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MOVING TO A NEW HOME



STA Wealth Management is proud 
to announce the new home for 
our Radio Program The STA 
Money Hour, is KPRC AM 950.
Beginning, Monday, April 4th STA Money Hour will air 
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.  
Our new station allows us to reach far more listeners, 
and Mike and I look forward to helping even more 
investors make smart decisions with their money.

We will be discussing volatile markets, far-reaching 
policy decisions by U.S. and international governments, 
and investment opportunities across business sectors 
and around the world. We will also cover the most 
important topics around wealth accumulation and 
retirement.  Simply, the show will be about you and 
your money. 

Week in Review

Last week the S&P 500 gained 1.6% while smaller cap 
issues, such as those of the Russell 2000, returned 
2.7%. Furthermore, advancing securities outpaced 
decliners by better than a 3-to-2 margin. Overall the 
advance was paced by basic material and cyclical 
stocks with only the utility sector falling. 

The rally has been a nice break from the market 
troubles of January. The S&P 500 is now more than 
7% higher than the low it hit in the recent correction. 
In addition, the typical NYSE stock is up almost 8% 
from its recent bear market low. The cumulative 
advance-decline line has also rebounded. New 
highs minus new lows are, on average, still negative 
in February but they improved dramatically from 
January’s rampage. 

In the February 15th Report, I stated the following:

“The S&P 500 also ended the week on an up note 
after holding support at its January low as well. There 
may be some good news there. That doesn’t mean 
the market is out of danger. But it may be putting in 
at least a short-term bottom. Stocks were helped by 
a big rebound in the price of oil. In addition, energy 
stocks have reached a potential support zone which 
may stabilize that important sector.”

It looks like there was some “good news in there” 
with markets rebounding.  We are not suggesting the 
market is ready for a new bull market. Presently 96% 
of S&P 500 companies have announced earnings 
for the most recent quarter. The numbers are 
sobering. Most companies have not only experienced 
declining earnings but falling revenues as well. Many 
retailers including Wal-Mart, Sears, Target and Best 
Buy are closing stores. As of February 25, 2016 
the expectation is that the S&P 500 will see a Y/Y 
earnings decline of 4.49%.

WEEK IN REVIEW



The market’s SHORT-TERM trend has strengthened a bit.  All major U.S. stock indexes have moved above their 
50-day moving averages. Chart 1 below shows the Dow Industrials trading above the 50-day moving average.  
Chart 2 show the S&P 500 in a similar situation. The SPX is headed for a test of overhead resistance near 
2000.  Chart 3 shows the Nasdaq Composite clearing its 50-day line today and its early February high. That 
improvement by the broader indexes is being matched by stronger individual shares. The percent of NYSE 
stocks trading above their 50-day averages has climbed from 25% at the start of February to 55%. The next 
big test could be a test of 200-day averages. A couple of sectors have already cleared that major resistance 
line.
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MAJOR STOCK INDEXES ARE ABOVE 50-DAY AVERAGE



Profit margins are being squeezed.  Currently down 16.9% 
from the 19.6% at the the mid-2013 peak (for nonfinancial 
companies).

Earnings are down 4.8% YOY, negative for the second 
quarter in a row, and so a profits recession is in full swing.

U.S. gross domestic product in not contracting, but stock 
investors pay for an earnings stream, not GDP.

There is little visibility regarding short-term interest rates.  
The possibility of the Fed adopting a negative interest rate 
policy or a prolonged period of ultra-low rates will seriously 
crimp net interest margins in the banking sector.  

The difference between the Fed raising just twice in the 
next two years or staying on the sidelines is equivalent to 
$2.5 billion of lost interest income for a major bank like JP 
Morgan.

With more than 92% of companies from the S&P 500 
having already reported earnings results, we have seen 
only 34% of them exceed expectations on both earnings 
per share and revenue. The biggest challenge has 
been on the top line, as revenues have fallen short for 
approximately 53% of the S&P 500. 

Valuations may also be a constraint as earnings estimates 
adjust lower – this is not a forecast, but a mathematical 
construct.

The average price-to-earnings multiple at the trough of a 
corrective phase is 12.4X on trailing and 14.7X on forward 
earnings. Note that the consensus earnings per share 
estimate for the S&P 500 is $120 for this year and $135 
next – so this would mean a potential trough for the broad 
market index would be 1,670 to 1,760.

As I said, this is not a forecast – but if the technicals and 
momentum take us there, the fact we have cash on hand 
to put to work at the portfolio level, and the ability to 
mitigate or even profit from such a move is a very good 
thing.

Oil 

Also in the February 15th report we included a section 
entitled “Oil is Oversold…”. As it turned out it was… in the 
short-term.  I also stated the following:

“So far, the price has moved in a way that reflects the price 
support level of approximately $25.  The resistance level 
that needs to be broken and tested is $33-34 for crude.”

I also stated that the inventory data is still bearish…and it 
is.

In my view, $30 per barrel for oil will ultimately prove to be 
unsustainable as $100+ proved to be. Some 90% of new 
global production is uneconomic.

At some point, the weak hands in the shale area will run 
out of cash flow to service their debt and end up in the 
same bin as the legion of Dotcoms and Telecom equipment 
purveyors did in from 2000 to 2002.

The Tech sector did not stay in an excess supply bear 
market indefinitely, and neither will the Energy sector.

That said, the upside is likely capped near the $50 per 
barrel level given record global oil inventories and frack-
ready wells which can respond immediately to any uplift in 
the price of oil.

The International Energy Agency has already come out 
and concluded that the rapid pullback in investment and 
exploration activity will end up taking an average of 4.1 
million barrels per day out of new production for the next 
five years. That compares to the 11 million barrels per day 
in incremental output in the previous five years.

Since the price peak of mid-2014, energy companies have 
slashed 300,000 jobs worldwide and nearly $1.5 trillion of 
planned spending through 2019 has been shelved. 

As I have stated before, the last leg of the energy bear 
market has morphed into one giant credit event. Banks are 
forced to take on more loan loss reserves and given the 
massive exposure to the High-Yield bond market, where 
energy comprised 20% of outstanding debt at the peak, 
the wave of default and spillover to other sectors including 
suppliers to the industry and the financials space, has 
serious near-term repercussions.

At least 48 North American oil & gas producers have filed 
for bankruptcy since the beginning of 2015 affecting $17 
billion of debt (hence the impact on the loan loss reserves 
and High-Yield corporate bond yield spreads). 

The Wall Street Journal recently cited a source that stated 
as much as half of all shale producers could go under if 
the Saudis soon do not cut output (let alone freeze it) – 
something tells me this may have been one of the goals all 
along.

Once we find visibility in the oil price and specifically an 
end to the bear phase, a lot of very good opportunities will 
present themselves.

By the way, beyond oil prices it would be encouraging to 
see confirmation in the Small Cap stocks, the Financials, 
the yield curve (steeper) and tighter credit spreads.

CHALLENGES FOR THE STOCK MARKET



The Energy SPDR ETF (XLE) had reached long-term 
support and was in an oversold condition.  XLE 
remains below the resistance of $34 and below its 
50-day moving average.  The recent rebound is not 
terribly surprising considering that we have had seven 
such rebounds from oversold conditions since August 
of 2015.  

 

BOND YIELDS ARE STILL LOW...

I will refer you another section from my February 15th 
Report entitled “Bond/Stock Ratio is Overbought...” 

“The chart plots a relative strength ratio of the 
20+year T-Bond iShares (TLT) divided by the S&P 
500. The rising ratio this year reflects a dramatic 
rotation out of stocks and into Treasury bonds. The 
14-day RSI line, however, shows that the ratio has 
reached overbought territory. In other words, it has 
been stretched too far. Although the ratio is still in an 
uptrend, any retracement of 2016 gains could lend 
some much needed support to stocks.” 

It turned out the analysis was correct, and stocks did 
get some support.

The chart below shows the TNX moving back down 
to retest that previous low after a modest bounce. 
Low bond yields provide good news for some stocks, 
and bad news for others. Falling bond yields have 
contributed to this year’s selling in bank shares (as 
have falling oil and energy shares). 

BOND YIELDS ARE STILL LOW



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 March 1, 2016) indicates relative strength (relative to the S&P 500 
Index).  Consumer Staples, Healthcare, Utilities and Industrials are leading relative to the S&P 500. Energy, 
Financial, Materials, Consumer Discretion and Small Cap stocks have lagged. Technology and Consumer 
Discretion 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

STA Wealth Management is proud to announce the new home for 
our Radio Program The STA Money Hour, is KPRC AM 950.
Beginning, Monday, April 4th STA Money Hour will air 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.  Our new station allows us to reach far more listeners, and Mike and I look forward to helping even more 
investors make smart decisions with their money.

We have added new articles on our website discussing Timely Tax Related Articles,  2016 Key Dates for 

Retirees, and Key Financial and Tax Planning Numbers 

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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