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Make no mistake this year 
has been anything but 
boring!
If you look at the major U.S. indices over the last year you might 
assume we have had a fairly boring year with the S&P 500 almost 
flat for the year; make no mistake it has been anything but 
boring.

While the major stock averages recovered earlier from 
their August-September setback, this is not true for the 
Transportation or Utility indexes. Year to date, utilities are down 
about 7.5% and the Dow Transportation Index more than 10%. 
Some observers look to them for clues about the future and 
signs are not encouraging for the bulls.

The MSCI Emerging Market Index is down 13% year-to-date.  
There are many sectors that have cratered year-to-date with 
the S&P Energy sector down -15%, Materials down -8%, and the 
market has found all people hiding in the Utilities sector with a 
loss of -9%.

Even bonds were a tough place to park your money with the U.S. 
10-year Treasury note yield rising 15 basis points and generated 
no total return.  

These are the times when tactical investing in the market 
becomes ever more important – and we should expect this will 
continue through 2016.
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The US Federal Reserve it trying to indicate that it is on the eve of 
an interest rate hike.  Last weeks job report seems to give them 
another window.  The Fed has not hoisted its benchmark rate in 
nearly 10 years, and it’s been zero since the 2008 financial crisis.  

San Francisco Federal Reserve President John Williams said last 
week there’s a “very strong case” for the Fed to raise interest 
rates next month.  Williams’ remarks are significant because he’s a 
voting member of the Fed’s policymaking committee and his views 
generally align with those of Fed Chair Janet Yellen.  The Fed Chair 
told Congress two weeks ago that a rate hike in December is a “live 
possibility,” depending on economic reports in coming weeks.

The Fed’s second-in-command, Fed Vice Chair Stanley Fischer, 
reinforcing previously stated confidence that more inflation 
was around the corner. He expects the central bank’s preferred 
measure to rebound to 1.5% next year. Fed Vice Chair Fischer is 
also a voting member of the committee.

Chicago Fed President Charles Evans also spoke last week, saying 
the central bank is close to reaching its employment target, but 
it could be “well into” next year before the goal for inflation is 
reached to support a rate hike. Evans is also a voting member of 
the FOMC.

Comments from European Central Bank President Draghi last 
week were tilted strongly to the dovish side as he noted that price 
pressures in the Eurozone “remain very subdued” and that the 
dataflow “suggests that a sustained normalization of inflation 
could take longer than we anticipated in March when we first 
appraised the overall impact of our measures” –translation: we 
miscalculated our assumptions in March.

Further, if the ECB views that its medium-term price stability 
objective is at risk, Draghi stated that the Governing Council “would 
act by using all the instruments available with our mandate to 
ensure that an appropriate degree of monetary accommodation is 
maintained”. Translation: we will push all our chips into the middle 
of the table to achieve our objectives.  

So, against this, expectations of an expansion of the ECB’s 
quantitative easing program in some form are ramping up – with 
Draghi emphasizing that the Governing Council “will re-examine 
the degree of monetary policy accommodation” at its December 
meeting.

CENTRAL BANKS



Major Stock 
Indexes Fall 
Below 200-Day 
Averages …

• NASDAQ

• DOW JONES

• S&P 500

MARKET ANALYSIS



Consumer Discretionary SPDR 
Tumbles on Friday  

One of the market’s 
bright spots this year 
has been leadership by 
economically-sensitive 
cyclical stocks. That 
situation took a turn 
for the worse on 
Friday.  The Consumer 
Discretionary SPDR 
(XLY) fell -2.6% on 
Friday to lead the rest 
of the market lower. 
And it did so in heavy 
trading. It’s now headed 
for a test of its moving 
average lines. Most of 
the XLY selling was the 
result of a rout in retail 
stocks.
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The S&P 600 
Small Cap Index 
bounced off its 
50-day average, but 
remained well below 
its 200-day line. 
The first attempt 
at that line a couple 
of weeks ago failed. 
The market will look 
a lot stronger when 
large and small 
cap indexes are all 
trading back above 
their 200-day lines.



Crude Oil Nears 
Test of August lows
Another depressant on stocks this week was the sharp drop in commodity prices and stocks tied to them. 
Copper fell to the lowest level in six years which caused copper shares to lose -11% on the week. Energy was 
the week’s biggest sector loser with a weekly drop of -5.4%. That resulted from the fall in the price of Light 
Crude Oil to the lowest level since August. The WTIC rally failed at its 200-day average (red arrow). Heavy 
selling in commodity stocks also contributed this week’s selling in stocks. The plunge in crude during July 
pulled energy shares lower and weighed on the broader market. The oil rebound in late August helped stabilize 
energy shares and the rest of the market. Its recent drop has unsettled both. Crude and other commodity 
prices bear close watching. The last thing the market needs now is another leg down in miners and oil 
producers.
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The Chart below shows just how bad the commodity slide has become. It shows the Reuters/Jefferies 
CRB Index (of 19 traded commodities) falling to the lowest level since 2001. That puts it even lower 
than at the bottom of the 2008 financial crisis. The main reason for the commodity downturns in 2008, 
2011, and again this year were upturns in the U.S. Dollar Index (green arrows). During the past ten years, 
the rolling 100-week correlation between the two indexes is a minus -96%. That means that when 
the dollar goes up, commodities fall 96% of the time. The most recent jump in the dollar started this 
October with a strong jobs report increasing odds for a December rate hike. That started the most recent 
commodity slide. That puts the Fed in a strange place. It wants to see some evidence of commodity 
price inflation (which would signal stronger global economic conditions) to support a rate hike. But a 
rate hike strengthens the dollar, which weakens commodities even more. That’s especially true with 
the ECB talking about more easing in December which is weakening the Euro against the dollar. Weaker 
commodities also hurt foreign stocks that produce commodities like Australia and Canada, as well as 
several emerging markets. 
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Rising Dollar Pushes 
Commodities to 14-Year Low



Sector Relative 
Rotation Model
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 November 
18, 2015) indicates relative strength (relative 
to the S&P 500 Index) for Energy, Materials, and 
Industrials are indicating improvement relative to 
the S&P 500. Healthcare, Financials, Consumer 

Staples, Consumer Discretion and Utilities 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. 
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• Improving (Blue) – weak 
relative strength but improving 
momentum

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 momentum

• Commodities threating to break down again

• Bond rally starting to fade

• S&P 500 leading in international equity rotation

SECTOR RELATIVE ROTATION MODEL



REMINDER 

We have added two articles on our website discussing Changes to Social Security Claiming Strategies, and 
What Are People’s Biggest Regrets in Retirement.

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
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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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