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BOJ GOES NEGATIVE



Last week was better for 
stockholders.  Larger stocks, 
like those in the S&P 500, gained 
nearly 1.8%.  Smaller stocks, such 
as those of the Russell 2000, also 
moved higher by almost 1.5%.  
The rally we have seen over the last two weeks is 
not surprising.  The markets had moved to technical 
oversold conditions and we have noted this in our 
more recent market reports.  

Unfortunately, the current earnings season is not 
great.  Approximately 40% of the S&P 500 companies 
have reported.  Sales and earnings growth from 
the reported companies are averaging firmly in the 
negative camp. The lack of demand seems to be a 
major contributor to the problem.  

This is not a surprise to us as well. In the January, 
12th report, I offered a section entitle “Corporate 
Profits in Recession”. No one likes to hear the “R” 
word, but we analyzed the earnings landscape long 
before the announcement from the fourth quarter.  

The overall demand issue is reflected in the fourth 
quarter GDP report.  The official annualized number 
came in at 0.7%.  More on U.S. GDP below.

Some may think that the stock decline has simply 
been a January phenomenon.  This is not the case.  
We have noted that the market has been trending 
downward since the spring of 2015.  We have a 
hidden bear market as the typical stock is now 
actually in bear territory)down 20% or more from its 
peak).

We are advocating caution at the present time and 
we have generally been looking to lower risks and 
equity levels where appropriate.  The pullback in 
prices should provide opportunities. This is not the 
time to lose hope.

WEEK IN REVIEW



The Trouble with Consensus
This time of year, investors hear and see many 
predictions about the markets from Wall Street firms.  
At the end of 2014, the prevailing view was that oil 
was closing 2015 at $75 per barrel, that the yield on 
the 10-year U.S. Treasury note would be 3%, and that 
the S&P 500 would be hovering above 2,300.  

Not once since 2000 has the strategy community 
called for a  down-year in the stock market – yet 
there have been no fewer than five annual declines.

On average since 2000, the annual gain on the S&P 
500 has been 4% compared with 9.5% estimated by 
prognosticators – heading into 2001, the consensus 
call was +20.7% but the S&P 500 fell 13%; going 
into 2008, the consensus was +11% and the market 
tanked -38.5%.

No wonder investors have no faith in Wall Street 
consensus views.  They are turning more to 
independent firms like STA for guidance.

U.S. GDP
The U.S. economy sputtered in the fourth quarter of 
2015.  Real GDP growth rose by a 0.7% annualized 
rate, hurt by continuing cutbacks in energy capital 
spending, inventory liquidation and foreign trade. The 
impact of cutbacks in energy capital spending is not 
over either. 

One look at the next chart should explain not only 
how the “services” half of the US economy continues 
to grow, but also which tax, because that is how the 
Supreme Court defined Obamacare. It is responsible 
for healthcare “spending” amounting to a quarter of 
the growth in US personal consumption expenditures, 
almost 100% higher than the second highest 
spending category, which was... Recreational goods 
and vehicles?

THE TROUBLE WITH CONSENSUS



Here are a few other signs the economy is heading in the wrong direction:

1. Americans are not spending much

U.S. economic growth depends on shoppers.  Consumer spending makes up two-thirds of the nation’s 
economic engine. Yet they’re sending mixed signals.  U.S. retail sales declined a bit in December and they were 
negative or flat seven times in 2015.

2. U.S. manufacturing already in recession

American factories are suffering from the global economic slowdown. Manufacturing makes up 10% of the 
U.S. economy.

The key ISM manufacturing index has declined for six straight months, and it has been negative -- below 50% 
-- for the last two months. 

The strong dollar is making products manufactured in the U.S. more expensive overseas, lowering demand for 
American made goods. The slowdown in emerging market economies isn’t helping trade either. 

3. Corporate America is hurting

Earnings season isn’t over yet but one thing is clear: American companies are making less money than a year 
ago. Put together, when America’s biggest companies -- and employers -- suffer, the economy follows suit. 

Not all is bad, but earnings growth is negative for S&P 500 companies.  Caterpillar CEO expects another 
“rough” year. Caterpillar also does a lot of business in China, which has been building up infrastructure.  In 
an interview, CEO Doug Oberhelman says he sees long-term opportunity in China, but short-term pain. “Our 
numbers are down 30% plus year over year (in China).

Oberhelman said he sees no inflation in the U.S. and anemic growth of “1 percent or so – maybe up to 2 
(percent).”  

The world’s biggest aircraft manufacturer also reported weaker fourth-quarter profit.  Boeing, said on 
Wednesday it would deliver fewer airplanes in 2016 and forecast earnings below expectations. 

Now finally an energy company.  Chevron announced on Friday, as it reported a fourth-quarter loss of more 
than $500 million, a second wave of layoffs and capital spending cuts of more than $9 billion this year. The 
company’s first failure to turn a quarterly profit since 2002 is just another sign of the deepening challenge for 
U.S. energy producers.

THE TROUBLE WITH CONSENSUS



Central banks around the world are now going to new 
lengths to boost their economies, underscoring both 
the importance and limitations of monetary policy 
in a global economy plagued by paltry growth and 
unsettled markets.

I 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.”

Well…central banks got the markets attention last 
week.  Ask me if I’m surprised.

European Central Bank
A few days after I penned that statement, the 
European Central Bank spoke up to remind the 
markets that they would do anything necessary 
to create its desired growth and inflation targets.  
Not helping matters was the news that euro area 
economic confidence slumped to a five-month low in 
January (down to 105 from 106.7 in December). There 
also were a couple of high-profile earnings misses.

Bank of Japan
On Friday, the Bank of Japan (BOJ) came to the 
rescue this time around, serving up a major surprise 
by adding negative policy rates to its long-lasting 
asset purchase program.  

Why would it do that?

The move does speak to a certain degree of 
desperation.

There appear to be a number of reasons for the move. 
The most pressing is the fact that the Bank of Japan 
continues to struggle to achieve its goal of pushing 
inflation back up to 2%. The central bank on Friday 
further pushed out its timetable for achieving that 
goal to the first half of 2017 (core CPI in Tokyo -0.1% 
YoY in January).

The desperate decision by the Bank of Japan is also 
in response to a set of very soft economic data  
(industrial production in December at -1.6% YoY; 
and December household spending -4.4% YoY versus 
consensus of -2.4%).

Part and parcel of those concerns is the recent 
strength of the Japanese Yen.  While the currency 
has weakened sharply since late 2012 when the dollar 
fetched less than ¥80, it had found some renewed 
strength recently. Some analysts saw the ¥116 level 
as a possible line in the sand that might have spooked 
some policy makers and contributed to Friday’s 
decision.

The chart below of Japanese yen shows a plunge of 
2% on Friday, which is the biggest drop in more than 
a year.  The yen has lost more than a third of its value 
since the BOJ launched quantitative easing three 
years ago.

How do negative interest rates work?
Central banks use their deposit rate to influence how 
banks handle their reserves. In the case of negative 
rates, central banks want to dissuade lenders from 
parking cash with them. The hope is that they will 
use that money to lend to individuals and businesses, 
which in turn will spend the money and boost the 
economy and contribute to inflation.

It is also aiming to force investors to shift money out 
of bank accounts and into higher-yielding assets.

What does it mean for other central banks?
The term “currency wars” is getting thrown around. 
The move has significantly raised expectations the 
European Central Bank will follow through in March 
with a further cut in its deposit rate and expansion 
of its own asset-buying program. European money 
market rates are pricing in a more than 100% 
likelihood of a 10-basis-point March cut by the 
ECB and an almost 100% likelihood of a cumulative 
20-basis-point cut by year-end.

How does it affect yields?
The yield on the 10-year Japanese Government bond 
has melted to a mere (and record low) 0.09% - down 
0.13% on Friday alone.

Yields across Europe are down between five and 10 
basis points – German 10-year bund yields are down 
to 0.24% and the five-year is sitting at -0.3%; and 
-0.075% in Japan.

CENTRAL BANKS GO TO NEW LENGTHS TO BOOST ECONOMIES

XJY Japanese Yen



As the chart below shows, the Treasury yield is much 
higher than Europe and Japan. That makes Treasuries 
attractive to global investors. A stronger dollar also 
makes U.S. Treasuries more appealing. As long as 
foreign yields keep falling, Treasury yields will continue 
to follow them lower.

Remember Japan is still the third largest economy 
in the world and has a great impact on world bond 
markets.

Federal Reserve
The Federal Reserve has been forced into a mea culpa 
and investors are concerned that all it took was one 
tiny rate hike to cause the economy to slow down 
materially.  Markets wanted the Fed to tighten only 
under the condition that the pace of economic activity 
was at least north of two percent at an annual rate.  

On balance the Fed’s guidance last week was dovish, 
dropping its view on inflation and growth going 
forward.

Inflation expectations are now seen as not only low 
but declining.   Household and business spending are 
noted as “moderate” instead of “solid”. 

Conditions overall are no longer reported as balanced 
and the necessity of monitoring global developments 
is back on the front burner.  So…the Fed is clearly 
concerned over downside risks to growth and 
inflation, and so are we.

The move by the Bank of Japan also raises questions 
about the Federal Reserve’s ability to further raise 
interest rates in the face of a rising dollar, which 
highlights the widening divergence of global monetary 
policy.

Dollar Direction Holds Key To Crude Oil
The markets responded positively to the Federal 
Reserve statement, surprise action by the Bank 
of Japan, and comments from the European 
Central Banks.  When we began recommending 
underweighting energy in 2014, much of our thesis 
was based on the U.S. dollar becoming stronger. It 
was getting stronger primarily because of divergence 
in economic performance and divergence in monetary 
policy (discussed above). 

Investors should pay close attention to currencies. 
That’s because central bank policy has a big impact 
on dollar direction. And dollar direction has a big 
impact on other asset classes. For one thing, a strong 
dollar is bad for crude oil and other commodities. 
A close correlation currently exists between the 
direction of oil and stock prices. That suggests that 
dollar direction should also have an impact on stock 
prices. The weekly bars in the chart below show 
the PowerShares Dollar Bullish ETF (UUP) trading 
sideways since last spring. That sideways trading, 
however, is taking place within an uptrend. The upturn 
in the Dollar Index (green bars) in mid-2014 coincided 
with a plunge in crude oil. That’s because a rising 
dollar is usually bad for most commodities. 

UST 10-Year US Treasury Yield

UUP PowerShares DB US Dollar Index

DOLLAR DIRECT HOLDS KEY TO CRUDE OIL



Last week I included the monthly chart below and it 
has been updated through Friday (01/29/16). The 
recent decline pushed WTIC Light Crude Oil below its 
early 2009 low near $34 which represented a major 
breakdown. Crude fell briefly below $27.00 in January 
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.

The next chart gives us an intra-day view of the 
spot price. The trend line shows the resistance level 
around $34, and $34 happens to also be the low made 
in 2009 (also technical resistance).

 

DOLLAR DIRECT HOLDS KEY TO CRUDE OIL
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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 29, 2016) indicates relative strength (relative to the S&P 500 
Index).  Consumer Staples, Healthcare and Utilities are leading relative to the S&P 500. Energy, Financials 
and Materials 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



REMINDER

We had an overwhelming response to our 5 Key Retirement Decisions Webinar on Wednesday, January 

27th. if you happened to miss it, please continue to read the Weekly Market Report as we will be 

annoucning a date in which we will have a replay of the Webinar Broadcast that you will be able to register 

to attend.

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 

STA Wealth Management Investment Committee

Luke Patterson, CIO

Mike Smith, President

Andrei Costas, Senior Investment Analyst

Nan Lu, Investment Analyst

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.

http://stawealth.com/?option=com_content&view=article&id=438&Itemid=174
http://stawealth.com/?option=com_content&view=article&id=433&Itemid=174
http://stawealth.com/?option=com_content&view=article&id=433&Itemid=174
http://stawealth.com/?option=com_content&view=article&id=432&Itemid=174
http://stawealth.com/retirement-toolbox.html
mailto:luke%40stawealth.com?subject=

