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Week in Review

A beach ball held under water wants to pop up above 
the surface.  We saw some of this last week.  
Previously, Energy and Basic Materials had been 
suffering from the global slowdown.  Energy and Basic 
Materials stocks advanced along with all other sectors, 
with the exception of healthcare.  This may be an
indication that short sellers are covering their bets 
since we don’t yet see much money being committed 
from retail investors.  We would like to see a
broadening in participation as confirmation of this 
rebound.  Until then, we expect volatility to continue.

Last weeks rebound in the market comes in spite of the 
uncertainty from central banks and Washington.  The 
U.S. Federal Reserve continues to hint that they may 
raise short-term interest rates this year.  The
International Monetary Fund has pleaded in their 
recent report that the U.S. Federal Reserve not begin 
raising interest rates.  The IMF says the world economy 
is still too weak to withstand a rate increase this year.  
They mention that a Fed tightening could spur a wave 
of corporate defaults as companies borrowing money 
in dollars face higher debt costs. 

Many expected the Federal Reserve to move from zero 
interest rate policy in September and we explained to 
investors in our weekly investment letter that we 
believed they would not.  Now everyone seems to think 
that the Fed will move higher by December, and our 
position is that they still will leave interest rates alone 
for now.  It’s uncertainty that seems to be a permanent 
feature now, and volatility becomes the order of the 
day.

There is a great sense of unease regarding the global 
economy, and the environment seems pretty 
unforgiving. 

Market Analysis

On page two, is a daily chart of the S&P 500. We still 
have a long-term bearish signal in when the 50-day 
moving average (MA) crossed below the 200-day MA. 
We have also seen a short-term ascending wedge 
pattern. The downside violation of the lower support 
line confirmed the rally failure, and reinforced the 
support near the August lows.  When the S&P 500 
retested the August lows, combined with the oversold 
conditions, it is not surprising to see a bounce.  As you 
can see in the charts below, we saw similar action in 
the market with the August declines.

NOTE: The solid blue section that moves through the 
chart on page two is a Bollinger Band.  Bollinger 
Bands are volatility bands placed above and below a 
moving average.  Volatility is based on standard 
deviation, which changes as volatility increases or 
decreases.  Standard deviation is a statistical term 
that measures the amount of variability, or dispersion, 
around an average. Standard deviation is also a 
measure of volatility.  Generally speaking, dispersion is 
the difference between the actual value and the 
average value.  By definition, prices are high at the
upper end of the band, and low when they are at the 
lower end of the band. At more extreme highs or lows, 
we sometimes refer to prices as “overbought” or
“oversold”.

continued on page 2



The S&P 500 multi-year weekly trend line is worth reviewing in light of the short-term rally. The weekly price chart of 
the S&P 500 still indicates a more bearish trend as you can see below. 

continued on page 3



The percent of stocks above 200-day moving average…

The chart below measures the percentage of NYSE stocks above their 200-day moving average. The 
movements are significant because it measures the market’s larger trend.  This week’s upturn has pushed the 
level above its mid-September peak of 30%.  It is now testing a falling trendline extending back to May.  

continued on page 4



NASDAQ 

The chart below, is a daily chart of the tech heavy NASDAQ Composite Index. While we have had a rally in 
most major indices, the NASDAQ bounced off of support of the August lows and an oversold condition at 
approximately 4540. In the chart, we see a nicely formed declining trendline from the July peak and a strong 
horizontal resistance level to overcome at the 4810-4850 zone. The falling 50-day moving average is also in 
the area, but even more importantly the 200-day average is above that.

The 200-day moving average represents the long-term trend, and the Nasdaq and all other major market 
indexes are trading below it. We have to give the benefit of the doubt to the bears under this average, and 
demand solid breakout signals before we can lean bullish.  So far, that has not happened. 

Even though the bulls won big over the past week, I see no reason to change my view that the market is 
weak.  A short-term bounce off a long-term support does not provide enough evidence. The caveat, however, 
is that all is not yet lost for the bulls because the bearish argument will remain on hold as long as the August 
lows remain unbroken.

The fact that the small-capitalization Russell 2000 did take out its August low before bouncing may be
foreshadowing the eventual breakdown. But in technical analysis we have to wait for these signals to clearly 
happen before taking meaningful action.
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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

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 September 24, 2015) indicates relative strength (relative to the S&P 500 Index) 
for Utilities, Consumer Discretion, and Consumer Staples.  The lagging sectors include Energy and Materials, but 
are indicating short-term improvement relative to the S&P 500. Healthcare and Financials 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. 



If you have any questions, please feel free to email me at luke@stawealth.com. 

Have a great week,

Luke

STA Wealth Management Investment Committee 
Luke Patterson, CIO
Mike Smith, President
Andrei Costas, Senior Investment Analyst

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.

BONDS

Reminder: In last weeks report I mentioned that bonds were winning. I also mentioned the 
following:

“With that said, you should take advantage of current prices to reallocate or reduce exposure to your 
longer-term portfolio goal weight to fixed income. “

If you have any questions, please feel free to email me at luke@stawealth.com. 


