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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 Dow advanced 2.24% while small caps 
almost doubled that return, jumping 4.34%. (We 
added small caps to our models last week by the way).  
Advancing stocks swamped declining stocks by better 
than a 5 to 1 margin and new highs tripled new lows. 
All of this has been happening even while many are 
using the rally to suggest one should abandon stocks. 

Our research shows the last three months have been 
brutal for stocks. Of more than 8000+ stocks, the 
typical stock lost 9.88%. Larger stocks outperformed 
smaller stocks. Bargain stocks did better than the 
typical stock, whereas the most expensive stocks 
fared far worse. During this downturn, Financial 
and Utility stocks fared the best, while the typical 
technology stock fell more than 20%. 

After such a difficult time for stocks, it is no surprise 
that advertisements for “safe” investments would 
start filling the airwaves. You may have heard ads for 

the seemingly perfect investment, maybe something 
like an 8% per year guaranteed return at a very, very 
low cost. You can bet these type of investments are 
not cheap to put on the radio but it may make it seem 
like all your problems could be solved with one simple 
call to the 800 number. Of course, these ads have 
nothing good to say about financial advisors and paint 
them as the source of all your financial problems. I 
find this hard to stomach, since I’ve seen independent 
studies showing the typical investor has historically 
only done about 2% a year without an advisor, but did 
significantly better with an advisor. 

This form of fear mongering may be a good sign for 
the market. Our intermediate term indicators remain 
positive overall but some of our most accurate 
indicators still suggest caution. We wouldn’t get 
too carried away by the rally. Still, the lack of bullish 
sentiment suggests the rally may have some legs 
and we would allow equity positions to grow. We 
would also continue to do some limited buying where 
appropriate. We recommend favoring value securities 
which are now showing leadership qualities. 

WEEK IN REVIEW
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People consistently comment on 
how little money they receive in 
money markets or CDs.
People have also asked me many times, how much 
lower interest rates can go.  Our response has been: 
“You may be surprised.” 

Let’s imagine that earlier this year you deposited 
some of your hard-earned money at the local bank. It 
trimmed a little here and there, and when you decided 
to take your money out, the bank gave you back less 
than you had put in.  

Sounds ridiculous right?  Would that surprise you?  
Banks pay us for the privilege of having our money 
on their books, right?  Under normal circumstances, 
yes. But central-bankers have plunged down a very 
strange rabbit hole, and this lender-pays-the-borrower 
scenario is now playing out across Europe and Asia. 
It is one of the more audacious economic-policy 
experiments conducted since the Great Recession. And 
it just might go wrong, horribly wrong.

To many, these negative rates seem like a strange 
if logical extension of the rate-slashing bender 
the developed world has gone on since the global 
recession. Central banks first cut interest rates 
down to nothing. Then, when they could not bring 
short-term rates down any further, they engaged in 
quantitative easing to pull down longer-term interest 
rates. For borrowers who could access it, money was 
really, really, really cheap. So cheap it was essentially 
free. And once something is free, you can’t reduce 
the price further, can you? Well, you can, with a little 
imagination: Central bankers started charging the 
financial institutions that are their clients to keep cash 
with them. Bonds started trading on the open market 
with negative yields. In some cases, governments 
made investors pay them for the privilege of buying 
new debt, guaranteeing those investors a loss if they 
held such bonds to maturity.

This experiment of negative interest rates is a way to 
encourage banks to lend, thus boosting inflation in 
sagging economies. So, why on earth would anyone 
buy a bond that was a certified money-loser?  Why 
would anyone give their money to a bank only to see it 
whittled down?  What about paying for the privilege of 
loaning money to governments?  

Well, there are a few types of investors willing to pay 
for the privilege.  

1. Investors fearful of deflation is the first type. 
Negative-yield bonds can look attractive if expected 
deflation turns the real yield – or “headline” yield less 
the decline in prices – into a gain. 

2. Others are buying negative yield to make a bet 
that currencies, will appreciate.  This has already 
partly played out in Switzerland, when the Swiss 
National Bank (SNB) last month surprised markets by 
terminating the franc’s peg to the euro, sending its 
currency surging by as much as 30 percent initially. 

3. A third type of buyer is just betting the bond price 
will rise even further, spurred by additional interest 
rate cuts from central banks or quantitative easing. 

4. Central banks are another big buyer, with the 
European Central Bank (ECB) already saying its 
quantitative easing (QE) program will include 
negative-yield bonds. 

5. Some investors -- such as index funds -- just 
don’t have a choice, JPMorgan said. It estimated 
that around $150 billion of $350 billion worth of 
bond exchange-traded funds (ETFs) invest only in 
government bonds. 

6. The last group -- financial institutions such as 
banks and insurers -- may just be making the best of 
a bad job. 

Negative interest rates are here, and spreading.  At 
the end of January, the Bank of Japan introduced a 
negative interest rate on certain deposits. Numbers 
in the red have also shown up in Denmark, Germany, 
Austria, Sweden Switzerland, and the Netherlands, as 
well as a variety of corporate bonds. Additionally, the 
European Central Bank is expected to push its deposit 
rates further down into into negative territory in order 
to spur lending and boost the economy.  
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The European Central Bank’s imminent bond-
buying plan has left $1.9 trillion of the euro region’s 
government securities with negative yields.

Germany sold five-year notes at an average yield of 
minus 0.08 percent on Wednesday, a euro-area record, 
meaning investors buying the securities will get less 
back than they paid when the debt matures in April 
2020.

German notes with a maturity out to seven years had 
sub-zero yields, while rates on seven other euro-area 
nations’ debt were also negative. While some bonds 
had such yields as far back as 2012, the phenomenon 
has gathered pace since the ECB’s decision to cut its 
deposit rate to below zero last year.

Eighty-eight of the 346 securities in the Bloomberg 
Eurozone Sovereign Bond Index have negative yields, 
data compiled by Bloomberg show. Euro-area bonds 
make up about 80 percent of the $2.35 trillion of 
negative-yielding assets in the Bloomberg Global 
Developed Sovereign Bond Index, the data show.

$1.8 trillion worth of Japanese bonds are trading with 
a negative yield. All-in-all, negative yields made up 
16 percent of the JPMorgan Global Government Bond 
Index -- or around $3.6 trillion.

There is some uncertainty around how the experiment 
will unfold, and whether negative interest rates 
are actually going accomplish policymakers’ goals. 
We have our doubts to put it mildly.  The effect of 
persistently negative interest rates on the banking 
system, insurance companies, pensions and the 
markets give us great concern.  

None of what was promised from negative interest 
rates has happened, at least not yet. Europe’s negative 
rates have not resulted in markedly stronger growth, or 
increased bank lending, or a surge in optimism. What is 
worse, the Continent is still suffering from the specter 
of deflation. Over in Asia, Japan’s market has suffered 
and its economy has continued to under-perform, too.

Negative interest rates are the ultimate in market 
distortions. They employ only a stick and no carrot. 
Their use tends to progress from disincentive through 
penalty and punishment.  Simply put, negative interest 
rates will NOT save the world. 

We may be approaching the limits of monetary policy.                                           
This does not mean central banks will not continue 
moving down this path of unconventional monetary 
policy.  Rather than relying on central banks’ dwindling 
firepower, governments may a find a renewed focus 
on real structural reforms, including fiscal policy, tax 
reforms, and regulatory reforms. Our expectation is 
that governments will try massive stimulative fiscal 
policy before they learn… the hard way. 
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The percent of the NYSE stocks above 50-
Day average; Reaches a Two-Year High 
The debate continues as to whether or not the stock 
market faces the likelihood of another major leg down. 
I recently showed the NYSE percent of stocks above 
their 50-day moving average moving up to test its 
fourth quarter high just below 75%. The chart below 
shows the blue line having broken that previous chart 
barrier to exceed 80%. That’s the highest level since 
June 2014 which is nearly two years ago. Readings over 
80% often indicate a short-term overbought condition. 
The good news, however, is that kind of strength is 
unusual during a bear market.

NYSE PERCENT OF STOCKS ABOVE 200 DAY MOVING 
AVERAGE TESTS FOURTH QUARTER HIGH... The red line 
in the next chart shows the NYSE percent of stocks 
above their 200-day moving average. The good news 
is that the red line bottomed in January near 15% 
which was a successful retest of its August low from 
last summer. It is now in the process of testing its 
November peak at 41%. A move above that chart barrier 
would be a positive sign for the market. An eventual 
move above 50% would be even more positive by 
signaling that more NYSE stocks are in uptrends than 
downtrends. It has backed off its November high which 
reflects some short-term selling. It’s overall pattern, 
however, suggests a market that is trying to find a 
bottom. 

SOME HISTORY ... The chart below shows the % of NYSE 
stocks above their 200-line since 2002. Drops below 
20% have happened only four times since 2000 (red 
circles). The previous three upturns from those levels 
marked the end of two bear markets (early 2003 and 
2009) and a correction in late 2011. Subsequent moves 
back above the 50% level (green line) helped to confirm 
a market upturn.

The chart below indicates the breakdown in early 2016, 
as well as, the double bottom reversal that turned into a 
move above the highs made in late January (short-term 
resistance).  The broken resistance is now the support 
level of 1940-1950.

THE MARKETS



Now you can see the recovery of small cap stocks in the 
chart below. This is not just any advance. This 16-day 
move higher is the steepest advance since October of 
2011.

DISCRETIONARY SPDR TESTS 200-DAY LINE... Market 
uptrends aren’t usually led by defensive stocks like 
consumer staples. At the moment, staples are one of the 
market’s strongest sectors (along with utilities, REITs, and 
telecom), and are hitting new highs today. Some of that 
probably has to do with their dividend-paying qualities in a 
world of negative interest rates (and more likely to come 
from the ECB tomorrow). Part, however, may also be due to 
investors playing defense. That’s not a sign of confidence. 
Consumer Discretionary stocks were the top performers 
during the bull market that started exactly seven years 
ago in March 2009. They were one of the market’s weakest 
performers at the start of this year. During February, 
however, the Consumer Discretionary SPDR (XLY) 
became the new sector leader. The chart below shows 
the XLY challenging its 200-day moving average. A close 
above that chart barrier would be a positive sign for that 
economically-sensitive sector and the market.

MONEY FLOWS BACK INTO CORPORATE BONDS... You 
may have heard in the media that bond traders are a lot 
smarter than stock traders. Last year’s trading may show 
some evidence of that. Corporate bond prices turned down 
last year well ahead of stock prices. The chart below shows 
the iBoxx Investment Grade Corporate Bond iShares (LQD) 
peaking last April before plunging into June. Stocks didn’t 
turn down until four months later during August. The good 
news is that the LQD has bounced sharply off its summer 
lows, and is now in the process of testing its October high. 
The chart has the look of a bottom pattern in the making, 
especially if the October peak is exceeded. That shows a lot 
more confidence than we saw this time last year.

JUNK BONDS ALSO RECOVER ... Another place where 
investors are taking on more risk is in junk bonds which 
were one of last year’s worst performers. Not this year. The 
chart shows the iBoxx High Yield Corporate Bond iShares 
(HYG) rallying to the highest level in nearly four months. 
Some of that is the search for higher yield. Some of it may 
also be more optimism in energy and mining shares which 
weighed heavily on junk bonds last year, but which have 
rebounded this quarter. Junk bonds are considered the 
riskiest part of fixed income. The willingness of investors 
to buy back into the group is an encouraging sign. The 
fact that corporate bonds are starting to outperform 
Treasuries over the last month is another sign that bond 
traders are turning less risk averse.

THE MARKET



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 8, 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
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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.

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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