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At STA we continually work to add value to the 
audience of our weekly radio program, readership 
of our Weekly Market Report, and our clients. We 
are aware of the importance of our work of guiding 
families in accomplishing their financial goals, and I 
can assure you that everyone that works at our firm 
is dedicated to that effort. 

With that said, I would like to announce the newest 
addition to the STA team. Nan Lu will be a Senior 
Investment Analyst focusing on our fixed income 
strategies.  Nan holds a B.S. in Biomedical Science 
from Fudan University in Shanghai, China, A Ph. D. 
in Biochemistry and Genetics from Baylor College 
of Medicine, and is completing his M.B.A from Rice 
University with a focus in Finance.  Nan’s background 
in quantitative research and his passion for fixed 
income management makes him a great addition 
the the investment management team. In addition 
to working on our fixed income strategies, he will be 
helping to bring content and a better understanding 
of fixed income management through our Weekly 
Market Report, and Private Client Report.

The most important factor that determines our 
ability to meet our commitment to our clients and 
audience are the dedicated and talented people on 
the STA team.  Whether it be our financial planning, 
investment management, insurance, or operations 
and services team our people make the difference.

 

Week In Review
A strong rally on Friday more than erased losses 
from Thursday and left the market in the black 
for the week. The S&P 500 gained 0.12% while 
the Dow advanced 0.36%. The main reason being 
given for Friday’s surge was the strong jobs report 
and increased expectation for higher rates. That, 
combined with a big jump in bond yields on Thursday, 
may explain why financials ended the week on such 
a strong note. The plunge in the dollar on Thursday 
may also account for the big jump in gold and gold 
stocks.

The S&P 500 ended the week back above its 200-
day average after bouncing off its 50-day line on 
Thursday. 

The jobs numbers came in as expected by Wall Street 
analysts—a monthly 211,000 increase in payrolls, 
with upward revisions to previous months, and an 
unemployment rate steady at 5%.

As the unemployment rate held steady, other areas 
of the economy are still struggling. For example, 
manufacturing remains sluggish and some may 
even suggest might be in its own recession. Just 
this week the ISM Manufacturing Survey pointed 
towards contraction as the index fell below 50 for the 
first time since 2012; the lowest since July of 2009. 
An obvious sign the struggles in the manufacturing 
sector will likely continue into 2016. 

There was good news for the consumer as oil prices 
fell below $40 a barrel for the first time since late 
August. Gasoline prices are also down as the average 
price for gas is now about $2.04 (AAA - Daily National 
Average Gasoline Prices Regular Unleaded). This 
could help retailers as well; given this is the most 
important time of the year for many of them. 

The European Central Bank earned itself a reputation 
of late as an institution that understands markets 
and how to beat expectations. That reputation was 
badly damaged last week. More on this below.

We are nearing the end of the year and tax-loss 
harvesting could possibly help reduce your tax 
liability for the year. It may be a good time to review 
your unrealized losses to see if such a strategy could 
benefit your taxable accounts. 

We have been talking about increased volatility in the 
short-term and this past week was a good example. 
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Europe’s states cannot afford the crises 
they have on their hands.

In the capitals of Europe, they are calling in the spies and the generals. I would call in someone far 
more frightening: an accountant. Europe’s states cannot afford the crises they have on their hands. 
So how does the economics play into this growing threat?

After the Paris attacks, the refugee crisis, and the rising threat of ISIS or the urban jihadist 
underground, the French and German ministers are now calling for a new 10 billion euro fund to 
pay for enhanced security, better border controls and the integration of refugees.  It will take more 
than that, and the Eurozone can’t afford it. Europe’s front-line states are in a miserable financial 
situation. If the crisis forces them to start borrowing heavily and break eurozone rules, the risks to 
their solvency and the common currency itself will rise.

The French president, François Hollande, knows his country’s fiscal situation is as tough as its 
security situation. France’s debt is expected to reach 96.5% of gross domestic product, while this 
year’s budget deficit is running at 3.8% of G.D.P. — in breach of eurozone rules that limit deficits to 
3 percent. Before the Charlie Hebdo and Bataclan attacks, Mr. Hollande had been planning a major 
defense cut, to bring down this deficit. Those cuts are off now.

Spain, Portugal, Italy and Greece — all under severe pressure from Europe’s refugee crisis — are 
running budget deficits and have national debts equal to or greater than their annual G.D.P. Following 
Paris’s lead, Italy is now calling for Brussels to exempt it from eurozone deficit rules so that it can 
spend more on security. 

Given the challenge, not spending seems not an option; however, borrowing more to meet the 
challenge while already in a fiscal crunch offers other problems.  

The European Union has two crisis’, financial and security. Geopolitics, economics, and terrorism 
leave investors concerned that the accumulating debt bomb will soon ignite. 

THE TAX EUROPE CAN’T AFFORD TO PAY



Chart of the S&P 500 
In the chart below, you will notice that the S&P 500 has not broken down below the October 2014 
lows.  Why is October the important level to hold? Because in October 2014 is when we had a 
significant spike in volatility.  There was a lot of fear that came back into the market to accompany 
the downside move on the S&P 500.  Whenever you see a high volatility reading with a low, that low 
becomes more significant. By the way, in the big picture a correction and consolidation can be healthy 
for the market.

M ARKET ANALYSIS



European Central Bank President Mario Draghi promised more stimulus to boost eurozone inflation and 
economic growth. The ECB last Thursday lowered its deposit rate 10 basis points to -0.3%, effectively 
charging banks more to store excess reserves, a measure designed to stimulate lending. It also extended 
its QE bond buying program for an additional six months. Either those moves were already expected, 
or the markets expected more. Either way, the reaction has been negative. The sharp market reaction 
underscores the heavy reliance of financial markets on the deeds and words of central bankers more than 
seven years after the onset of the global financial crisis.

The Euro, which has been falling in expectation of a more aggressive move, jumped sharply.  The chart 
below shows the Euro jumping more than 2% off chart support along its spring lows. 

That is pushing the dollar sharply lower. The chart below shows the PowerShares Dollar Index Fund (UUP) 
moving sharply lower. [The dollar drop is giving a modest boost to gold and gold miners].

DRAGHI DISAPPOINTS...



TREASURY YIELDS JUMP... 
The eurozone yields are pulling Treasury yields higher. Eurozone bond yields jumped along with the Euro 
on disappointment over the ECB announcement. The chart below shows the 10-Year Treasury Note Yield 
bouncing sharply off its moving average lines. That’s the biggest jump in a month and is pushing bond prices 
lower.

RISING RATES HURT UTILITIES, SUPPORT BANKS...
The big jump in bond yields is having a predictable effect on rate sensitive market sectors. Rising rates hurt 
utilities. The chart below shows the Utilities Sector SPDR (XLU) falling to a three-month low today. [REITS are 
down for the same reason].

DRAGHI DISAPPOINTS



DRAGHI DISAPPOINTS

Rising rates usually help banks. The KBW Bank SPDR (KBE) is trading within a small consolidation pattern in a 
rising trend.

YIELD CURVE DROPS TO EIGHT-MONTH LOW... 

A lot of attention is being placed on the falling yield curve. Chart 5 shows the 10 Year - 2 Year Treasury yield 
curve falling to the lowest level since March. [The yield curve plots the difference between a longer and a 
shorter yield maturity]. Normally, the yield curve starts to rise at the start of a Fed tightening cycle as bond 
yields start to rise. That isn’t the case right now. The main reason for the drop in the yield curve is that the 
2-year yield (which is more sensitive to a Fed rate hike) has been rising, while the 10-year yield (which is more 
sensitive to falling inflation) has been dropping. Historically, the Fed has started raising rates to combat rising 
inflation. That’s obviously not the case now with the CRB Commodity Index trading at the lowest level in 14 
years (solid area). It’s true that the U.S. economy is starting to do better than most foreign markets which 
may justify a higher Treasury yield. Monetary easing in Europe and Japan, however, are keeping global yields 
at historically low levels. That’s also keeping Treasury yields down. That’s especially true in the eurozone with 
most bond yields in negative territory.



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 December 1, 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 have lagged, but are beginning to turn up. 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. 

SECTOR RELATIVE ROTATION MODEL

Sector Relative
Rotation Model

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



REMINDER

We have added new articles on our website discussing Seven Money Moves to Make Before the End of the 

Year, 2015 Tax Saving Tips, 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 
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Nan Lu, Investment Analyst

Weekly
Market 
Report

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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