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Company Announcement
Please listen to our most recent featured interview 
with Michael Churchill. Scott Bishop, Director of 
Financial Planning at STA Wealth Management hosted 
a special edition of the STA Money Hour with guest 
Michael Churchill, CPA.  Mike is a CPA and Tax Manager 
with ABIP CPAs that has offices in Houston and San 
Antonio. Mike and Scott discuss 2016 Tax Planning 
Ideas to help lower your personal and business taxes.

As a wealth management firm we strive to add value to 
our clients not only by investing money, but with a full 
assessment of their financial lives. 

Estate planning is the process of developing and 
implementing a master plan that facilitates the 
distribution of your property after your death and 
according to your goals and objectives.

This week Scott Bishop, Director of Financial Planning 
has penned an article entitled “Is Your Estate Plan Up 
to Date?”

Please take the time to review the article.  Scott 
compiled some estate planning related articles that 
are foundational in understanding important estate 
planning concepts. They include, “Introduction to 
Estate Planning”, “Key Estate Planning Documents 
You Need”, “2015 – The New Estate Tax Rules and Your 
Estate Plan”, “Estate Planning and Income Tax Basics”, 
and “The Upside and Downside of Using the Applicable 
Exclusion ($5.4 million) Now”.

The objective of STA Wealth Management is to assist 
families in making smart decisions with their money.  
We have an experienced team of financial planning, 
investment management, and service professionals 
that are committed to our objective. If you have 
questions or need assistance with financial planning 
and investment related decisions, please visit our 
website or call us directly. We’re glad to assist where 
we can.

Cautious and Foreseeing Difficult 
Circumstances…
I am currently writing this week’s letter from Dallas, 
where myself, Mike Smith, Andrei Costas, and 
Worth Wray are attending John Mauldin’s Strategic 
Investment Conference.  The lineup of speakers at this 
event includes some of the best thinkers in economics, 
geopolitics, history, investment management, and 
innovation. 

The general view of the presenters is cautious at the 
moment with some foreseeing difficult circumstances 
for the global economy. When you hear their rational 
and review the data that supports their thesis, it’s not 
difficult to understand how they have come to their 
conclusions. 

Our Investment Committee continually reviews the 
macro economic environment, market fundamentals 
and technicals (charts) in order to understand market 
risk and opportunities. In our assessment of the 
current conditions, there has been a very interesting 
premise that gold can supply that element of “store 
of value” within a portfolio.  STA has not owned gold in 
our portfolios since 2012, but now believes it deserves 
another look. 

Gold is a frame of reference that never changes in an 
ever changing global market and this is why it deserves 
considering for a place in a diversified portfolio.  It has 
grown at inflation rate over time, but can have periods 
where it dramatically outperforms.

Former Dallas Fed President Richard Fisher made 
the point that how the Federal Reserve reinvests its 
mountain of maturing Treasury securities in the next 
two years will have a huge impact on the shape of the 
yield curve.

Also, it was mentioned to consider the scarcity of long 
duration high-quality bonds globally. In 2007, 57% of 
the industrial world’s sovereign bond market was rated 
“AAA” by Moody’s; today that share is all the way down 
to 39%.

As in the stock market, one must be more selective 
than usual in the corporate bond market too, as 
balance sheet fundamentals have become far less 
alluring. 

U.S. corporate debt now stands at a huge $6.6. trillion 
– after the $850 billion build up over the past year – 
almost quadrupling the $1.8 trillion held in cash. This is 
the highest level of debt to cash in seven years. This is 
all a tad bit worrisome. 

Looking across the spectrum of Fundamental, 
Monetary, Sentiment and Technical indicators, we 
would say the risks are increasing. It is wise to have 
reduced equity levels while still keeping a healthy 
portion of the portfolio in stocks. We expect the 
market to work through these uncertainties and return 
to a more usual status, one that rewards common 
sense investing.
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Gold Can Hedge Both Meltdown  
& Monetary Reform

“The modern mind dislikes gold because it blurts out 
unpleasant truths.”    
 
     ~ Joseph Schumpeter, Austrian-born business cycle 
economist, Harvard University professor, & one of the 
most influential thinkers of the 20th Century 

SUMMARY:

• Given physical gold’s proven track record of rallying 
on extreme fear and rising inflation throughout history, 
it can play an important role in any diversified portfolio.  

• We believe global markets have come to a crossroads 
where gold looks attractive on a 1-3 year time horizon 
either as a function of either (i) proactive structural, 
fiscal, and monetary reform to keep the US dollar 
contained and/or less of a threat to global stability, or 
(ii) global risk aversion followed by aggressive policy 
intervention.

• At STA, we believe that makes gold bullion one of 
the most important insurance policies against both 
(i) powerful financial crises and (ii) monetary reform 
that affects the value of American investors’ US dollar 
holdings.

Gold is the most controversial asset on the planet, but 
the case for owning it is simple.

Bullion reports no quarterly earnings, pays no dividend, 
and – aside from gold-linked ETFs and related financial 
products – generates no sales commissions for the 
self-interested stockbrokers still “advising” wealthy 
families around the world. 

Gold largely exists outside of the financial system… 
and yet it endures as paper currencies collapse into 
confetti one after another.

Contrary to endless claims by economists, 
governments, and the Wall Street sales machine that 
the yellow metal is a “barbarous relic” of ages past or a 
worthless “pile of rocks,” history suggests that gold is 
the most enduring form of money.

For starters, the shiny stuff has stood the test of time. 

An ounce of gold supposedly bought 350 loaves of 
bread in ancient Babylon (about $3.51 per loaf today) 
and first century Roman Centurions earned about 
38.58 ounces of gold each year (about $47.5K today). 
That’s remarkably close to current prices more than 
two thousand years later. 

“Gold is money,” noted the great 21st century financier 
JP Morgan. “Everything else is credit.”

While gold bullion has been accepted as a store of 
value, a medium of exchange, and a unit of account 
throughout recorded history, the world has seen five 
dominant currencies rise and fall over the last five 
centuries with an average life of 94 years.

By comparison, the US dollar is now overstaying its 
welcome at 95 years; and the greenback clearly isn’t 
what it used to be. Relative to gold, the dollar has lost 
roughly 98% of its value since de-linking from gold in 
1933 and again in 1971.

FOR WHAT IT’S WORTH



On the flip side, that means that bullion has boomed in 
both nominal US dollar and inflation-adjusted terms as 
the paper currency has steadily eroded in the face of 
inflation. If it appears volatile, that is because the dollar 
is volatile. Enough said.

I’m sure none of this comes as a shock to you, dear 
reader; but “King Dollar” – and the fragile global 
financial system it underpins – is living on borrowed 
time and something’s gotta give.

Of course, that may not be so obvious based on 
recent experience. 

The problem in recent years has not been that the US 
dollar grew too weak relative to other currencies and 
commodities, but that it grew too strong (within the 
context of a larger, multi-decade downtrend). 

As you may recall from my recent notes (“Did Central 
Banks Just Save the World?,” “You Can’t Blame Them 
for Trying,” “Our Currency is Everyone’s Problem,” 
& “Investing in the Eye of the Storm”), I believe the 
appreciating dollar – driven higher by an intensifying 
divergence in major central bank policy along with 
disorderly falls in both China’s RMB and global oil 
prices – almost ushered in a global deflationary bust 
in February 2016.

It wouldn’t have taken much to send the dollar soaring 
to levels unseen since the 1980s with disastrous 
consequences for the global financial system. But 
just as global sentiment began to darken in the wake 
of the Fed’s first rate hike in nine years, the trade 
weighted dollar peaked, oil prices jumped higher, and 
China’s capital outflows slowed. 

In retrospect, it’s now pretty clear that central 
banks from the United States, China, Europe, and 
Japan struck some kind of an agreement (I call it 
the “Shanghai Accord”) to keep the dollar contained, 
stave off a RMB and/or oil shock, and buy some time 
for global growth to stabilize.

Still, little has fundamentally changed. 
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As you can see in the charts above and below, global 
growth is still grinding lower under a massive and still 
rising debt burden. And the key to stability – or the 
lack thereof – is keeping the US dollar in a “safe zone” 
while policymakers can deliver a more lasting solution. 
The trouble is, temporarily stabilizing global markets is 
vastly different than addressing the underlying sources 
of market instability.

If the greenback stays in a reasonable range, it 
can modestly rebalance global economic growth 
by reviving key commodity prices and temporarily 
reshuffling major economies’ respective shares of 
global trade volume; but any movements above or 
below that “goldilocks” range start to expose system-
wide risks.

While there are clearly other factors to blame – such 
as excessive regulation, aging demographics, weak 
capital investment, stagnant productivity, and a 
general overreliance on central banks in the wake of 
the global financial crisis – this shaky status-quo is 
largely the result of careless central banks operating 
within a messy dollar-based global financial system.

The greenback, you see, is not just the world’s 
dominant trade and reserve currency; it’s also the 
world’s dominant funding currency. In other words, 
foreigners tend to borrow in dollars when dollars are 
cheap, and they tend to get squeezed – sometimes to 
the point of default –when dollars get more expensive.

In addition to subjecting emerging market borrowers 
to painful boom-and-bust cycles over the last several 
decades, this dynamic has resulted in a serious build-
up of cross-border dollar-denominated debt totaling 
more than $9 trillion (and potentially more than $10 
trillion since this chart from the Bank for International 
Settlements was last updated in early 2015) on top of 
a total global debt burden now exceeding $200 trillion.

Cross-border Credit Denominated in US 
Dollars
(Outstanding Stock in $T vs. the Percent in Bank Loans)

Source: The Bank for International Settlements

That leaves the global financial system extremely 
vulnerable to an eventual rise in the trade weighted US 
dollar at a time when it naturally “wants” to drift higher 
if not for the Shanghai Accord. And while US dollar 
debts represent a tremendous risk, it’s really just the 
tip of the iceberg. 

FOR WHAT IT’S WORTH



Why then are my colleagues and I on the STA 
Investment Committee so enthusiastic about gold? 
Because aside from being a critical long-term 
insurance policy, we believe the world has come to a 
crossroads where gold looks attractive on a 1-3 year 
time horizon in a number of plausible scenarios.

Unless policy elites manage to build on this short-lived 
global stability with a combination of (i) structural 
reform to unlock potential growth on a country by 
country basis, (ii) growth boosting government-
led investment, and/or (iii) international monetary 
reform where the US dollar begins to share its 
reserve currency crown – all of which could support a 
meaningful rise in gold prices – we could soon discover 
that we’ve been living in the eye of the strong US dollar 
hurricane this whole time.

Anything can happen, but I am afraid that’s the 
most likely outcome as time drags on. Reform is a 
child of crisis and there’s a higher political bar for 
decisive public action than quiet, behind-the-scenes 
coordination.

Should the truce break down in the form of aggressive 
easing by the Europeans or the Japanese, aggressive 
tightening by the Federal Reserve, and/or surprise 
exchange rate “reform” by the Chinese – or should the 
US economy simply fall into recession on its own – we 
would expect another violent surge in the US dollar, 
another disorderly drop in global commodity prices, 
a stampede out of fragile emerging markets, and a 
series of cascading financial shocks that could easily 
eclipse 2008.

Given gold’s typically negative correlation with the US 
dollar, gold prices would probably drop on the initial 
move, but then rise as investors scramble for safety… 
and then break out when the Fed expands its balance 
sheet with reckless abandon to bring the currency back 
down to earth.

It’s hard to say so far in advance, but that could be the 
moment where the dollar loses its dominant reserve 
currency status, the international monetary system 
collapses for the fourth time since 1914, and gold 
goes ballistic as the world waits for the great powers 
to forge a new system as they did at Bretton Woods in 
1945. 

That’s an extreme scenario – which has historically 
led to far more than financial system restructuring – 
but it illustrates an important point. In normal market 
environments, the price of gold bullion tends to move 
inversely with the trade-weighted dollar. But, as the 
chart below illustrates, all bets are off in times of 
extreme panic.

Gold loves uncertainty like misery loves company. And 
– in the absence of international monetary reform 
away from the US dollar and/or an aggressive fiscal 
push to support economic growth in Europe and Asia – 
we are just waiting on a shock.

Of course, nothing has to happen immediately. The 
fragile ceasefire between major governments and 
central banks may last a little longer, which means a 
fair amount of range-bound volatility for gold prices; 
but – in the wake of last week’s uneventful G7 leaders’ 
summit – it appears the political will to shore up the 
recovery is simply not there.
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While my colleagues and I on the STA Investment 
Committee believe the Fed is setting the stage for a 
summer sell-off by signaling a rate hike even as China’s 
currency hits new lows against the US dollar, it’s 
anyone’s guess what happens next. 

On one hand, a sell-off could galvanize the support 
policymakers need for coordinated stimulus and/
or reform when the G20 leaders meet in Beijing this 
September.  On the other, it could expose deeper 
divisions between major governments and central 
banks. 

When IMF Managing Director Christine Lagarde says 
world leaders should be “on alert, not alarm,” she’s 
saying we’re all on the verge of a bad outcome.  

At STA, we believe gold bullion is one of the most 
important hedges against such an extreme event that 
can also benefit from a coordinated policy effort to 
head such a shock off before it happens. 

While we will take great care in managing our gold 
allocation around historical price drivers like real 
interest rates, inflation expectations, and the relative 
strength of the US dollar, we also realize how quickly 
these events can unfold.

From that perspective, we believe it is important to 
secure physical gold bullion on behalf of our clients 
now; with an eye toward growing the allocation later at 
more favorable valuations. 

While we expect meaningful volatility in bullion prices 
as 2016 drags on, we also believe that gold is priced 
to outperform on a 1 to 3 year time horizon as the US 
dollar (along with other major reserve currencies like 
the euro and the yen) marches down what Jim Grant 
calls “the long and winding road to confetti.”

-Worth Wray,  
Chief Economist & Global Macro Strategist 
STA Wealth Management
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S&P 500 RALLIES TOWARD APRIL HIGH... 
The short-term pullback in stocks seems to have 
ended. The chart below shows the S&P 500 back above 
its 50-day average and trading at a new high for the 
month of May. That puts it in position to retest its April 
high and the highs formed during the fourth quarter. 
Needless to say, a close over those highs would resume 
its major uptrend.

In last week’s report, I stated the following:

“It remains positive, as the S&P 500 moves above its 
50-day moving average and looks to be testing the 
April highs near 2,100.”

Well…here we are. The S&P 500 closed Friday at 2,099. 
The S&P 500 chart below shows how the index has 
broken out of its short-term down trend.

NYSE INDEX NEARS UPSIDE BREAKOUT... 
The daily bars in the chart below shows the NYSE 
Composite Index ($NYA) moving up to challenge a 
“neckline” drawn over its November/April highs. The 
NYSE bounced off its 200-day average (and the blue 
50-day average has crossed above the red 200-day). 
The NYSE has lagged behind the Dow Industrials 
and S&P 500 which neared their 2015 highs in April. 
That’s partially explained by the fact that the NYSE 
includes all stocks traded on the NYSE which includes 
more small stocks. The NYSE also includes a large 
number of foreign stocks which have lagged behind 

U.S. stocks. Even so, its chart pattern looks positive. 
A decisive close above its April high would put the 
index at the highest level since last August, and 
signal possibly higher prices for it and the rest of the 
market. The actual end of the May/February correction 
was signaled when the NYSE cleared the falling red 
trendline drawn over its May/November peaks

TECHNOLOGY SPDR LEADS MARKET HIGHER... 
Another decent sign for the market is that it’s starting 
to get new leadership from the technology sector. 
The chart shows the Technology Sector SPDR (XLK) 
surging to a new high for the month. After finding 
support along its 200-day average, the XLK is close to 
overcoming its 50-day line. In addition, its 14-day RSI 
line (top of chart) has cleared its 50-line; and its daily 
MACD lines (below chart) have turned positive (see 
circles).

WEEKLY TECHNICAL COMMENT



SMALL CAPS SHOW RELATIVE STRENGTH ... 

Another positive side of the stock rally is the stronger 
performance of small caps. The chart shows the S&P 
600 Small Cap Index ($SMH) up and bouncing strongly 
off its 200-day average. The SML/SPX ratio (top of 
chart) is climbing as well.

While the market clearly had a good week, the market 
risks are still elevated. Technical analysis provides 
a good risk management and trend tool, but when 
considering valuation and global economic risks caution 
is still the word.

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 27, 2016) indicates relative strength (relative to the S&P 500 
Index). Energy, Materials, and Small Cap stocks are leading relative to the S&P 500. Technology stocks 
have lagged. Consumer Staples, Industrials and Utilities indicate weakening, and Financials, Consumer 
Discretion, and Healthcare 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
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401K MANAGER

Domestic Stocks
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, over the last 12 months, the S&P 500 
Index is down -3.46%.  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. 

The chart below shows the S&P 500 treading 
water (down -3.8% from last May). The S&P 
500 is trading below its 50-day moving average 
and trending toward its 200-day average. The 
fact that the 50-day average remains higher 
than the 200-day average line is a positive 
sign. The key to short-term market direction, 
however, may lie with the Nasdaq. (see 
Technical Commentary)

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 
China is the globes second largest economy 
with a $33-trillion-and-growing banking 
system. We are getting in some pretty scary 

debt to capital numbers as China passes 300% 
of gross domestic product. Also, countries that 
depend on China for trade represent 40% of 
global gross domestic product. If China really 
goes into decline, it’s going to take of lot of 
countries down with it. 

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. Our recommendation is to underweight 
international stocks, and more specifically 
emerging markets

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 1.82%)…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.  Remember: Bond prices 
increase as yields decrease.  
 

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. 
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5 Key Retirement Decisions Webinar
Thursday, June 2nd at 1:30pm

Click Here to Register! 

Featured Articles & Interviews
• Thursday, May 26th - Michael Churchill 

Scott Bishop, Director of Financial Planning at STA Wealth Management hosted a special edition of the 
STA Money Hour with guest Michael Churchill, CPA.  Mike is a CPA and Tax Manager with ABIP CPAs that 
has offices in Houston and San Antonio.  Mike and Scott discuss 2016 Tax Planning Ideas to help lower 
your personal and business taxes 

• Wednesday, May 18th - Danielle Dimartino Booth 
Danielle DiMartino Booth makes bold predictions based on meticulous research and her years of 
experience in central banking and on Wall Street. Known for sounding an early warning about the housing 
bubble in the 2000s, Danielle offers a unique perspective to audiences seeking expertise in the financial 
markets, the economy, and the intersection of central banking and politics. 

• Thursday, May 12th - Thomas F. Kennedy 
Michael Smith interviewed Thomas F. Kennedy. Mike and Tom discussed Estate Planning and Asset 
Protection. Tom Kennedy has practiced law in the Houston area for over twenty years. For ten of those 
years, he served as the managing partner of a law firm which had offices in Houston and Austin, Texas, 
and Paris, France. He is Board Certified in Estate Planning and Probate Law by the Texas Board of Legal 
Specialization. He is a graduate of LaSalle University, with a degree in Psychology, and the University of 
Houston Law Center, where he was a Law Review Student. While he was in law school, he was published 
twice and won the American Jurisprudence award as the top student in Wills, Estates and Administration. 
 

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

Luke Patterson 
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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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