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I would like to bring your 
attention to the new STA Wealth 
Management website. A lot of 
thought and work went into 
creating a new site with all the 
resources you are used to seeing 
with so much more.  You can 
ask us questions, listen to the 
radio show, and review our latest 
articles and insights with only the 
click of a button. 
We hope you like it.  We also have many more 
developments on the way that we look forward to 
sharing as well.  

We recently announced the arrival of Worth Wray 
to the STA family. Again, Worth is now the Chief 
Economist and Global Macro Strategist for STA Wealth 
Management. He is a member of the firm’s investment 
committee, a regular guest on the STA Money Hour 
radio show, and contributor to the firm’s weekly 
newsletter

His 2015 book on “China (A Great Leap Forward?)”, 
co-written with John Mauldin was a bestseller on 
Amazon, reaching as high as #1 on the Investment & 
International Economics lists and #4 on the overall 
Business list.

Previously, Worth served as the Chief Strategist 
at Mauldin Economics (an online economic and 
investment research firm with over 1 million weekly 
readers), as the Chief Economist at Evergreen GaveKal 
(a $1.5 billion West Coast investment firm with ties 
to one of the leading research teams in Asia), and as 
the Portfolio Strategist at Salient (an $18 billion Texas 
asset management firm). 

Worth will be a contributor to the STA Weekly Market 
Report. His experience and insights will be brought to 
you each week in the For What It’s Worth… section. 
This week’s insight is entitled “Did Central Banks Just 
Save the World?”

11 More Days
Don’t’ forget. The new home for the STA Money Hour 
on 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 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 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. 

COMPANY ANNOUNCEMENT

http://www.amazon.com/Great-Leap-Forward-Technological-Transformation-ebook/dp/B00ZAKBDBA/ref=sr_1_1?ie=UTF8&qid=1458225092&sr=8-1&keywords=a+great+leap+forward+john+mauldin


Week In Review
In the report two weeks ago, I mentioned in the 
following:

“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 do some limited buying where appropriate.”

This week brought out the green. Some of the green 
was in celebration of St. Patrick’s Day while the other 
was for the Dow finally making it out of the red and into 
“green” [positive] territory for 2016. Overall the large-
cap S&P 500 and small-cap Russell 2000 indexes 
were up 1.3%. Leading the charge were Industrial and 
Energy securities while Healthcare lagged.

After a tumultuous first six weeks of the New Year 
market participants overreacted and appeared to be 
in a consensus mindset to sell. Consensus thinking, 
as we often note, is typically wrong and can provide 
opportunities for those willing to embark on a different 
path. The latest rally in response to frothy levels of 
pessimism is only the latest example of the importance 
of contrary investing.

Reviewing the economy, we have a mixed bag. Housing 
starts did improve last month which is encouraging. 
Against this we are seeing weakness by the consumer 
in retail sales, particularly among bigger ticket items. 
Additionally, Industrial Production, arguably the 
best monthly gauge on the state of the economy, is 
disquietingly falling over the last year. 

With this backdrop it is not surprising the Federal 
Reserve announced a change in their plans. Previous 
guidance suggested they thought the economy was 
doing well enough to support four rate hikes this year. 
Now their guidance suggests we may only see two 
hikes. For those wondering about the quality of Fed 
forecasting we turn to Alan Greenspan’s report to 
the Financial Crisis Inquiry Commission in 2010. Mr. 
Greenspan said, “Could we have done better? Yes, if we 
could forecast better. But we can’t.” 

I stated the following in last week’s report.

“We would allow equity positions to grow and may do 
some limited buying where appropriate. I would note 
that our analysis does not suggest we are entering a 
new bull market. We will keep a cautious eye on risk 
levels. We favor value securities with strong earnings 
which have displayed favorable relative strength and 
leadership in 2016.”

I will restate that a long-term bull market is unlikely, 
and there are signs of caution to be sure. 

WEEK IN REVIEW



Did Central Banks Just Save the 
World?
“Speculative bubbles do not end like a short story, 
novel, or play. There is no final denouement that brings 
all the strands of a narrative into an impressive final 
conclusion. In the real world, we never know when the 
story is over.”

 ~ Robert Shiller

Summary

• Less than a month ago, it appeared that the strong 
US dollar and weakening Chinese RMB could soon usher 
in a global recession and a global financial crisis. 

• But now, the world economy may be unexpectedly 
stabilizing on the back of a coordinated central bank 
intervention intended to weaken the US dollar and 
avoid a disorderly Chinese RMB shock.

• Together with ramping Chinese fiscal stimulus and 
an improving oil market narrative, the weak dollar may 
result in stabilizing commodity demand, a recovery in 
certain emerging markets, and a re-acceleration in the 
US economy.

• We still do not know if we are experiencing a 
temporary period of US dollar weakness (most likely) 
or a legitimate trend reversal (possible with structural 
change like the 1985 Plaza Accord), but we continue to 
watch for confirmation.

• Should this weak US dollar environment persist, we 
believe it may be favorable for equities, politically 
stable emerging markets, commodity producers, and 
midstream master limited partnerships (MLPs) in 
particular. 

Did central banks just quietly save the world? 

I wouldn’t go that far, but something clearly happened 
at the recent G-20 gathering in Shanghai that may 
have the potential to set the world economy on a new 
course… or at least defer a global recession for the 
time being.

Let me explain.

30 Years After the Plaza Accord…

In September 1985, finance ministers and central 
bankers from the G-5 (the United States, Germany, 
France, Japan, and the United Kingdom) gathered 

in secret at New York’s Plaza Hotel to coordinate a 
plan for weakening the US dollar and supporting the 
Japanese yen.

If you recall, the dollar’s meteoric rise from 1980 to 
1985 triggered debt crises across Latin America, 
fueled manufacturing booms in Japan and Germany, 
and left the US painfully uncompetitive against other 
industrial economies.

In those days, Japan was the rising Asian power with 
an undervalued, slowly internationalizing currency. 
So as the dollar rallied, the US manufacturing sector 
languished, Japan enjoyed explosive export growth, 
and Congress turned toward the same kind of 
protectionism that undid global trade in the 1930s.

Rather than risk a similar collapse in international 
trade or allow emerging market risks to metastasize 
into full-fledged banking shocks, G-5 policymakers 
– including Japan – chose to collectively engineer a 
rebalancing in foreign exchange markets that would 
avert what seemed like an imminent disaster and set 
the world on a different course. 

Thirty years after the Plaza Accord, that may 
be exactly where we find ourselves again as the 
simultaneous risks of a strong US dollar and weakening 
Chinese RMB threaten to derail not only global trade, 
but the entire global financial system.

FOR WHAT IT’S WORTH

https://www.bing.com/videos/search?q=plaza+accord&&view=detail&mid=F34F274D3161FD3FE798F34F274D3161FD3FE798&FORM=VRDGAR


Mutually Assured Destruction

Just a few weeks ago, it looked as if we were heading 
for that earth-shaking crisis. With the strengthening 
US dollar already near a breaking point for commodity 
prices, global trade, and market liquidity, it felt like 
my greatest fears were quickly coming true (see my 
stormy 2015 outlook for the US dollar & my January 
2016 note on China’s RMB).

That may sound a bit extreme considering that the 
S&P 500 is now up on the year and trading above its 
200 day moving average, but I believe we were right on 
the edge of a powerful deflationary shock similar to the 
Eurozone’s near-break-up in 2012.

With the Fed signaling as many as four rate hikes 
in 2016 just as the European Central Bank and the 
Bank of Japan prepared to weaken their respective 
currencies, it seemed like a matter of time until this 
“every central bank for itself” dynamic pushed the 
dollar to its strongest valuations since the mid-1980s 
and forced the People’s Bank of China to free-float its 
currency (the “renminbi” or “RMB”).

As I’ve warned for several years – along with macro 
legends like Mark Hart and Raoul Pal – the toxic 
combination of a strong US dollar and weakening 
Chinese RMB may be the single most dangerous 
catalyst for a global financial crisis in the world today. 

It doesn’t take much imagination to see how this 
kind of shock could work its way through our highly 
leveraged, highly interconnected global financial 
system with disastrous consequences for every 
economy on the planet.

Just think of the Asian Contagion in 1997, the 
subsequent Russian Flu in August 1998, and the failure 
of Long Term Capital Management a month later. 
If a small economy like Thailand – with minor trade 
and financial linkages to the outside world – set off a 
series of events that nearly took down the US financial 
system, just imagine what a far more powerful RMB 
shock would mean for modern markets where liquidity 
can evaporate in a flash.

Not only could a sudden drop in the RMB disrupt 
global trade competitiveness as the price of Chinese 
manufactured goods collapses, but it could send a 
wave of deflation washing over virtually every economy 
on the planet by forcing the trade weighted US dollar 
higher, driving commodity prices lower, ramping up 
external pressures on highly-indebted emerging 
markets, and squeezing the US economy into a painful 
recession. And that’s before we even consider the 
prospect of competitive devaluations as central banks 
around the world return fire in a currency war gone 
nuclear.

Sounds almost apocalyptic, doesn’t it? 

As Scottish hedge fund manager Hugh Hendry 
explained in a recent interview with Real Vision TV, 
we’re basically talking about the monetary equivalent 
of mutually assured destruction.

FOR WHAT IT’S WORTH

http://www.mauldineconomics.com/frontlinethoughts/why-the-world-needs-the-us-economy-to-struggle
http://www.mauldineconomics.com/frontlinethoughts/why-the-world-needs-the-us-economy-to-struggle
http://www.mauldineconomics.com/frontlinethoughts/why-the-world-needs-the-us-economy-to-struggle
http://www.financialsense.com/contributors/worth-wray/renminbi-catalyst-global-financial-crisis
http://www.financialsense.com/contributors/worth-wray/renminbi-catalyst-global-financial-crisis
https://teaser.realvisiontv.com/159240866


G20 to the Rescue?

The world simply cannot handle a disorderly RMB 
devaluation, which is why a number of prominent 
policymakers and Wall Street strategists began to 
call for a Plaza Accord II in the run-up to last month’s 
gathering of G20 finance ministers and central bankers 
in Shanghai.

Here are a few of the most revealing comments leading 
up to that summit, each showing clear intent to find 
collective solutions to the broad-based malaise in 
emerging markets and avoid the earth-shaking risk of 
a RMB shock.

- “Are we in a 2009 moment? I don’t think so. Are we 
in a moment where coordination is needed? Yes.” 
~ Christine Lagarde, Managing Director of the IMF 
(Source: Reuters, “IMF’s Lagarde Said G20 Should 
Focus on Policy Spillovers”)

- “There’s a risk that [emerging market] currencies 
will continue falling… That’s an issue of global 
coordination, and that will be discussed in Shanghai.” 
~ Benoit Coeure, Executive Board Member at the 
European Central Bank (Source: Bloomberg, “G-20 May 
Discuss Exchange-Rate Coordination, ECB’s Coeure 
Says”)

- “I don’t know how it will turn out specifically until we 
hold the meeting, but I think it’s desirable for the G20 
meeting to be something that contributes to stabilize 
global financial markets.” ~ Haruhiko Kuroda, Governor 
of the Bank of Japan (Source: Bloomberg, “G-20 Talks 
Said to Center on Global Growth, China Turbulence”)

Of course, there were some strong denials too. But 
these are exactly the kind of comments you would 
expect from the two countries most responsible for 
the escalating risks.

- “Don’t expect a crisis response in a non-crisis 
environment.” ~ Jack Lew, US Treasury Secretary 
(Source: AP, “IMF: Need contingency plans to protect 
vulnerable global economy from adverse shocks”)

- “It’s certainly not appropriate for policymakers to 
discuss what level the exchange rate should be at… 
Nobody can tell where the right level should be.” ~ Guan 
Tao, former Chinese State Administration of Foreign 
Exchange official (Source: South China Morning Post, 
“Wishful thinking: Rumoured G20 deal to stabilise 
currency, like the 1985 Plaza Accord, is ‘ just fantasy’”

Personally, I never thought we would see a Shanghai 
Accord… and it kept me up at night. 

While collective G20 action to sell the US dollar and/
or buy the RMB appeared to be the only way to avoid a 
global meltdown, I worried such an overt intervention 
would be politically impossible during the most populist 
US Presidential campaign in decades… especially 
without a full-fledged crisis in the United States to 
galvanize support. By then it would probably be too 
late.

Though it felt like the final nail in the coffin, it 
wasn’t a huge surprise when G20 policymakers left 
Shanghai empty handed with what seemed like hollow 
commitments to resist protectionism and inform each 
other in advance about any policy moves that could 
result in competitive depreciation. 

At that moment, it seemed the markets were doomed, 
that the US dollar would inevitably surge back from its 
recent drop, and that China would soon be forced to let 
the RMB go.

But that’s not what happened.

In the following weeks, everything seemed to change 
when European Central Bank Governor Mario Draghi 
and Bank of Japan Governor Haruhiko Kuroda did 
something entirely out of character. Rather than 
pushing down on their currencies and driving the 
dollar higher, they appeared to intentionally disappoint 
foreign exchange markets and allow their currencies to 
strengthen. 

When Janet Yellen and her colleagues at the Federal 
Reserve could have taken advantage of a golden 
opportunity to hike the federal funds rate (according 
to their policy models), they held steady, reduced 
their 2016 tightening projections from four rate hikes 
to two, and expressed continued concern for global 
economic and financial stability.

Perhaps Beijing threatened to free-float the RMB 
and unleash hell if major central banks continued to 
drive the US dollar higher. Perhaps they pleaded for an 
opportunity to avoid the unthinkable.  But in all three 
cases, the European Central Bank, the Bank of Japan, 
and the Federal Reserve began to act in a way that 
weakened the US dollar, made it easier for China to 
manage its capital outflow dilemma, and supported a 
reflation in global commodity prices.

FOR WHAT IT’S WORTH

http://www.reuters.com/article/us-g20-china-imf-idUSKCN0VS23T
http://www.reuters.com/article/us-g20-china-imf-idUSKCN0VS23T
http://www.bloomberg.com/news/articles/2016-02-08/g-20-may-discuss-exchange-rate-coordination-ecb-s-coeure-says
http://www.bloomberg.com/news/articles/2016-02-08/g-20-may-discuss-exchange-rate-coordination-ecb-s-coeure-says
http://www.bloomberg.com/news/articles/2016-02-08/g-20-may-discuss-exchange-rate-coordination-ecb-s-coeure-says
http://www.bloomberg.com/news/articles/2016-02-19/g-20-talks-said-to-center-on-global-growth-china-market-turmoil
http://www.bloomberg.com/news/articles/2016-02-19/g-20-talks-said-to-center-on-global-growth-china-market-turmoil
http://www.usnews.com/news/business/articles/2016-02-24/imf-seeks-contingency-plans-for-vulnerable-global-economy
http://www.usnews.com/news/business/articles/2016-02-24/imf-seeks-contingency-plans-for-vulnerable-global-economy
http://www.scmp.com/news/china/diplomacy-defence/article/1914189/wishful-thinking-rumoured-g20-deal-stabilise-currency
http://www.scmp.com/news/china/diplomacy-defence/article/1914189/wishful-thinking-rumoured-g20-deal-stabilise-currency


Now, it’s certainly possible to dismiss all of these 
developments from an entrenched bearish perspective. 
You can assume the Fed is simply backtracking on 
its overly optimistic assessment of the US economy. 
You can believe the ECB and BoJ are simply losing 
credibility. And you can argue that markets are only 
rallying as the result of powerful short-squeeze.

But I tend to agree with Jefferies’ David Zervos and 
PIMCO’s Joachim Fels. I don’t think it’s a coincidence 
that we’re seeing what looks like a truce in the 
currency war just as China’s government is making 
its biggest push since 2009 to stabilize its slowing 
growth rate, or that Saudi Arabia and Russia (both 
G20 members) are talking up the possibility of a 
production freeze (excluding Iran?) when the oil cartel 
meets next month. 

For the first time in several years, it looks like major 
governments and central banks may be quietly 
coordinating their policy moves to set the global 
economy on a new path. The question is, how far are 
they willing to go to stabilize global growth in the 
short-run?

At this point, I can’t tell you if the US dollar has 
peaked. The answer largely depends on whether 
we see global growth start to stabilize, if we see a 
gradual rebalancing in global reserve holdings from 
dollars to another currency like the Chinese RMB, and/
or whether Beijing chooses to take advantage of a 
weak US dollar environment to devalue its currency in 
a more orderly way. But the prospect of central bank 
(and possibly Treasury) coordination opens the door 
to that possibility for the first time in years.

Of course, in the event that a quiet structural 
intervention does become more apparent – as with 
the aftermath of the 1985 Plaza Accord and the 
subsequent 1987 Louvre Accord – the risk is that 
an excessively weak dollar could then weigh on 
Europe and Japan. There’s basically a reasonable 
range for the US dollar level which can support a 
reflation in commodities, emerging markets, and 
a re-acceleration in US economic growth; but any 
movements above or below that range start to 
expose system-wide risks. 

Holding within that range doesn’t solve the global 
imbalances associated with high debt, excess 
capacity, aging demographics, rapid technological 

change, or broad-based misallocation; but it can 
certainly defer a shakeout for a while longer and 
create a number of investable opportunities with 
longer time horizons than you’d think. 

Again, we’re watching closely for signs of more 
lasting intervention. But should this weak US dollar 
environment persist, we believe it may be favorable 
for equities, politically stable emerging markets, 
commodity producers, and midstream master 
limited partnerships (MLPs) in particular. If, however, 
policymakers are unable or unwilling to do what it 
takes to change the US dollar’s long-term upward 
trajectory, then all these pressures will likely return as 
the Fed hikes interest rates more aggressively in the 
face of growing inflation pressures.

Until we see more signs of confirmation, we intend 
to move slowly and cautiously, remembering these 
words of wisdom from asset allocator and value 
investor, Jeremy Grantham, “The market does not 
turn when it sees light at the end of the tunnel. It 
turns when all looks black, but just a subtle shade less 
black than the day before.” 

-Worth Wray, 
Chief Economist & Global Macro Strategist
STA Wealth Management

FOR WHAT IT’S WORTH

http://www.bloomberg.com/news/articles/2016-03-17/shades-of-plaza-accord-seen-in-barrage-of-stimulus-after-g-20
http://www.bloomberg.com/news/articles/2016-03-17/shades-of-plaza-accord-seen-in-barrage-of-stimulus-after-g-20


S&P 500 SPDRS STAY ABOVE 200-DAY LINE...  
Stocks are extending their recent rally. The chart below 
shows the S&P 500 SPDRS (SPY) continuing to gain more 
ground after recently clearing their 200-day average. 
Also encouraging are gains in consumer discretionary, 
technology, and industrials shares which are also above 
their 200-day lines.

The drop in the CBOE Volatility (VIX) is at the lowest level 
this year.   That shows less fear and more optimism. All in 
all, a positive for risk on assets. 

DOW TRANSPORTS CLEAR 200-DAY LINE...  
In February, I showed the Dow Jones Transportation 
Average testing a major support line drawn under its 2009 
and 2011 lows. The chart below is an updated version. I 
further suggested than an upturn in the transports would 
be a positive sign for the rest of the market.

THE MARKETS

The chart shows the Dow Transports trading above 
its 200-day average for the first time since last May. 
It is also, however, right up against a resistance line 
extending back a year. A close above that line would 
be a lot more impressive. So far, most of the leaders 
have been in airlines and truckers. 

NYSE PERCENT OF STOCKS ABOVE 200-DAY 
MOVING AVERAGE TURNS UP...  
The chart below shows the percentage figure having 
broken through that fourth quarter barrier to reach 
the highest level at 45% in eight months. That’s a 
positive sign for the market. A further move above 
50% would be even more positive.



NYSE ADVANCE-DECLINE LINE BREAKS OUT... 
The notes from last week showed the NYSE Advance-
Decline Line moving up to test its fourth quarter high. 
The chart shows the NYAD having broken through that 
fourth quarter peak to reach the highest level since 
last May (when the market itself started peaking). Last 
spring, the NYAD line led the market lower. Now, it’s 
leading the market higher. That upside breakout also 
strengthens the view that the stock correction that 
started last May has ended, and that prices are headed 
higher.

CANADA AND MEXICO ARE LOOKING UP ...  
It’s usually a good sign for the U.S. when two of its 
biggest trading partners start to do better. And they 
are. One above us, and one just below. The chart below 
shows Mexico iShares (EWW) clearing its 200-day 
average for the first time since late 2014. Mexico, and 
other Latin American countries, are benefitting from 
the rise in commodity prices, and oil in particular. That’s 
giving a big boost to emerging market currencies and 
stocks.

Canada is benefitting for the same reason. The chart 
shows Canada iShares (EWC) clearing its 200-day 
line as well. [The Canadian Dollar cleared that line 
yesterday]. That strengthens my view that Canadian 
stocks have bottomed along with commodity prices. All 
of which is good for the U.S. market.

THE MARKETS



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 23, 2016) indicates relative strength (relative to the S&P 
500 Index).  Consumer Staples, Utilities and Industrials are leading relative to the S&P 500. Financials, 
Healthcare, Consumer Discretion and Small Cap stocks have lagged. Technology indicates weakening, and 
Energy 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



REMINDER

Go check out the new and improved www.stawealth.com.  Let us 
know what you think, we look forward to hearing from you! 

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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