the Latin American 
debt crisis in the 1980s, the Mexican Tequila Crisis in 
1994, or the Asian Contagion in 1997, we have seen 
a cascading collapse in emerging market currencies 
over the last five years with poor returns for dollar-

based equity investors punctuated by a series of panic 
attacks and short-lived reflations.

Contrary to what you might expect, weaker currencies 
have not bolstered emerging market growth rates. In 
fact, it’s had the opposite effect in many countries as 
central banks had to raise interest rates in the face of 
slowing growth to limit capital outflows and forestall 
widespread defaults on dollar-denominated debts.

The results have ranged between modest drags on 
economic growth in places like India and Indonesia, 
painful slowdowns in places like South Africa and 
Mexico, and excruciating recessions in places like 
Brazil and Russia. 

To be fair, it’s difficult to lump every developing 
economy together and talk about them as a cohesive 
group. While most investors tend to access these 
markets through pooled investment vehicles like ETFs 
and mutual funds – which often become forced sellers 
in times of risk aversion – not all emerging markets are 
made in the same image.

Commodity exporters like Saudi Arabia have very little 
in common with low-cost manufacturing nations like 
Vietnam or increasingly service-oriented economies 
like the Philippines… except that they tend to correlate 
strongly in periods of panic because Western investors 
often think of emerging markets as a single asset 
class.

Though otherwise good assets and relatively promising 
economies can get sucked into the contagion when 
investors rush for the exits, these kinds of exodus 
events can lead to attractive long-term opportunities 
for patient investors who understand the differences 
between precious “babies” and dirty “bathwater.” 

Now that valuations are trading at depressed levels not 
seen since the bottom of the global financial crisis, it 
doesn’t take much more than marginal improvement 
in global commodity prices and/or a weaker US dollar 
to support a broad-based reflation in local currency 
emerging market equities and set the stage for 
an ongoing beauty contest as the most attractive 
markets rise to the top. 

Since I believe that is precisely where we stand today, 
it’s time for this bear to cautiously come out from a 
long hibernation.

FOR WHAT IT’S WORTH
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Cautious Optimism
As I explained in the last two STA Market Reports (“Did 
Central Bankers Just Save the World?” & “You Can’t 
Blame Them for Trying”), I believe emerging markets 
– along with the rest of the global economy – were 
headed for an earth-shaking crisis earlier this year.

Make no mistake. The sell-off in January and February 
was no simple correction. With the trade weighted US 
dollar on the edge of a major breakout & accelerating 
capital outflows rapidly depleting Beijing’s foreign 
exchange reserves, the odds of a disorderly drop in 
China’s currency were uncomfortably high and rising.

Amid those dual risks, Goldman Sachs called the 
unfolding emerging markets bust “the third wave 
of the global financial crisis.” I think that’s an apt 
description considering how closely G-4 central 
banks (US, Eurozone, Japan, & China) were flirting 
with mutually assured destruction before meeting on 
the sidelines of February’s G-20 gathering of central 
bankers and finance ministers in Shanghai.

In fact, I think we may have come as close to a global 
shock as the near break-up of the Eurozone in 2012. 
But just as it seemed a global crisis was unavoidable, 
everything changed and risk assets rallied across the 
board.

What looked at first like simple short-covering from 
oversold territory started to look more and more like 
a coordinated effort to set the world on a different 
course, much like the Plaza Accord in 1985 but in a 
quieter, subtler way. 

“Everyone at the G20 table realized that monetary 
policies involving a currency devaluation by the 
Europeans and Japanese, or monetary policies 
involving currency appreciation by the US, would 
be counterproductive,” says Jeffries’ Chief Market 
Strategist and former Fed insider David Zervos.

Instead of a currency war going nuclear, it appears 
we’re getting a fragile truce combined with a fresh 
dose of fiscal stimulus in China and Japan.

That’s the cautious case for emerging markets.

If we really are seeing major central banks act 
collectively to (1) weaken (or at least contain) the 
trade weighted US dollar, (2) stem capital outflows 
from China, and (3) stimulate credit growth in Europe, 
then it just may be enough to (4) put some kind of 
floor beneath dollar-sensitive commodity markets and 
(5) stabilize global growth for the foreseeable future.

Keep Calm & Carry On
Without major reforms around the world, I can’t say 
this next chapter will be all that exciting in terms of 
global growth. But positive signs are already starting 
to shine through all the negative Q1 economic data 
both in the United States and across the emerging 
world.

With the latest ISM manufacturing and 
nonmanufacturing releases signaling a re-
acceleration in US real GDP growth, the risk of a US 
recession dragging the rest of the world down with it 
may be receding. And while a modest improvement in 
US economic activity may push inflation higher in the 
coming quarters, Federal Reserve Chairwoman Janet 
Yellen has made it pretty clear that she’s willing to let 
the economy run hot in an effort to tiptoe around the 
risks posed by the strong US dollar. 

It’s a healthy combination for emerging markets that 
promises to support both trade and capital flows 
as long as the Fed remains accommodative, the US 
dollar remains in check, and conditions actually start 
to improve across the emerging world as domestic 
central banks shift toward more accommodative 
policies.

FOR WHAT IT’S WORTH
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As you can see in the chart below, that scenario 
is looking more probable as emerging market 
manufacturing activity is back in expansion mode for 
the first time in almost a year as the US dollar weakens, 
commodity prices start to firm, and the emerging 
market carry trade broadly resumes.

Again, it’s a bit early to make bold predictions about 
the future direction of global growth, but the range of 
probable outcomes is becoming more balanced with 
the looming risk of trouble in Europe or Japan should 
the US dollar weaken too quickly or too extensively.

For now, it appears that the US dollar is fairly limited 
on the upside with a handful of reasons to believe it 
could weaken in the coming quarters. And in either 
event, emerging markets could be among the biggest 
beneficiaries as more favorable macro conditions 
intersect with depressed valuations.

While my colleagues and I on the STA investment 
committee have already added some broad emerging 
markets exposure in the last week to take advantage 
of a possible reflation as the year marches on, we are 
also taking a more targeted approach to grow the 
allocation by focusing on politically stable markets 
like Mexico, Indonesia, and the Philippines. We believe 
these markets are driven by different risk factors that 
we believe are capable of outperforming the broader 
basket.

To be clear, this is not a pound-the-table, bet-the-
farm kind of investment; but we do believe a targeted 
allocation to emerging markets may provide attractive 
long-term returns at current valuations as these 
markets start to stabilize, capital flows return, and an 
upside scenario starts to materialize.

-Worth Wray, 
Chief Economist & Global Macro Strategist
STA Wealth Management

FOR WHAT IT’S WORTH



DOW AND S&P 500 NEAR FOURTH QUARTER HIGHS... 
The chart below shows the Dow Industrials moving 
closer to a test of its fourth quarter highs near 18,000. 
Given the steepness of the recent rally, it might run 
into some resistance there. But its trend is still higher.

The chart below shows the S&P 500 moving closer to 
a resistance line drawn over its May/November highs. 
It may meet some resistance there as well. However, 
its trend is higher with moving average support for the 
large cap indexes likely near their 200-day averages.

THE MARKETS

TRADING RANGE AND RESISTANCE ZONE...

In March through August 2015 the S&P 500 index was 
in a trading range of 2040 to 2120 (approximately a 4% 
range for 6 months). I am referring to this in the chart 
below as the resistance zone.  In August that range was 
broken to the downside, and is now in a larger trading 
range of the October 2014 lows (1820) and 2100 (a 
range of approximately 15%).  

S&P 600 SMALL CAP INDEX TESTS RESISTANCE LINE...

The S&P 600 Small Cap Index ($SML) is trying to clear 
its 200-day average. The chart shows it doing that over 
the past week. It also shows, however, that the SML is 
testing a falling trendline drawn over its June/December 
highs. The SML/SPX ratio (top of chart) shows that small 
caps have been gaining on large caps since February, but 
is also testing the same falling trend line. A close above 
those trend lines would give a big boost to small caps, 
and broaden out the market rally.  We purchased small 
caps in our model portfolios in early March and will watch 
these levels carefully.



The Sector Relative Rotation Model shows what sectors of the S&P 500 are strengthening and what 
sectors are weakening relative to the index. In other words, what is driving returns versus detracting from 
them.

The chart below (updated through April 4, 2016) indicates relative strength (relative to the S&P 500 
Index). Utilities, Materials, Technology and Industrials are leading relative to the S&P 500. Financials, 
Healthcare, and Consumer Discretion stocks have lagged. Consumer Staples indicates weakening, and 
Energy and Small Cap Stocks indicate improvement in the model.  Keep in mind while this model is 
helpful to analyze sector strength in the S&P 500, it is one tool and should be used with a comprehensive 
investment discipline. 

 

 Note: There are four quadrants on the chart:

• Leading (Green) – strong relative strength and strong momentum

• Weakening (Yellow) – strong relative strength but weakening momentum

• Lagging (Red) – weak relative strength and weak momentum

• Improving (Blue) – weak relative strength but improving moment

SECTOR RELATIVE ROTATION MODEL

Sector Relative Rotation Model



401k Plan Manager
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401K PLAN MANAGER

Domestic Stocks
Federal Reserve Chairwomen Janet Yellen last week said “caution is especially 
warranted” which means she is downbeat on growth. The market liked the news since 
that meant the Fed is less likely to tighten interest rates…but who didn’t know this 
already.  It cannot be lost on investors that the Fed is less of a sustainable positive force 
for the equity markets at current stretched valuations. Janet Yellen will continue to hold 
policy rates negative in real terms as far as the eye can see.  

The chart shows the S&P 500 moving closer to a resistance line drawn over its May/
November highs. It may meet some resistance there as well. But its trend is higher with 
moving average support for the large cap indexes likely near their 200-day averages.

International Stocks
The reflation theme is being underscored by the softening in the U.S. dollar index after 
failing not once, but twice, at the 50-day moving average recently.  Clearly this is one 
of the Federal Reserve’s goals. (Janet Yellen carefully isolated two sources of concern 
– China and Oil…and both can be remedied by a weaker U.S. dollar.  This is music to 
the ears of the U.S. manufacturing sector, emerging markets and commodities. Also, 
aggregate global export volumes are down 1% from year-ago levels – without the 
world being in recession. It is partly weakness in global demand, to be sure. 

The Vanguard Total International Stock ETF (VXUS) is looking more constructive from 
a technical perspective with the 20-day moving average moving above the 50-day 
moving average (MA) in recent weeks.  The longer-term technical indicator of the 50-
day MA moved below the 200-day MA in August of 2015.  It would be better to see that 
50-day move above the 200-day once again, but the improvements are worth noting.

Bonds 
Bonds are little changed in all the risk-on investment activity, but the hard work has 
been done already as Treasuries are experiencing their best quarter in nearly four 
years.  The 10-year note yield (started the year at 2.27% and now sits at 1.87%)…and 
after moving below the 50-day moving average, a test of 1.7% or possibly lower, is a 
reasonable expectation over the near term.  When Japanese Government Bonds are 
-0.1%, German Bunds are 0.14%, French Oats are 0.48%, and U.K. Gilts are 1.39%, one 
can appropriately consider 1.8% on the 10-year U.S. Treasury not the smartest kid in 
summer school. 

Cash 
Being fully invested may sound great to many, but may expose you to more risk and it 
prevents you from responding to opportunities.  Central banks around the world have 
driven the returns on cash to zero, and have caused distortions in the prices of more 
volatile assets.  Those policies will likely lead to more risk.  Potentially sacrificing a 
little upside by holding cash is a good trade for having a cushion if this grand central 
bank experiment goes awry.good trade for having a cushion if this grand central bank 
experiment goes awry.

Domestic Stocks International Stocks

Bonds Cash

30% 10%

40% 20%

CURRENT WEIGHT CURRENT WEIGHT

CURRENT WEIGHT CURRENT WEIGHT

CURRENT 
ALLOCATION

*The 401k Plan Manager is a “guide” for a base allocation of a Balanced Investment Model for an investor 
with 5+ years before retirement. It is not intended to provide specific recommendations regarding 
investment style (i.e. value vs. growth), market capitalization ( i.e. small cap/mid-cap/large cap). For more 
information of how STA can assist you in 401k questions, please contact us at info@stawealth.com.
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REMINDER

Go check out the new and improved www.stawealth.com.  Let us 
know what you think, we look forward to hearing from you! 

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

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

Worth Wray, Chief Economist & Global Macro Strategist

Mike Smith, President

Andrei Costas, Senior Investment Analyst (Equity Strategies)

Nan Lu, Senior Investment Analyst (Fixed Income Strategies)
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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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