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CHINA CAN’T KEEP ITS CURRENCY COOPED UP FOREVER



The stock market has been in 
transition and it has not been easy 
to find any long lasting trends.
Since the FED stopped Quantitative Easing, the market 
has been adrift. For example, in the last 12 months, 
only the large cap Dow and S&P 500 have seen gains, 
albeit very small ones, while the Russell 2000 and 
NASDAQ have fallen. We have seen a similar pattern 
among the different sectors as about half have risen 
while half have fallen. We saw several of these sectors 
reverse course in the last three months, with Basic 
Material and Energy stocks rebounding strongly, but 
still are losers over the past 12 months. 

Caution is the Watchword
For a stock market that has gone nearly a year now 
without making a new high, caution is key.

While the S&P 500 managed to avoid the NASDAQ’s 
fate and held above the 50-day moving average on 
Friday’s positive reversal, it is on thin ice nonetheless.

You can be the biggest growth bull out there, but 
the reality is that the market multiple on this year’s 
consensus earnings is now 17.8x which means a 
V-shaped recovery in earnings-per-share to $140 
on the S&P 500 is already priced in. Also, a price-to-
earnings multiple of 17.8x on this years earnings-per-
share is 2 1/2 points above the norm.

With 87% of earnings reporting season done, profits 
are on track for a 7.1% YoY decline with a 1.9% sales 
compression. While it is true that three-in-four 
companies are topping their beaten-down earnings 
estimates, barely half are doing the same on the 
revenue line.

The number of distribution days has been a matter of 
concern – heavy selling on the down days, light on up 
sessions.

Debts and Interest
The fact that Federal Reserve officials are talking 
about interest rate hikes in June is truly a bad joke.  

The reason interest rates cannot go up is because of 
the global debt overhang.  At the peak of the bubble 
that burst in 2007, global debt at all levels surged from 
$142 trillion to $200 trillion. The Bank of International 
Settlements data show that aggregate non-financial 
credit outstanding relative to global GDP has risen in 
the past five years to 233% from 223%.

All of this debt costs money to pay back.  Mr. Trump, 
the presumptive Republican nominee for president, 
suggested he would like to look at restructuring our 
debt if interest rates rose and we had real problems 
making our interest payments. This sent pundits into 
apoplexy, saying this would cause the world to implode. 
Renegotiating is something Greece, Argentina and 
Puerto Rico have already been dealing with and isn’t 
that uncommon. However, the U.S. would not be like a 
bankrupt casino since we do have a printing press and 
so can pay our debt obligations.

However, this does raise some interesting issues. In 
2015 we paid about $223 billion in interest payments, 
which makes up about 6% of our yearly budget. This 
is expected to more than double by 2030. We brought 
in about $3.25 trillion to cover our expenses but we 
still needed to borrow about $438.9 billion to meet 
our budget. This means we are borrowing about 12 
percent of our $3.7 trillion budget. Using this figure, we 
borrowed about $26 billion to pay the interest on the 
debt. The old rule of thumb is never lend money to a 
country that has to borrow the money to pay you back. 
The trend is disturbing. 

This is not a time to become aggressive and it is more 
important to try and dampen volatility. An opportunity 
will present itself, but it requires patience for the time 
being.

How should we invest today? 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 equities for 
overinvested accounts, and keep risk in check.

WEEK IN REVIEW



China Can’t Keep It’s Currency 
Cooped Up Forever.

SUMMARY:

• Though my colleagues and I on the STA Investment 
Committee have been cautiously optimistic on the 
short-term global macro outlook, we have good 
reasons for staying generally defensive across our 
portfolios. 

• While we believe major central banks are acting 
collectively to reign in the US dollar, stave off a 
disorderly Chinese RMB shock, and prevent a major 
wave of oil-related defaults, the incoming economic 
data from China is extremely unsettling.

• Even after running the largest fiscal deficit since 
1960 and adding more than $1 trillion in new credit 
over the last few months, growth continues at a dismal 
pace. It now takes more than four yuan in new credit 
to generate one yuan in economic growth, up from just 
over one yuan before the Global Financial Crisis. 

• While short-term growth may improve as all that 
stimulus continues to flow through the economy, it 
doesn’t take a professional economist to see that 
more credit-driven growth will only create more excess 
capacity and more bad debts.

• Beijing probably has the resources and the ability to 
keep bad loans hidden and keep them rolling through 
the financial system for years as Japan has since 1989, 
but trouble is clearly building in the financial system.

• While allowing the RMB to free float would give the 
People’s Bank of China more control over its domestic 
monetary policy and allow Beijing more flexibility in 
managing its corrosive debt problem, continuing to 
keep the RMB pegged to a basket of currencies is 
constraining Beijing’s policy options.

• If small RMB devaluations in August 2015 and 
January 2016 triggered violent sell-offs in global 
markets, just imagine what a sudden drop would mean 
for risk assets like equities, corporate bonds, and 
commodities.

• Regardless of what we think we know about the global 
outlook, we have to respect the fact Beijing could 
decide to float the RMB at any time even if the US dollar 
remains in check. It’s one of the biggest risks on our 
radar for 2016

The world’s largest trading nation is getting desperate.

If you read my 2015 e-book with John Mauldin (“A 
Great Leap Forward?”), then you know that China’s $11 
trillion economy is slowing dramatically as its debt-
fueled, investment-driven growth model is quickly 
running out of steam.

In the wake of the Global Financial Crisis, the People’s 
Republic went on one of the greatest borrowing binges 
in modern history to maintain its high growth rate, put 
off a painful economic adjustment, and keep a lid on 
social instability. 

The plan was to buy time while the developed world 
healed. By investing in modern infrastructure and 
continuing to build out the country’s urban real estate 
stock, China would be more diversified in the event 
of future downturns, closer to its ultimate goal of 
becoming a “moderately prosperous” consumer 
society, and ready to export its way to prosperity when 
global growth began to recover. 

But here we are, seven years later. The “recovery” is 
nowhere to be seen and China’s central planners have 
kept their feet on the credit pedal. While global growth 
initially bounced back to its pre-crisis 4% to 6% range 
in 2009 and 2010, it has since settled into a “new 
normal” of just 2% to 4% in recent years.

Of course, that’s global growth.

FOR WHAT IT’S WORTH
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Real GDP growth rates have been much weaker across 
the developed world where – in lieu of politically 
unpopular structural reforms or even government-led 
infrastructure investments – the burden of reviving 
economic growth has fallen to central banks. 

While I’m sure they mean well, major central banks 
like the Federal Reserve, the European Central Bank, 
and the Bank of Japan have only made matters worse. 
After years of ultra-low interest rates and increasingly 
experimental asset purchases, it’s now pretty clear 
that these so-called “Masters of the Universe” can buy 
time; but they cannot buy solvency.

Rather than addressing the core drags on economic 
growth like excess capacity, growing debt loads, 
burdensome regulation, aging populations, and 
extreme inequality, central banks have only served 
to distort the cost of credit, support another big rise 
in global debts, and sow the seeds of instability in 
virtually every market around the world as global trade 
volume runs well below pre-crisis levels.\

 
As if that’s not enough, the divergence we’ve seen 
in recent years between tightening Fed policy and 
aggressive easing in both Europe and Japan has also 
threatened to throw the world back into crisis just as 
China’s involuntary slowdown ripples through its vast 
network of trading partners.

Just I feared in 2014 and 2015 (“The Volatile New Era 
of FX Flows”, “A Scary Story for Emerging Markets”, 
& “On the Verge of a Disaster… or a Miracle”), self-
interested central banks carelessly drove the US dollar 
to a level that set off a collapse in commodity prices, 
triggered a capital exodus from emerging markets, and 
almost forced Beijing to free float its currency. 

It looked as if we were heading for an earthshaking 
crisis as 2016 kicked off with a violent global sell-off, 
a dramatic $500 billion fall in China’s foreign exchange 
reserves, and a troubling rise in the US dollar (with 
Europe and Japan poised to drive it even higher); but 
then something unexpected happened on the way to a 
global recession.

A couple weeks after the broad trade weighted US 
dollar peaked in late January, oil prices started to rise, 
and broad market sentiment rebounded sharply. At the 
time, it felt like a typical short-squeeze within a larger 
crash. We were just waiting for the next shoe to drop. 

Except it never did… or, more accurately, it still hasn’t.

As I’ve been writing for the last couple months (“Did 
Central Banks Just Save the World?”, “You Can’t Blame 
Them for Trying”), it’s now pretty obvious that policy 
elites from the US, Europe, Japan, and China made 
some kind of a deal at the end of February when they 
met on the sidelines of the G-20 meeting in Shanghai.

Ever since that private meeting, we’ve seen a distinct 
shift in central bank behavior. 

Instead of pursuing weaker currencies, the Bank of 
Japan and the European Central Bank have essentially 
sat on their hands as their economies have fallen 
back into deflation. Meanwhile, the Fed has gone from 
signaling four interest rate hikes in 2014 to maybe one 
in the face of global economic and financial risks. 

FOR WHAT IT’S WORTH

https://www.youtube.com/watch?v=3kxgl5RRa04&feature=youtu.be
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http://stawealth.com/wp-content/uploads/2014/05/STAWeeklyMarketReport03.28.16.pdf
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Perhaps everyone got around a table and recognized 
how counterproductive their policy efforts had 
become as the Federal Reserve, European Central 
Bank, and the Bank of Japan drove the dollar higher 
and intensified a massive wave of capital flight out of 
China.

Maybe Beijing politely asked for a little bit of breathing 
room to get back in “control” of its economy and 
stem its outflow problem with a massive dose of 
fiscal and monetary stimulus; but I have a sneaking 
suspicion that the meeting in Shanghai was a lot more 
contentious. 

I have a feeling that China’s Central Bank Governor 
Zhou Xiaochuan and Finance Minister Lou Jiwei came 
into the room that day with an ultimatum. Stop what 
you are doing and weaken the dollar… or we will free 
float the RMB.

Like I described in last week’s STA Market Report (“An 
Offer They Can’t Refuse”), Europe and Japan are not 
necessarily willing participants in this arrangement; 
but they continue to play along to appease China and 
the United States.

In addition to Beijing’s not-so subtle threat (which they 
remind us of by allowing the RMB to slip every time the 
dollar starts to rise), the US Treasury just recently put 
Japan and Germany on their watch list for unfair trade 
practices and FX manipulation as if to say there will be 
consequences for breaking the “Shanghai Accord.” 

That’s where we stand today. 

Though volatility appears to be on the rise again, the 
trade weighted US dollar has been relatively soft, 
global markets have been relatively buoyant, and the 
prospect for larger reforms in Japan and Europe seems 
to be improving. 

And yet, China looks as sick as ever… which means we 
still cannot rule out an imminent RMB float.

Over the past six months, the People’s Republic has 
embarked upon its most aggressive fiscal push since 
2009 with a renewed fervor for urbanization and 
government-led infrastructure investment. 

Just to keep things in perspective, I should point out 
that this sharp year-over-year increase in the central 
government’s budget deficit…

 
 

…is coming after 2015 already marked Beijing’s biggest 
budget deficit since Chairman Mao’s disastrous Great 
Leap Forward in 1960.

Moreover, China’s state-controlled banks – along with 
shadow lenders and the local bond market – have 
added roughly $1 trillion in new credit over the last few 
months.

FOR WHAT IT’S WORTH
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As you can see in the charts above and below, the 
latest credit binge dwarfs 2009 by comparison and yet 
the growth pay-off has been significantly less. 

All that government spending and credit expansion 
has fed a series of asset bubbles in the property, 
commodity, and corporate bond markets; but Beijing 
has bought only modest improvements in fixed asset 
investment and industrial production through March 
2016.

We are seeing some signs that industrial activity could 
pick-up in the coming months – like the recent surge in 
China’s Li Keqiang Index, which approximates growth 
in “old economy” sectors based on measurements like 
electricity consumption, rail cargo volumes, and bank 
loans – but $1 trillion in new credit over such a short 
period could certainly skew the data.

To put it bluntly, credit growth keeps losing its 
effectiveness as Beijing delays the painful reforms 
needed to transition toward “new economy” sectors 

like consumption, services, and technology. If the 
chart above does prove accurate over the coming 
months, it’s more evidence that the economy is failing 
to rebalance as risk rises on a 3 year time horizon; 
but if growth falls short, then it’s a sign that Beijing 
is running out of firepower with immediate risk to the 
investment outlook. 

While it used to take just over one yuan of new credit 
to generate one yuan of additional GDP, it now costs 
over four yuan to achieve the same result... and this 
dynamic is only getting worse. 

As I wrote all the way back in March 2014 (“China’s 
Minsky Moment”), China’s declining credit payoff 
suggests that newer debt is being put to unproductive 
uses. Thus, the world’s second largest economy must 
continue to slow over time and could collapse outright 
if Beijing continues to pursue credit-driven growth 
in the face of producer-level deflation and dismal 
capacity utilization.

FOR WHAT IT’S WORTH



Aside from the conventional wisdom that President Xi 
Jinping and his allies within the Chinese Communist 
Party will consistently choose stability over reform, 
maybe they know something we don’t.

Perhaps it’s too late for Beijing to embrace reform 
and rebalancing because the very process needed to 
save China’s economy over the long run could trigger a 
disorderly financial crisis in the short run.

Chinese regulators have proved increasingly inept at 
managing economic and financial disturbances over 
the past several years including a credit crunch in 
2013, a wave of shadow bank defaults and a property 
collapse in 2014, a stock market collapse in 2015, and 
a capital flight crisis in early 2016.  

So what gives them any confidence that they can risk 
the kind of full on financial crisis that could unleash 
social instability, feed disputes within the Party, and 
usher in a Soviet-style collapse?

This question brings us to the eight hundred pound 
panda in the room: bad debts in China’s $30+ trillion 
banking system. According to the official numbers, 
China’s non-performing loans (NPLs) account for just 
1.67% of the country’s banking assets. 
 

At first blush, this seems remarkably low in comparison 
to the world average.

But Beijing has ZERO incentive to report these figures 
accurately. 

Considering that similar levels of credit growth in the 
early 1990s led to a non-performing loan ratio over 
30% with very low recovery rates by the early 2000s, 

it goes without saying that the official 1.67% ratio 
dramatically understates the current level of bad debts 
hiding in China’s opaque financial system.

Back then it was easy enough to shift bad debts into 
asset management companies and recapitalize the 
banks with cash injections from the central bank. The 
overall size of the pool in the early 2000s was relatively 
small; but as I’ve long argued, a true NPL ratio above 
15% could be far more challenging today. 

On that note – surprise, surprise – both the 
International Monetary Fund and the Asian investment 
bank CLSA are now saying that China’s non-performing 
loan burden is somewhere between 15% and 20% 
of total bank assets scattered across state-owned 
enterprises in “old economy” sectors. 

Beijing probably has the ability to keep bad loans 
hidden and keep them rolling through the financial 
system rather than allowing bankruptcies, accepting 
losses, and recapitalizing the banks all at once; but 
trouble is clearly building in the financial system. 

Assuming a 60% write-off on those loans (and a 
corresponding 40% recovery rate), that means China’s 
banks could need upwards of $1.4 trillion (or 13.5% of 
GDP) from the central government or the central bank.

This cost can be paid now or it can be paid later, but 
the bottom line is that continue to hide the problem 
will (1) weigh heavily on economic growth as capital is 
diverted away from more productive uses, (2) require 
large and ongoing cash injections from the central 
bank to keep rolling at manageable interest rates, and 
(3) continue to fuel capital outflows even in spite of 
major central banks’ efforts to contain the US dollar.

FOR WHAT IT’S WORTH



Furthermore, it limits Beijing’s options to manage the 
intensifying slowdown and increases the pressure on 
President Xi Jinping to free float the RMB.

China’s central planners can most likely keep the 
economy growing above its official 6.5% floor for the 
rest of 2016 and maybe into 2017; but at some point, 
they will have to stop fighting the “Impossible Trinity.”

If China wants to (1) exercise full control over its 
monetary policy, it has to choose between having (2) 
a managed exchange rate regime and (3) free capital 
flows in and out of the country. It cannot have all three. 

In recent months, Beijing has been leaning toward 
blocking capital flight with tighter capital controls and 
a modestly looser exchange rate based on a basket 
of trading partners’ currencies; but even against the 
backdrop of a weaker USD, it still hasn’t been able to 
stop capital from leaving the country.

Every time the People’s Bank of China pumps liquidity 
into the banks, it (1) feeds illicit outflows and forces 
the central bank to spend more of its foreign exchange 
reserves to maintain stability, and (2) feeds asset 
bubbles in things like equities, corporate bonds, 
property, and/or commodities that only increase the 
odds of unmanageable crises in the coming quarters.

In that event, Beijing may still have the resources 
and the ability to backstop its financial system; but 
maintaining a tightly managed exchange rate policy 
may prove impossible in the face of the massive capital 
outflows that could follow a full-scale – or even half 
scale – bank recapitalization.

With over $3 trillion in foreign exchange reserves 
remaining (and with currency valuation effects 
enhancing its war chest as the greenback weakens), 
Beijing can maintain the status quo indefinitely as 

long as the dollar remains relatively weak and China’s 
financial markets remain relatively manageable. 

But the State Council under President Xi may have an 
incentive to free float from a position of strength at a 
time when conditions are relatively favorable. If China 
wants to stay in control of its economy, it can’t keep 
the RMB cooped up forever. 

That inevitable adjustment could come as soon as 
August or September if China decides to unchain the 
RMB ahead of its inclusion in the IMF’s Special Drawing 
Rights reserve currency basket on October 1, 2016. 

Alternatively, President Xi Jinping may delay well into 
2017; but at some point, erring on the side of caution 
will mean letting the RMB to gain more control over the 
domestic economy and drive inflation higher.

To be clear, we’re not talking about a “devaluation” 
per se, but IMF-endorsed “reform” toward a market-
driven currency. Beijing has a legitimate excuse as 
long as it plays its cards right, which probably includes 
coordinating its moves with the IMF, the United States, 
Europe, and Japan.

In the event that the dollar surges out of control, all 
bets are off; but in a world where the US dollar is being 
actively contained by major central banks and China 
is actively building demand for the RMB in Africa, Asia, 
and the Middle East, it’s possible the yuan could drop 
one day and then recover over the course of several 
weeks or several months.

With all that in mind, my colleagues and I at STA believe 
the ugly trends in China’s economy warrant extra 
caution. While the People’s Republic has been a major 
contributor to the sense of global stability in recent 
months, it could also be the cause of its undoing.

If small RMB devaluations in August 2015 and January 
2016 triggered violent sell-offs in global markets, 
just imagine what a sudden drop would mean for 
risk assets like equities, corporate bonds, and 
commodities. 

We could easily wake up one morning to learn we’ve 
been in the eye of a strong US dollar hurricane this 
whole time.

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

FOR WHAT IT’S WORTH



No Mans Land ... 

The current market is a no man’s land. Call it purgatory. 
The bull market has ended but there is no sign of a bear 
market setting in either.

The daily chart of the S&P 500 below shows the index 
pulling back from resistance formed during the fourth 
quarter. That’s not surprising considering that the 
index was overbought on a short-term basis and has 
been in a resistance zone. 

With April behind us, the market is entering a 
seasonally weaker period that usually lasts from May 
to October. That may also cause some traders to take 
some money off the table. As I’ve suggested in earlier 
messages, money coming out of technology stocks 
is finding its way into cheaper parts of the market. 
That often leads to short-term selling. But it should be 
enough to keep the market’s major uptrend intact…for 
now.

The daily chart below shows the overbought condition 
of the S&P 500 Index with the price stretched to 
two-standard deviations above the mean.  You can 
also observe the short-term moving averages moving 
above the long-term moving averages.

DOLLAR INDEX TESTS SUMMER LOW...  
The U.S. dollar has been in decline since the start of 
2016. The daily chart below shows the US Dollar Index 
($USD) falling to the lowest level since last summer. 
That was its lowest close since the start of 2015. Part 
of the dollar selling came from the Fed’s dovish tone at 
this week’s meeting. Some of it also came from a first 
quarter GDP report of only 0.5%. That gave a boost to 
the euro.

The chart below shows the euro closing at the highest 
level in six months. That’s not what the ECB central 
bank wants to see and may explain some selling in 
European stocks this week.

WEEKLY TECHNICAL COMMENT



The biggest FX news came from Japan. The Japanese 
central bank decision to do nothing almost two weeks 
ago pushed the yen even higher and Japanese stocks 
lower. The chart shows the Japanese yen surging to the 
highest level in eighteen months. That’s the last thing 
the Japanese central bank wants to see. That surprise 
contributed to selling of global stocks. The euro and yen 
account for two-thirds of the value of the USD. They’re 
the two biggest reasons why the dollar is falling.  The 
falling dollar does have some benefits to corporate 
earnings, oil and gold.  

TECHNOLOGY SPDR RETESTS 200-DAY LINE...  
The chart below shows the Technology Sector SPDR 
(XLK) falling to the lowest level in more than a month 
and trading below its 50-day average. The chart also 
shows the XLK now testing its 200-day average and 
chart support along its early February peak at 41.37. 
It was an important test for the technology sector 
and the rest of the market. That’s because the market 
usually struggles when technology is underperforming 
like it is now. The XLK/SPX ratio (top of chart) has fallen 
to the lowest level in six months. Relative strength in 
other sectors should be enough to contain any damage 
from technology stocks. That’s providing of course that 
the tech selling doesn’t get too much worse.

ENERGY RALLY...  
The falling dollar is benefiting all commodities, and 
stocks tied to them. That includes industrial metals 
and energy. The weekly chart below shows the Energy 
Sector SPDR (XLE) nearing the highest level in nearly 
six months after having broken through a falling 
trendline extending back to the middle of 2014. It is also 
trading above its 40-week average for the first time in 
two years. It is also noteworthy that the XLE bottom, 
formed in January, took place right at its October 2011 
bottom. The XLE still needs to clear its fourth quarter 
high to strengthen its uptrend even more. The weight of 
the technical evidence, however, supports the view that 
energy stocks have bottomed along with the price of 
crude. The same is true of commodities in general.

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 May 10, 2016) indicates relative strength (relative to the S&P 500 
Index). Energy, Materials, Consumer Discretion and Industrials are leading relative to the S&P 500. 
Healthcare stocks have lagged. Consumer Staples, Technology and Utilities indicates weakening, 
and Financials and Small Cap Stocks indicate improvement in the model.  Keep in mind while this 
model is helpful for analyzing 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
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Domestic Stocks
For a stock market that has gone nearly a year 
now without making a new high, caution is key.

While the S&P 500 managed to avoid the 
NASDAQ’s fate and held above the 50-day 
moving average on Friday’s positive reversal, it 
is on thin ice nonetheless.

You can be the biggest growth-bull out there, 
but the reality is that the market multiple on 
this year’s consensus earnings stream in now 
17.8x which means a V-shaped recovery in 
earnings-per-share to $140 on the S&P 500 
is already priced in. Also, a price-to-earnings 
multiple of 17.8x on this years earnings-per-
share is 2 1/2 points above the norm.

The S&P 500 Index continues to be in it’s trading 
range between the October low of 2014 of 1820 
and 2100 (light blue). The resistance zone is 
between 2040 and 2120 (darker blue). The S&P 
is currently at approximately 2050 where the 
index is showing signs of stalling. 

This is not a time to become aggressive and it 
is more important to try and dampen volatility. 
An opportunity will present itself, but it requires 
patience for the time being.

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 equities for 
overinvested accounts, and keep risk in check. 
 

International Stocks 
The reflation them is being underscored by 
the softening in the U.S. dollar index after 
failing 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. 

The Vanguard Total International Stock ETF 
(VXUS) is losing some momentum. The longer-
term technical indicator of the 50-day MA 
moved below the 200-day MA in August of 2015

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 1.75%)…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.     
 

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

20% 10%

40% 30%

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=


Featured Articles & Interviews 

• Thursday, May 5, 2016 - Mike Malkemes 
Mike Malkemes, Founder and Executive Director of GenerationOne. Generation One is a trans-
denominational ministry in Houston, Texas that dedicates itself to the spiritual growth and physical 
rebuilding of impoverished areas in the Third Ward. We office locally in order to better understand the 
needs of the community and organize the response of those who have a heart to serve and volunteer 
their prayers, talents, resources, and sweat to improving the quality of life in this historical part of 
Houston. GenerationOne’s mission is to physically and spiritually transform the Third Ward community 
of Houston, Texas by creating an environment of opportunity that empowers individuals and families to 
break out of the cycle of generational poverty.

• Tuesday, April 26, 2016 - IRS Provides Tax Relief to Houston Area Storm Victims; Tax 
Deadline Extended to Sept. 1 

Tune into The STA Money Hour, on 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

Weekly
Market 
Report

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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