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It was another successful week 
for most of the major stock 
indexes.
The S&P 500 enjoyed a 0.5% gain and smaller stocks, 
like those of the Russell 2000, advanced 1.4%. Overall, 
more stocks advanced than declined. However, not all 
stocks participated equally. In fact, Consumer Staples, 
Technology and Utility sectors were all down 2% or 
more.

The first quarter of 2016 has seen  a nearly 
unprecedented degree of stock market volatility with 
42.6% of the trading days in the quarter seeing the 
S&P 500 move at least 1% on the day (either up or 
down) – for some context, this ranked as the sixth 
highest share of trading days with moves of this 
magnitude over the first three months of the year 
since 1951.  

Earnings season is in full swing. Approximately 26% of 
companies have reported their results so far. Headlines 
seem encouraging as 81% of these companies are 
beating low analyst expectations. Unfortunately, when 
one looks deeper there appears to be a bed of weeds in 
the garden. 

Bloomberg News did an analysis of S&P 500 stocks 
and found actual earnings growth (instead of 
comparing to “analyst projections”) is down 8%. Worse, 
sales growth is negative as well.  In fact, layoffs and 
restructuring are starting to look like the trends of this 
earnings season. 

Halliburton originally scheduled its earnings call for 
Monday morning, but announced on Friday that it 
will delay the report to May 3. This past quarter, the 
company paid $2.1 billion in restructuring costs, partly 
attributable to severance costs. Halliburton laid off 
6,000 people during the quarter. 

Intel announced last week that it would cut 12,000 
jobs or 11 percent of its workforce by 2017. Alcoa 
also announces it would cut 600 jobs in the first 
quarter and plans to cut an additional 400 jobs this 
year.  Schlumberger cut 8,000 employees in the first 
quarter, but also converted about 5,500 contractors to 
employees for a net loss of roughly 2,500 jobs. 

These are not good signs. 

Wall Street analysts have begun changing their 
opinion about stocks. Historically, they have been 
highly optimistic about individual securities. Starting 
in 2007, we found analysts have averaged 10.1 Buy 
recommendations for every 1 Sell recommendation. 
Analysts are now beginning to think their optimism is 
misplaced as their Buy-to-Sell ratio is now down to 8.9; 
the lowest level since 2010. 

Overall, the market’s risk level is rising. We have stated 
in earlier letters that stocks have been in a long term 
topping pattern.  It is typical in these phases for prices 
to work toward higher regions, then to fall back into 
correction territory.  Such a pattern could last many 
months. In our opinion, stock prices can go higher 
but the risk levels are becoming elevated. We would 
continue to lower equity exposure in overinvested 
accounts. 
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Don’t Get Too Complacent
Summary

• Given our view that major central banks are quietly 
acting in concert to contain the US dollar, prevent a 
disorderly Chinese RMB shock, and support a reflation 
in the oil market, our Investment Committee at STA is 
cautiously optimistic on the outlook for beaten-up risk 
assets like emerging market equities and midstream 
MLPs within the context of a generally defensive 
portfolio.

• Of course, this investment thesis largely depends on 
the US dollar and that’s where things get tricky. It’s 
still too soon to say whether this fragile truce between 
central banks marks the beginning of a new dollar 
downtrend or if it’s simply the eye of a strong dollar 
hurricane.

• Even if we assume that the peace between central 
banks keeps the US dollar range bound and relatively 
soft for the foreseeable future, it does not mean we 
can afford to get complacent.

• There are a number of risks on the horizon that could 
easily disrupt global financial markets in 2016 absent 
a big shift in the US dollar including (1) underfunded 
public pensions, (2) aging demographics, (3) Europe’s 
refugee crisis, (4) BREXIT, (5) a voluntary Chinese RMB 
free float, (6) a Saudi oil flood or currency de-peg, (7) a 
cyber-attack on the global payments network, and (8) 
military conflict in Asia. 

Have you ever been cautiously bullish purely because 
central banks are intervening in otherwise messy, 
disorderly, and fragile markets?

After eight years of ultra-low interest rates, 
increasingly experimental monetary policy, and an 
international monetary system gone wild, I suppose 
most of us have.

As I recently laid out in a recent series of STA Market 
Reports (“Did Central Banks Just Save the World,” 
“You Can’t Blame Them for Trying,” & “Our Currency 
is Everyone’s Problem”), my colleagues and I on the 
STA Investment Committee believe the global financial 
system almost went off the rails earlier this year as 
competitive easing in Europe and Asia threatened to 
drive the US dollar to dangerous new heights, send 
commodity prices to disruptive new lows, and trigger a 
disorderly drop in China’s RMB. 

But then everything changed.

After their late February meeting on the sidelines of the 
G20 meeting in Shanghai, it’s now pretty clear that the 
Federal Reserve, the European Central Bank, the Bank 
of Japan, and the People’s Bank of China called at least 
a temporary truce in the escalating currency war.

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

We still don’t know all the details; but since Shanghai 
we’ve seen a distinct shift in central bank behavior that 
has effectively taken the wind out of the US dollar’s 
sails, supported a sharp recovery in crude oil and other 
commodity markets, and bought China some time to 
stabilize its economy with aggressive fiscal stimulus. 

As a result, global conditions have started to improve 
with emerging market stocks, bonds, and currencies 
leading the way along with energy, materials, and gold. 
These moves are all largely a function of the weaker US 
dollar and that’s where it gets tricky.

If this fragile truce marks the beginning of a new 
dollar downtrend, then emerging market assets and 
commodities have a LONG way to run. If it’s simply the 
eye of a strong dollar hurricane, then a major reversal 
could be just around the corner.

Of course, there’s another possibility.
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If the four great economic powers continue to 
intervene in the foreign exchange market to contain 
the greenback and build upon this newfound stability, 
the US dollar could stay in a trading range against the 
euro and the yen for a while longer. In that event, the 
trade-weighted US dollar could continue to weaken as 
emerging market currencies and commodity markets 
reflate. 

It’s hard to say anything for sure, but we do believe the 
US dollar can continue to hang in this “safe zone” for 
far longer than the non-believers (those who continue 
to deny that something happened in Shanghai) think 
possible. 

At some point, someone will cheat and the truce will 
break. But let’s just assume that this fundamentally 
unsustainable situation holds for the rest of 2016. 

What then? Does that mean we can afford to get 
complacent? Does it mean we can comfortably raise 
our risk exposure without a care in the world?

Absolutely not.

Central banks may have “saved” the world earlier this 
year during the currency war equivalent of the Cuban 
Missile Crisis, but there are a number of global risks 
brewing today that have little do with the strong (or 
weak) dollar. 

Each of these risks convey a common theme. Don’t get 
too complacent! 

(1) Ultra-low interest rates are setting the stage for 
public pension failures.

Central banks can buy time, but they can’t buy 
solvency. That’s particularly true when it comes to 
public pension funds that are required to pay out fixed 
percentages of their assets each year regardless of 
what they earn in the financial markets. 

The math used to work when these multi-billion dollar 
funds had to earn 4% each year on top of a 3% short-
term interest rate to fund their liabilities and beat 
inflation; but with the federal funds rate hovering just 
above zero for the last eight years, hitting a 7% return 
hurdle is almost impossible without taking wild risks.

As you can see in the image below from Citi, the total 
value of unfunded or underfunded government pension 
liabilities in the world today adds up to $78 trillion. 
That’s a black hole roughly equal to global GDP and it 
absolutely dwarfs the $44 trillion in public debt that so 
many investors have worried about in recent years.

Now, stop and consider what central banks’ collective 
efforts to buy time and stave off a global financial 
crisis means to increasingly desperate pensions facing 
massive funding shortfalls. These time bombs keep 
ticking away instead of blowing up in the immediate 
future, but the failure to normalize interest rates 
means that we are getting closer and closer to 
widespread pension failures. 

(2) Aging workforces continue to drag on economic 
growth.

On a related note, claims on public pensions are largely 
rising due to aging workforces across the developed 
world; but weak demographics are disrupting global 
stability in a number of profound ways.

Acclaimed demographer and author of The Fourth 
Turning, Neil Howe, explains, “Aging societies (I’m 
looking at you, Europe, and East Asia) no longer require 
capital-widening investment. A contracting working-
age population no longer needs new factories – or even 
new houses. Moreover, the retired elderly are the least 
likely to spend on things and the most likely to spend 
on services (starting with health care and personal 
care). What’s more, they receive their benefits from 
taxes on young people – who historically are the most 
likely to want to buy things.”

Profound is an understatement. When it comes 
to market this would also normally mean a shift 
in investment preferences from high-risk growth 
strategies to more conservative, yield-generating 
assets. But in a world with ultra-low interest rates – or 
negative interest rates in Europe and Japan – retirees 
are forced to take more risk to get livable cash flow. As 
we’ve seen several times before, the result has been a 
hyper-sensitivity to risk and the tendency to stampede 
out of certain asset classes when sentiment starts to 
turn.

FOR WHAT IT’S WORTH



(3) The still-unresolved refuge crisis is fueling the rise 
of euroskeptic parties.

As I wrote last fall (“Paris is Prologue”), Europe’s slow 
moving refugee crisis may be one of the greatest risks 
to global economic stability in the world today. 

“There’s a very clear transmission mechanism between 
Europe and the Middle East,” explains geopolitical 
expert Ian Bremmer. 

During the Arab Spring, countries like Tunisia, Egypt, 
and Syria fell apart when a string of financial crises in 
Europe led to a decline in tourism, trade, and migrant 
worker remittances to the Middle East. Now it’s 
going the other way as millions of refugees flood into 
continental Europe in search of a better life.

This influx of Arab asylum seekers may not sound like 
a financial issue, but it’s already tearing Europe apart 
at the seams as the xenophobic backlash against both 
foreign workers and Muslim immigrants fuels the rise 
of nationalist and “euroskeptic” political parties. 

Walls, fences, and/or border checks are going up all 
over what is supposed to be an “open Europe” and the 
odds of a voter-driven breakup of the nineteen member 
Eurozone – which would almost certainly mean a run 
on Europe’s insolvent banks – are rising every day.

(4) “Brexit” vote could call the European experiment 
into question.

In less than two months, voters in the United Kingdom 
are scheduled to decide whether they will remain in the 
European Union. 

According to Bloomberg, the polls are uncomfortably 
close with 41% in favor of leaving, 45% in favor of 
staying, and 14% still undecided. It could be an ugly 
divorce.

While the stakes are high for the Brits, they’re even 
higher for the European Union. The worry is that a 
“Brexit” could trigger a major financial shock, cast 
doubt on other major economies across the European, 
and lead to a potentially euro-wrecking spike in short-
term interest rates.

It’s a yet another potential catalyst for global risk 
aversion that could shatter our current sense of calm 
and likely fuel the US dollar much higher.

(5) China could voluntarily choose to float the RMB.

Regardless of the Fed, European Central Bank, and 
Bank of Japan’s efforts to stave off a Chinese RMB 
shock, it’s a risk that continues to hang over our heads.

Despite the recent drop in the US dollar, domestic 
savings continue to leave China at an unsustainable 
pace. While it’s a far less desperate situation than 
we saw in January or February, Beijing may see this 
period of global calm as an opportunity to reinforce 
stronger sentiment around China’s economy, build 
foreign demand for RMB assets, and then free-float 
the currency from a position of strength. 
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According to Yu Yongding, a former advisor to the 
People’s Bank of China, the currency could fall as 
little as 15% if done at a time when the US dollar is 
contained and global conditions are relatively calm. 
As the Telegraph’s Ambrose Evans-Pritchard reports, 
“the yuan [would] find its level quickly once the boil had 
been lanced, and would then rebound like the pound 
sterling in the 1990s as the economic recovery gained 
momentum.”

Such a move could be very disruptive for the world 
outside China with the potential to ripple through the 
global financial system and destroy the truce between 
central banks. 

(6) Saudi Arabia could flood the global oil market and 
prolong the supply glut or break its peg with the US 
dollar.

As I wrote in last week’s STA Market Report (“Does 
Doha Matter?”), Deputy Crown Prince Mohammed 
bin Salman al Saud’s threat to ramp Saudi Arabia’s 
daily production by more than 1 million barrels per day 
creates downside risk for oil prices and upside risk 
for the US dollar, which would likely rally on global risk 
aversion.

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 and are not afraid to use oil prices as 
a political weapon.

Moreover, Saudi Arabia is keenly aware of its need to 
wean itself from its longstanding oil addiction. Under 
the Deputy Crown Prince (pictured above next to his 
father King Salman), the Kingdom is now aggressively 
pursuing a strategy to cut wasteful spending and 

diversify its economy over the course of the next 
fifteen years.

This strategy may mean Saudi Arabia’s dollar peg 
is living on borrowed time. “The riyal peg is grossly 
overvalued and that makes it even harder,” writes 
Oxford Economics’ Patrick Dennis. “We think market 
pressures will become overwhelming if there is little 
evidence of real reform by 2018.”

(7) Hackers could disrupt the global payments 
network and/or major exchanges.

Just this week, the Society for Worldwide Interbank 
Financial Telecommunication (SWIFT) announced 
that the global payments network – through which 
financial institutions around the world send secure 
communications like payments orders – has been 
infiltrated by “malicious insiders or external attackers” 
on more than one occasion – the most notable case 
being a $81 million cyber-heist from Bangladesh’s New 
York Federal Reserve account.

The next disruption could be far more insidious.
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(8) A war could break out in Asia.

It doesn’t take much to imagine a “hot” war breaking 
out in Asia. 

In addition to North Korea launching numerous ballistic 
missile tests in recent months, China is making a 
clear play to dominate its sphere of influence in East/
Southeast Asia, and Japan is quickly re-arming for the 
first time since World War II.

Moreover, the risk is rising that Chinese President Xi 
Jinping may lash out against a regional neighbor – like 
Japan – in the increasingly likely event that Beijing 
loses control of the economy in the coming years.

While we are not immediately concerned about an 
economic collapse in China, the threat of stagnation 
and rising social instability dramatically raises the 
incentive for conflict in the years ahead as Beijing tries 
to solidify its hold over the region and advance its Belt 
& Road vision for a 21st century Chinese empire.

-Worth Wray 
Chief Economist & Global Macro Strategist 
STA Wealth Management
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Overbought S&P 500 Vulnerable to Profit-Taking… 
The daily chart of the S&P 500 shows the index up 
against resistance (also indicated below) up against 
resistance at its fourth quarter high.  This along with 
other technical indicators leaves the S&P vulnerable to 
short-term profit taking which could bring it back to its 
early April low or moving average lines.

 
Technology challenged…

Last week the S&P 500 Index was positive and 
the technology sector was down. From a technical 
perspective, the Technology Sector SPDR ETF (XLK) is 
in oversold territory. In the daily chart of the XLF below, 
the ETF is nearly two standard deviations from its 
mean average. 

Additionally, there will be a lot of eyes on Apple this 
week. After some earlier reported high-profile tech 
misses, Apple is expected to report earnings this 
week of $1.99 from $2.33 per share, on revenues of 
$52 billion, down from $58 billion. This would be the 
first quarter in 51 in which Apple’s revenues would 
have shrunk. Apple stock is the largest holding in 
the Technology Sector SPDR ETF, and makes up 
approximately 14% of the equity.

Energy Clears 200-Day Line…

The Energy Sector SPDR ETF closed above it’s 200-
day moving average, and the 20-day moving average 
has now crossed the 200-day moving average. This is 
a technical improvement to be sure, but energy is far 
from out of the woods here. 

WEEKLY TECHNICAL COMMENT



EXXON MOBIL TURNS UP ... Exxon Mobil (XOM) is the 
largest stock holding in the Energy Sector SPDR ETF 
and makes up approximately 18% of the equity.  The 
chart  shows Exxon having climbed above its November 
high to initiate a new uptrend. Its 50-day has also 
crossed over its 200-day average forming a bullish 
“golden cross”. New buying in the energy patch is 
based on the price of crude oil rallying to a new five-
month high. I suspect this year’s rally in oil and other 
commodities is one of the reasons that bond yields are 
bouncing.

U.S. DOLLAR CONTINUES TO WEAKEN... Part of the 
surge in commodity prices, and stocks tied to them, is 
the falling dollar. A falling dollar usually produces higher 
commodities. The chart below shows the PowerShares 
Dolllar Index (UUP) trading near the bottom of its 
trading range going back to last spring. Its 50-day 
average has fallen below its 200-day (red circle). The 
UUP is in danger of falling below last summer’s lows. 
That would be even more bullish for global commodity 
assets.

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 25, 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. 
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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.
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