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Week In Review
After weeks of getting pummeled, stocks finally 
rallied. The Dow rose 0.7 percent while the small 
cap Russell 2000 gained 1.3 percent. That sounds 
promising but they are down 7.5 and 10.1 percent 
respectively this year. While advancing stocks did 
outpace losers, the number of new lows continues to 
swamp new highs. 

The string of losses had been pulled so tight a snap 
back was to be expected. We covered the oversold 
conditions in last week’s report. Sentiment had 
turned extremely negative and few if any folks were 
thinking of buying.. As we had pointed out in prior 
weeks, few stocks were above their moving averages. 
Even China was oversold and a rebound there helped 
calm our market. 

Since the year began, the share of the S&P 500 
stocks trading above their 200-day moving average 
has plunged from an already depressed 34% to a 
mere 15% right now – this is pretty extreme and 
show the extent to which we are already in a stealth 
bear market for stocks.

After this equity market turmoil, more than $3 trillion 
of paper wealth in global equities has vanished since 
the beginning of the year. Fully 70% of the Russell 
2000 is down more than 20% from their 52-week 
high; same for the NASDAQ, and just under half of 
the S&P 500 – a lot of damage has already been 
endured.

When the market is in turmoil as it has been thus 
far in 2016, many investors begin asking if the 
bubble has burst. You can look back to the 2000 
Tech Bubble, and you would have noticed the narrow 
advance, the long run of growth outperforming value, 
the indifference toward smaller stocks and how 
stocks with no earnings were doing better than those 
with earnings. Lastly, you would notice how Fed Chair 
Greenspan had created a bubble with cheap money.  

Even though stocks have had a great run since 2009, 
it is not exactly so much a mania as it has been a lack 
of other options thanks to the Fed. However, it has 
been a growth market and small stocks have been 
ignored. Earnings do remain important, in fact, over 
the last ten years, stocks with earnings have more 
than doubled the returns on stocks without earnings. 
Certainly the circumstances are not the same as we 
saw in 2000. Still, some of the verses rhyme and we 
believe smaller, value oriented stocks should once 
again provide great opportunities. Until then, wise 
investors will keep some powder dry. 

We have been recommending moderate positions 
in stocks, with a healthy commitment to bonds. 
We have also suggested that shifts in equity levels 
should occur during rallies. While we do not think this 
is 2000 or 2008, we do expect volatility to remain 
since the Fed is no longer inflating our stocks and our 
economy remains weak.
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5 Key Retirement Decisions Webinar
How to Avoid Making Common Mistakes

Wednesday – January 27th at 11AM
Register by clicking HERE

https://cc.callinfo.com/r/1pid790g20o24&eom%20


We headed into 2016 with unresolved issues 
surrounding valuations – any measure showed price-
to-earnings multiples to be high relative to their 
historical norms, all the more so in a world with a 
greater overhang of economic, financial and political 
uncertainty than we have seen in many years.  

I covered in our November Private Client Report a 
section entitled “Revenue Recession”.   The analysis 
by the Investment Committee always leads us to look 
beneath the surface.  In the November report, we 
stated the following:

“This earnings season, S&P 500 companies are 
expected to see profits drop by nearly 6 percent. But 
it’s the top line of companies’ income statements 
that could actually cause the bigger concern.”

And…

“The revenue declines have now become a major 
issue, and without some improvement there it’s 
going to be tough justifying prices of 16 or 17 times 
earnings.”

Also in the November report, I included a section 
entitled “Record Profit Margins”.  

“Four of the S&P 500 sectors are expected to report 
negative Q3 2015 earnings growth, including energy, 
materials, consumer staples and information 
technology. With revenues and earnings contraction, 
how long can we observe record profits? How long 
can the market hold these levels?”

For the record, these comments were made before 
the market had experienced its worst start to a year 
in history.  The chart below shows the picture from 
when those comments were written, and the first few 
weeks of 2016.’’

My point is not to say that our Investment Committee 
or I have a crystal ball. The commentary and decisions 
being made in your portfolios are the result of a 
comprehensive investment discipline. The necessary 
ingredient for success when investing is discipline, 
and the market will certainly test your conviction.  
Below is an illustration of the investment discipline 
followed by our investment committee. There are 
three pillars of the investment discipline that helps 
drive our decisions. Any one of them have strengths 
and weaknesses, but collectively are very effective 
in preserving capital and growing assets over the 
longer-term.
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So, commentary is one thing, execution is another, 
and we went into 2016 with healthy cash balances 
in portfolios, and recommended others do the same.  
Bonds and managed futures have performed well 
this year.  

I also made the following statement in our January 
commentary:

“Keep in mind that the equity markets are 
oversold on a shorter-term basis. You will likely 
see responses by central banks (particularly the 
European Central Bank and the People’s Bank of 
China), and we will get a rally on our hands.”

A few days ago, the European Central Bank spoke up 
to remind the markets that they would do anything 
necessary to achieve its desired growth and inflation 
targets.

MAJOR SUPPORT NEAR 1600...  
The monthly chart below was included in our last 
report, and puts the bull market since 2009 in 
better perspective. And it also carries the threat of a 
drop toward 1600.  The monthly MACD lines (below 
chart) are negative. That’s a serious warning sign 
that the market uptrend is in trouble and in need of 
correction. The chart also shows that the two prior 
bull market peaks in 2000 and 2007 took place just 
below the 1600 level. That adds more credibility to 
1600 as a potential downside target and, hopefully, a 
major support level. 

CRUDE
If we go back to the recent peak of $110 per barrel, 
the oil price has now collapsed more than 70%, which 
exceeds the magnitude of the oil price shock seen 
in 1985/86 and puts it in the class of the plunge 
seen in Technology stocks when the Dotcom bubble 
burst and the carnage caused in the Financial sector 
during the credit crisis.  

There are heightened concerns over the financial 
fallout from the oil price rout.  The most recent 
hurdle was the news that Iran’s “implementation 
day” was coming at least two-to-four months earlier 
than expected (with the prevailing view being that 
the export market is going to be immediately flooded 
by an additional 500,000 barrels per day). This comes 
at a time when the estimated one-to-two million 
barrels per day of excess supply is an overhang to 
the global oil market.

China is seen placing between 65 and 70 million 
barrels in its reserves this year and India, which 
established a strategic reserve facility last year, 
plans to add 330 million barrels in the next few years.

Banks are going to feel the pain.  Citigroup (the 
fourth largest U.S. bank by assets) added to its loan 
loss reserves this past quarter for the first time 
since 2009 - $250 million for energy and $494 million 
overall.  

The monthly chart below shows how bad the decline 
for crude has been and where it appears headed. The 
recent decline pushed WTIC Light Crude Oil below its 
early 2009 low near $33 which represented a major 
breakdown. Crude fell briefly below $27.00 last week, 
which put it at the lowest level since 2003. There’s a 
small shelf of potential support formed during 2003 
near $25. Next potential support below that is near 
$17. 
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VOLATILITY MAY HAVE MORE TO GO

One of the things we watch for to 
identify market bottoms is a spike in 
the Volatility (VIX) Index. So far, we 
haven’t seen one. The daily bars in the 
chart below shows the VIX struggling 
to get above the 30 level. By recent 
comparison, the VIX spiked above 50 
intra-day during the August market 
drop before closing just above 40. 
That level, in the past, has signaled 
some type of market bottom (or at 
least a rally attempt). That suggests 
that the VIX may have further to rise 
before peaking. The next chart shows 
why moves above the 40 level are so 
important. Closes above 40 identified 
market bottoms in 2001, 2002, 2010, 
and 2011. The spike to 80 during the 
2008 crisis is probably an outlier. The 
chart suggests that the VIX needs 
to clear 40 to even hint at a market 
bottom. Its current reading below 30 
suggests that stocks may have further 
to fall.

VIX Volatility Index

VIX Volatility Index



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 January 26, 2016) indicates relative strength (relative to the S&P 500 
Index).  Consumer Staples, and Utilities are leading relative to the S&P 500. Energy and Financials have 
lagged. Technology, Consumer Discretion and Industrials indicate weakening 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



ANNOUNCEMENT

Our upcoming Webinar titled 5 Key Retirement Decisions will be held on Wednesday, 
January 27th at 11am. We will be covering How to Avoid Making Common Retirement 
Mistakes. Click Here to Register Now!

REMINDER

We have added new articles on our website discussing 2016 Key Dates for Retirees, Key Financial and Tax 

Planning Numbers as well as Self-Directed IRAs-Avoiding the Tax Landmines. 

We encourage you to visit our Retirement Toolbox which encompasses the following topics:
• Retirement and Cashflow Planning
• Future Work and Consulting
• Investments/Rollovers
• Income Tax

• Insurance and Benefits 

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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