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The Dow rose 3.48 % and 
the Russell 2000 rose 2.52 %
In spite of the terrorist attacks in Paris and Mali, the Dow rose 
3.48 percent and the Russell 2000 rose 2.52 percent. We had 
twice as many stocks rise as fall, but new lows swamped new 
highs. From a technical basis, the market has been unable to 
push through recent highs.

The markets have had the crutch of quantitative easing by the 
U.S. Federal Reserve removed and investors are trying to figure 
out the real potential of stocks. For 2016, It may well be a year 
of greater volatility, but active management could be a key to 
generating positive returns. Indeed, 2015 has been volatile, and 
stocks have not produced stellar returns. Part of the problem has 
been the global slowdown, the strong dollar, and falling sales and 
earnings. Among S&P 500 stocks, about 40% of their earnings 
come from abroad, so it is of little surprise we have seen 2 
quarters in a row of negative earnings growth. While overall 
earnings are pretty high, the trend hasn’t been going the right 
way. 

Our view points to modest equity risk in the next few months. 
This doesn’t mean the market won’t undergo some trouble in 
2016, it just means we wouldn’t abandon our modest equity 
levels at this time. To twist a phrase - modesty is currently the 
best policy. 
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Many investors are fretting about the timing of 
the inevitable start of short-term rate hikes in 
the United States.  Keep in mind that this event 
could end up being overwhelmed in the short-term 
by the sheer force of global liquidity created by 
accommodative central banks around the globe.  

It is important to note that the beginning of a Fed 
monetary tightening cycle historically has been a 
confirmation of U.S. economic progress, implying 
the Fed has enough confidence in the expansion’s 
sustainability to feel comfortable raising rates.   

During the past three decades, the beginning of 
a tightening cycle has typically occurred in an 
environment of rising inflationary pressures and 
mounting global economic momentum.  However, 
inflation today is lower and the global economy 
weaker than during any previous start of the 

tightening cycle over the past 30 years. This would 
suggest to us that the pace of tightening going 
forward will be slower than typically occurs. 

We do not expect a dramatic spike in interest rates.  
The low-global-growth, low yield environment will 
continue to lead to strong demand for U.S. Treasury 
bonds.  Therefore, high-quality bond duration 
remains useful to diversify against further risk-
off equity volatility over the coming year. There is 
a lot of concern about what is going to happen in 
the fixed income market. Will the bottom fall out?  
There is one primary reason rates will go up, and 
that is an acceleration of the nominal economy.  
Frankly, that does not look likely anytime soon in our 
view.

FED RATE HIKE INTO GLOBAL WEAKNESS

Many investors are fretting about the 
timing of the inevitable start of short-term 
rate hikes in the United States.  



INSIDERS SENDING A MARKET SIGNAL?

The recent rebound in stock prices has one important group of 
disbelievers. Corporate insiders have been dumping shares at the 
highest pace in 4 ½ years.  The selling averaged $450 million a day 
in November, the highest since May 2011.

That has come in a month when the benchmark S&P 500 index 
has gained about 0.9 and is coming off its best week of the year, 
registering a 3.3 percent jump.  

One of the primary reasons it hasn’t pulled the market down is a 
push from companies buying back their own shares.  Corporate 
buying, including cash takeovers and new buybacks, hit $96.2 
billion in November.  Since third-quarter earnings began in October, 
buybacks have averaged $3.9 billion a day, which is the second-
highest pace since the bull market began in March 2009.

Buybacks have been an efficient way to push market growth as the 
Federal Reserve keeps borrowing costs low and retail investors 
remain reluctant market participants. Zero-interest money market 
funds continue to hold huge sums, with the current $2.67 trillion 
total representing a 2.4 percent increase compared to a year ago, 
according to Investment Company Institute data.

However, buybacks have faced increasing criticism, particularly 
from some presidential candidates, as a less-desirable use of 
capital than investing in plants, equipment and hiring. While 
buybacks soared, capital expenditures have tumbled 5.6 percent in 
the third quarter. 

Essentially, the insiders are selling into strength, taking advantage 
of market rallies to cash in during a year when returns have been 
hard to come by. The S&P 500 is up just 1.65 percent year to 
date, while the blue chip Dow Jones Industrial Average is virtually 
unchanged. 

The recent rebound 
in stock prices has 
one important group 
of disbelievers



This week the Commerce 
Department reported a 
headline U.S. GDP number 
that came in better than 
initially estimated
for the third quarter.  
This week the Commerce Department reported a headline U.S. 
GDP number that came in better than initially estimated for the 
third quarter. At the same time, corporate profits slipped leading 
to an uneven reading that has been typical of the six-year old 
expansion.

Gross domestic product, the broadest measure of goods and 
services produced across the economy, advanced at a 2.1% 
seasonally adjusted annual rate in the third quarter, up from the 
initial estimate of 1.5%. Despite the upgrade to third-quarter 
performance, the growth pace marked a sharp slowdown from 
the second quarter, when the economy expanded at 3.9%. Overall, 
economic growth has hovered around a modest 2% rate for the 
past several years, with no sustained breakout for the economy 
since the end of the recession in 2009.

The improved third-quarter reading was largely due to a sharp 
upward revision for private inventories.  Rising stockpiles help 
boost gross domestic product, but watch for them to be a drag in 
the fourth-quarter when those inventories are drawn down.

A key measure of corporate profits, however, dropped 1.1% in 
the July-to-September period and were down 4.7% from a year 
earlier, the weakest annual reading since the final months of the 
recession.

U.S THIRD-QUARTER GDP



As third quarter earnings season 
continues, earnings expectations 
continue to imply a negative 
earnings growth trend.  

As third quarter earnings season 
continues, earnings expectations 
continue to imply a negative earnings 
growth trend. However, we do note an 
improvement in growth expectations 
compared to when the current earnings 
season started. In fact, the growth rate 
for S&P 500 earnings per share has 
improved 369 bps since then. Despite 
the improvement in earnings growth 
expectations for the third calendar 
quarter, we still have three of ten S&P 
sectors set to experience earnings 
contraction compared to the same 
quarter last year. Those three sectors 
are Consumer Staples, Energy and 
Materials.  
It is worth noting a few things in 
the data. First, we note a slight 
improvement in the expectations for 
the materials sector EPS growth rates. 
Last month, the expectation was 
for an EPS contraction for the third 
quarter of -18.27%. That has since 
improved to a contraction of -14.56%. 
Second, we observe that the consumer 
discretionary and healthcare sectors 
continue to lead the way in terms of EPS 
growth expectations with a forecasted 
improvement of 16.44% and 15.00% 
respectively. It is also worth highlighting 
the flat 3Q EPS growth expectations for 
the financial sector. The financial sector 
continues to merit close attention as 
a hawkish Fed has started to signal a 
growing probability of a December  
rate hike. 

THIRD-QUARTER EARNINGS

Currently, calendar year 2015 earnings for the 
S&P 500 are expected to be $117.20 while 
2016 earnings are currently expected to be 
$126.75. These each represent a downward 
revision to estimates since last month. 



In Europe, earnings expectations 
continue to be positive but have 
also been revised down.

in Europe, earnings expectations continue to 
be positive but have also been revised down. 
Currently, earnings growth for calendar year 2015 
is expected to be 8.0% with eight of 10 sectors 
expected to see positive earnings growth. While 
Energy and Materials are still expected to detract 
from S&P350 earnings growth, the Technology, 
Financials, and Consumer Discretionary sectors 
are expected to lead the way. 

THIRD-QUARTER EARNINGS

Currently, full year 2015 earnings for the 
S&P 350 are expected to be €95.42 while 
full year 2016 earnings are currently 
expected to be €102.42. 



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. 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

MARKET ANALYSIS



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 and a Happy Thanksgiving,

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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