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It is difficult to believe the terror attacks on      
September 11th took place 14 years ago. The 
events ruined so many lives, and the scars will 
remain for generations. 

In some ways the world is even more messed 
up than it was, as we are now dealing with a 
massive Syrian refugee crisis created by ISIS 
– who in 2001 would have ever thought there 
would be a group more evil than al Qaeda? 

The humanitarian effort is real evidence of how 
good the world still is, and is an important thing 
to remember as we reflect on the attacks on 
September 11th.

What about the Fed?

We believe the Federal Reserve raising         
interest rates off of zero is improbable in the 
September meeting.  After all, the mission of 
reaching its dual mandate of full employment 
and 2% inflation has not yet been fulfilled. 

As for the labor markets, when you adjust for 
the four-decade low participation rate, the 
actual unemployment rate is around 8.7% - 
nowhere near the reported 5.1% headline rate. 
This is much of the reason that wages have 
remained so subdued.
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U.S. Federal Reserve Chair, Janet Yellen stated to the City 
Club of Cleveland on July 10, 2015 - “As I noted, the national 
unemployment rate has declined markedly during the economic  
recovery. But it is my judgment that the lower level of the unem-
ployment rate today probably does not fully capture the extent 
of slack remaining in the labor market--in other words, how far 
away we are from a full-employment economy.”

As for the latter, the core Personal Consumption Expenditure 
(PCE) deflator is running at 1.2% YoY. The market based core 
inflation rate is 1.0% YoY. 

Now you know why we are of the opinion that the Fed is not 
likely to lift off zero interest rate policy in its September meeting. 
We will know in the coming week if the Fed is “data dependent” 
as they claim.
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If they do raise, be sure you have some         
powder (cash) dry for the time being. History 
shows us the markets have a tough time get-
ting acclimatized to new interest policy, but 
once it  becomes evident that a 25 basis point 
move doesn’t drive the economy in the ditch, the       
markets turn out ok. 

The history lesson, is to keep in mind that any  
relief rally in the day or days after an initial rate 
hike is a head fake – there is usually a selloff 
in the first few weeks as it takes time for the      
markets to find its footing. Preserving capital and 
being nimble sometimes means being patient.  
The buying opportunity does come.

If the U.S. Federal Reserve has the conviction 
to get off zero interest rate policy for the first 
time in seven years, I would say that over the           
near-term expect to see a flattening yield curve, a 
stronger dollar, higher volatility and further hit for     
emerging markets. Keep in mind S&P industrials 
and Staples will not like the next leg up in the 
U.S. dollar.  
The Markets
The S&P 500 is now approximately 8.25%       
below the May highs, and the Dow Jones          
Industrial Average is nearly 11% below its May 
highs. At the height of the recent turmoil, on     
August 24th, the Dow fell more that 1,000 points 
in its biggest intraday drop ever.

One-year chart of the S&P 500

S&P 500 STALLS NEAR LATE AUGUST 
HIGH... 
The daily bars in the chart on page 3 shows the 
S&P 500 backing off from its late August peak. 
That coincides with the falling 20-day moving           
average (green line) which is another barrier. 
Unless the S&P 500 can clear both hurdles, it will 
remain locked in the short-term  trading range 
that started a couple of weeks ago. That’s not too 
surprising since it’s going to take more time to 
repair summer damage. That might even include 
a retest of its summer low.

The reality is that technical analysis may not 
have a lot to say about what’s coming next       
immediately after a big change like we have had 
recently. All the trend lines are broken and the 
market needs time to establish its new direction 
and so should the technicals be any different?  
It will take time for new trends to emerge and 
indicators like moving averages to re-establish 
themselves.  

Given that we have already established a more 
defensive position in portfolios, our advice to 
everyone is to remain patient during this volatile 
time.  We will observe the technicals as they 
settle down. Trend and momentum will return 
to the market soon but until then, be very wary. 
Challenging technicals abound and buyers are 
not buying on the dips as they did in the not-to-
distant past. 
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The reality is that technical analysis may not have 
a lot to say about what’s coming next, following a 
big change like we have had recently. 

All the trend lines are broken and the market 
needs time to establish its new direction and so 
should the technicals be any different?  It will take 
time for new trends to emerge and indicators like 
moving averages to re-establish themselves.  

Short-Term Look at S&P 500

NYSE Percentage of stocks above 200-day average

The charts below indicate the percentage of NYSE stocks above their 200-day moving average. 
A stock market cannot maintain an uptrend when the percent of stocks trading above the 200-day 
moving average begins to decline. Just observe last summer levels (before the August plunge), and 
you will notice the percentage of stocks above their 200-day moving average went from nearly 65% 
in late April to nearly 16% on September 2nd. 
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The charts below carry both good news and bad news. The bad news is that we are still in downward 
trend.  That has to change.  It’s been all down hill since April. To the bottom right, the line is starting 
to stabilize (red circle). It needs more to signal a bottom. A good start would be a rise above its late    
August peak at 24%. A more convincing move would be above it early August high at 42%. It will   
likely take a while for that time happen.



How does China’s Market Affect the US Market?

We have discussed this point ourselves. Fears that the ongoing slowdown in China – and concerns 
that things might be getting worse – appear overblown for investors in U.S. stocks, unless economic 
weakness in emerging markets trigger a broader recession elsewhere around the globe.

The chart below indicates the correlation between the S&P 500 (U.S) and the Chinese Shanghai     
Index. Over a ten-year period you will notice no discernable pattern over the long-term.

Conversely, observe a stronger correlation relationship between the S&P 500 and the German Dax 
index. (chart below) 
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You will also notice still a stronger correlation between the S&P 500 and the Japanese Nikkei than the 
Chinese Shanghai Index.



With so much in the headlines about the Chinese stock market, I thought it would be worth some  
perspective by observing the long-term data of how one affects the other.

Energy Sector: XLE
The chart of the S&P energy sector (see below) has been in a bearish decline last summer. Then the 
50-day moving average crossed below the 200-day moving average confirming this bearish trend 
in October of 2014.  In May the XLE fell below the 20-day moving average. In May, since XLE has    
tested and failed to move above 20-day resistance level several time as you can see in the chart 
below. In order to begin moving back into the energy sector in a significant way, we would want to see 
from technical perspective a move and hold above at least the 20-day moving average. 



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

Have a great week,

Luke
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Materials Sector: XLB

The chart of the S&P materials sector (see below) has also been in a bearish decline, and has tested 
and failed to move above the 20-day moving average. In order to begin buying more materials sector 
stocks we would want to see a move and hold above the 20-day MA.


