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Company Annoucement 
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. 

Week in Review
Stocks continued their winning ways with the Dow 
rising 1.85 percent while the small cap Russell 2000 
jumped 3.08 percent last week. The advance was 
confirmed with about four stocks advancing for every 
one that fell in price. In addition, new highs swamped 
new lows. 

In a world where interest rates have gone negative 
in many countries, investors are being faced with a 
conundrum. Even though the stock market is closing 
in on previous highs, investors are interpreting recent 
movements in a variety of ways.  Do you add more risk 
to your portfolio, or do you sell everything and hide?  
Of course, when the stock market has been locked in 
a trading range since the end of 2014, it is not unusual 
for investors to become a bit antsy. 

The end of Quantitative Easing is forcing investors to 
return to their roots when it comes to stocks. Those 
roots are valuations and earnings. Valuation levels are 
somewhat extended with the S&P 500 trading at an 
18.4x trailing price-to-earnings multiple (historical 
average is 15.8x).  You would never know corporate 
earnings are facing the fourth straight quarter of 
negative earnings growth.  

I’m not saying it’s a bubble, but the multiple is pressing 
against a one standard-deviation event, which means 
it’s expensive.  Either that, or the market see an 
earnings bounce ahead.  Valuations are a constraint.

Additionally, we have previously seen a lot of share 
buybacks going on as companies were trying to get 
more money back into the hands of their shareholders. 
Harvard Business Review found that from 2003 – 
2012 S&P 500 companies spent 54% of their profits 
buying back shares. They spent another 37% paying 
dividends, which have not left much for trying to grow 
their businesses. Much of this can be attributed to 
the financial crisis and poor economic policies which 
discourage business risk. We cannot expect the same 
level of share support in the future, so stocks will 
remain in limbo a bit longer. However, this should be 
good for a return of common sense investing in smaller 
and more value oriented stocks. 

A few thoughts on emerging markets. Our Investment 
Committee has been advocating for some additions to 
emerging markets. This is a group that has been out of 
emerging markets for more than a few years. 

The emerging market equity complex has been 
performing well. It is now up 6.6% for the year.  The 
peaking of the U.S. dollar, the growth stability we are 
seeing in China, and the policy easing we are observing 
have given emerging markets a shot in the arm.

In the past week alone, we have seen the likes of 
central banks in India, Singapore, Indonesia, Turkey, 
Hungary, and Taiwan ease monetary policy.  Just some 
thoughts for you to consider as we navigate these 
interesting times.

WEEK IN REVIEW 5 Key Retirement Decisions Webinar
Thursday, April 28th at 1:30pm

Click Here to Register Now

https://cc.callinfo.com/r/1jyfllk08y0w1&eom


Does Doha Matter?
Summary

• In the wake of recent events, the global oil market has 
a lot of new risk to digest.

• While global supply and demand fundamentals are 
clearly moving in the right direction, Saudi Arabia is 
now threatening to “sell at every opportunity” if other 
major oil producers (namely Iran) continue to increase 
their production.

• Investors may shrug off those fears for now, but we 
cannot rule out an oil correction into the mid-$30s as 
investors digest these risks or a deeper fall into the 
$20s if the Kingdom follows through on its threats.

• Barring a Saudi shock and/or a renewed breakout on 
the US dollar, we are cautiously optimistic on energy 
and energy-related assets and will look for buying 
opportunities if the markets pull back.

Eighteen oil-producing countries met in Doha, Qatar 
this past Sunday to formalize a temporary freeze on 
roughly half of the world’s oil production.

By Sunday morning, a statement had already been 
drafted and leaked to the press. It supposedly looked 
like a done deal; but even after relaxing the original 
agreement and removing any non-binding language, 
Saudi Arabia refused to take part in any accord that did 
not include Iran.

“If all major producers don’t freeze production, we 
will not freeze production,” said Deputy Crown Prince 
Mohammed Bin Salman Al Saud. “If we don’t freeze, 
then we will sell at any opportunity we get.”

That’s essentially what we’ve been hearing for 
several months… with an ominous twist. Rather than 
simply refusing to freeze and waiting for higher cost 
production to decline, Saudi Arabia could flood the 
oil market like Houston, TX after Monday night’s epic 
rainstorm.

According to the estimate above from the International 
Energy Agency (IEA), Saudi Arabia has roughly 2 million 
barrels per day (bpd) in spare capacity with more than 
1 million bpd ready to pump on command. In other 
words, the House of Saud could more than double the 
current 1.5 million bpd global supply glut and send oil 
prices crashing to a new low if it so desires.

Such an aggressive strategy would obviously take its 
toll on the Kingdom’s finances; but as we’ve seen since 
2014, the Saudis have the resources to outlast most of 
their competition.

FOR WHAT IT’S WORTH



As you can see in the chart below, the Saudis still 
haven’t responded to Iran’s 14% production increase 
since it emerged from international sanctions this 
past January; and it doesn’t take much imagination to 
see the Deputy Crown Prince following through on his 
promise to protect its market share.

The one saving grace here is that not all crude oil is 
the same. While Saudi Arabia may be able to pump 
out a lot of additional oil, it’s generally poorer quality, 
heavy sour crude. That may be why the Deputy Crown 
Prince said “we will sell at any opportunity we get.” 

The Saudis are price takers, not necessarily price 
makers. And while they may want to flood the market, 
they may have to accept even lower prices to bring 
that oil to market. Normally, selling finite resources at 
basically no profit might look like a losing proposition; 
but bear in mind that the Crown Prince Mohammed 
Bin Salman is not just the Chairman of the Supreme 
Petroleum Council. He’s also the Saudi Minister of 
Defense at a time when Saudi Arabia and Iran are very 
much at war.

There’s no way to know what Saudi Arabia will or 
won’t do in the coming months; but you’d think the oil 
market would interpret the failure to freeze at Doha 
along with the reasonable prospect of higher Saudi 
production as distinctly bearish developments.

So why then was WTI crude oil down only 1.4% on 
Monday and why was it up more than 3% on Tuesday?

WTI Crude Oil
(April 13 – 19, 2016)

Because sometimes real life is stranger than fiction. 

Just as the long awaited deal to freeze roughly 
half the world’s oil production was breaking down 
on Sunday, a labor strike in Kuwait temporarily 
accomplished what the delegates in Doha could not.

1.7 million bpd came offline virtually overnight 
as OPEC’s fourth largest producer saw its daily 
production fall 60% from 2.8 million bpd to 1.1 million 
bpd. Had the strike dragged on, it would have been 
more than enough to bring global supply back in line 
with global demand; so, of course, investors shrugged 
off the Doha disappointment and the prospect of 
higher Saudi production.  

Rather than crashing, oil markets stabilized by the 
end of the day on Monday and soared by more than 
3% on Tuesday… until the strike ended as quickly as it 
began. 

Now that Kuwait is coming back online with its full 2.8 
million bpd, the global oil market has a lot of new risk 
to digest.

FOR WHAT IT’S WORTH



I’ve heard a number of comments over the last 48 
hours like “Doha didn’t matter,” but I’m not sure that’s 
true. We’re not just talking about some irrelevant 
failure to freeze production as the global market 
steadily tightens. Instead, we may look back on 
Sunday’s breakdown as an anti-freeze that set the 
stage for the next Saudi offensive.

Again, there’s really no way to know for sure what Saudi 
Arabia will do in the coming months. It’s a risk that 
bears watching as we play a tightening energy market 
in a world that is starting to stabilize on dovish Fed 
policy, the weakening US dollar, and aggressive Chinese 
stimulus.

Barring the risk of a Saudi splash, there are good 
reasons to be optimistic about oil prices and energy-
related assets over a six-month horizon.

For starters, the trade weighted US dollar appears to 
have peaked in late January and may now be contained 
for the foreseeable future (see “Did Central Banks Just 
Save the World?”, “You Can’t Blame Them for Trying”, 
& “Our Currency is Everyone’s Problem”). It may not 
be the only driver in the weeks ahead, but a soft dollar 
clearly supports oil prices.

On a related note, a soft (or at least contained) US 
dollar and shallow US interest rate trajectory is also 
setting the stage for more accommodative monetary 
policies in a number of emerging markets that have 
been forced to defend their currencies with painfully 
high interest rates in recent years. As long as that 
admittedly fragile trend continues – and I think it can 
as long as the US dollar remains relatively weak and 
commodity prices remain relatively elevated – it could 
easily lead to accelerating demand in markets that 
now account for more than 50% of the world’s crude 
appetite.

Moreover, the supply-side fundamentals are clearly 
moving in the right direction as higher-cost wells 
decline in the face of deep 2015 and 2016 capital 
investment (CAPEX) cuts.

While I’ve long been in the minority in rejecting the 
conventional “lower for longer” view on the energy 
markets, sentiment has shifted in recent months with 
a growing awareness that the oil market is coming 
back into balance. 

For example, the International Energy Agency – who 
warned in November 2015 that the world was “awash 
in oil” with no rebalancing in sight – now projects that 
the current 1.5 million bpd glut could shrink to just 
200,00 by year end as global supply falls back in line 
with global demand. That’s roughly in line with what I’ve 
been writing since last fall. 

FOR WHAT IT’S WORTH



Capitalizing on that view requires a thoughtful 
strategy. 

This isn’t the time to load up on high risk-energy stocks 
or pile in to energy-related junk bonds. The forecast 
may be improving, but with Saudi spare capacity still 
hanging over our heads (along with a number of major 
macro risks), the storm has not necessarily passed. 

Yes, current yields are high on these assets; but with 
so many firms still staring down default at current oil 
prices, investors only win if the reflation continues.

Midstream master limited partnerships (MLPs), on the 
other hand, are a different story. While the broad MLP 
universe collapsed with oil prices in 2014 and 2015, the 
underlying cash flows from contract-secured pipeline 
and storage assets have proven far more durable 
than their upstream exploration & production (E&P) 
clientele with far less correlation to energy prices. 

While MLPs can sell-off right along with other energy-
related assets in the event that the US dollar breaks 
out or oil prices crash once again, we believe that high 
and relatively secure distribution yields compensate 
for that risk as investors are paid handsomely to wait 
for what could be a dramatic price recovery in due 
time.

MLPs may not provide the most upside to an energy 
recovery; but we believe this is a time for caution, not 
heroics. 

While it appears now that freeze expectations have 
mattered less in recent months than a weaker US 
dollar, stabilizing global growth, and imminent signs of 
steep production declines in the United States, Mexico, 
Venezuela, and Colombia; it’s hard to dismiss what the 
Doha disappointment and the Saudi threat mean for 
markets.

-Worth Wray,  
Chief Economist & Global Macro Strategist 
STA Wealth Management
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OVERBOUGHT DOW UP AGAINST DECEMBER HIGH... The daily bars in the chart show the Dow Industrials up 
against an overhead resistance zone starting at its December high near 17800 and ranging up to its early 
November high just below 18000. The Dow’s uptrend is still intact and will remain so as long as it remains above 
its 200-day line (red arrow). The same is true of the S&P 500. U.S. stocks, however, will have a difficult time 
overcoming fourth quarter highs without more help from foreign stocks (see below). The U.S. market also needs 
more help from some weaker parts of its own.

RESISTANCE IS STILL IN THE PICTURE… 
As you will notice in the chart below, we have been in a trading range since late 2014 (lighter blue), and a 
resistance zone (darker blue) that we are currently still in.  Below the weekly price chart of the S&P 500, you will 
notice the Moving Average Convergence-Divergence indicator (MACD).

Note: Moving Average Convergence-Divergence (MACD) 

• Simplest and most effective momentum indictors available

•Turns two trend-following indicators, moving averages, into momentum oscillator

   • Subtracts longer moving average from shorter     moving average

• Best of both worlds: trend following and momentum

Both weekly MACD indicators are showing favorable technical signals for the market. 

WEEKLY TECHNICAL COMMENT



GLOBAL STOCK INDEX TURNS UP ... 
Last week we covered the need for the All World Index 
to break out, and have referred previously to the need 
for better “global breadth”. The more stock markets 
are in uptrends, the stronger the global rally. And 
that’s finally happening. The chart below shows the 
FTSE All World Equity Index ($FAW) having exceeded 
its 200-day average (red line) and a bearish trendline 
drawn over its May/November highs. That signals the 
end of the global correction that started last May. The 
FAW includes stocks in 47 developed and emerging 
markets, including the U.S. Some of the biggest gains 
in foreign developed markets have been in commodity 
related countries like Australia, Canada, and Britain 
whose stock indexes recently cleared their 200-day 
lines. (Britain’s FTSE is heavily influenced by energy and 
mining stocks). Emerging markets tied to commodities 
have led developed markets. Since the February 11 
bottom, foreign shares have actually gained more than 
the U.S. The Vanguard FTSE All World ex-US ETF (VEU) 
has risen 14% while the S&P 500 has gained 12%. 
Emerging markets are up 18% over the same time 
span. It’s good to have foreign markets helping with the 
heavy lifting.

S&P 600 SMALL CAP INDEX TURNS UP...  
In last week’s report, the following was stated: 

“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.”

(last week’s chart)

The S&P 400 Mid Cap Index ($MID) chart is trading at 
the highest level in four months after having cleared its 
200-day average and a resistance line drawn over its 
June/November highs. The MID/SPX ratio (top of chart) 
has been rising since January.

There is a similar upturn in the S&P 600 Small Cap Index 
(SML) being indicated in the chart below. The Russell 
2000 Small Cap Index is still testing those resistance 
barriers, but an upside breakout is likely.

WEEKLY TECHNICAL COMMENT



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 20, 2016) indicates relative strength (relative to the S&P 500 
Index).  Consumer Staples, Utilities and Industrials are leading relative to the S&P 500. Financials, 
Healthcare, Consumer Discretion and Small Cap stocks have lagged. Technology indicates weakening, and 
Energy 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 MANAGER

Domestic Stocks
The recent rally beginning in mid-February 
has been strong and covered a lot of ground 
in a short amount of time. We do however 
see a number of technical indicators that 
point to a market that is overbought in 
the short-term. One in particular is the 
percentage of stocks in the S&P 500 
Index above their 50-day moving average. 
Currently, it is over 80%, which indicates 
the market is overbought and vulnerable 
to stalling. Additionally, the S&P 500 Index 
is trading in a range between the October 
2014 low of 1820 and 2100. The resistance 
zone is between 2040 and 2120. The S&P is 
currently at approximately 2050 where the 
index is showing signs of stalling. 
 

International Stocks 
RISING CURRENCIES HURT FOREIGN 
SHARES... A weak dollar is generally 
viewed as being supportive to large 
cap multinational stocks in the U.S. 
Unfortunately, the weaker dollar is hurting 
foreign stocks. Germany is the largest 
economy in Europe. The chart below shows 
Germany iShares (EWG) backing off sharply 
from their 200-day average this week. Part 
of the reason is the rising Euro. The green 
line at the bottom of the chart shows the 
Euro starting to rebound in early December. 
That’s when the EWG and other Eurozone 
stocks started to weaken (see arrows). 
A stronger Euro hurts their exports. The 
negative impact of a rising currency is even 
worse in Japan. Recommend underweight to 
international stocks. 

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 to 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.

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. 

mailto:info%40stawealth.com?subject=
mailto:info%40stawealth.com?subject=


REMINDER

5 Key Retirement Decisions Webinar
Thursday, April 28th at 1:30pm

Click Here to Register Now

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

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.

https://cc.callinfo.com/cc/s/registrations/new?cid=1jyfllk08y0w1
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