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Technical Bearish Confirmation continues...

Market Analysis
Stocks fell last week with the Dow Jones Industrial 
Average falling 0.4% while the small cap Russell 2000 
slumped 3.5%. Twice as many stocks fell as rose and 
we saw nine times as many stocks hit new lows as new 
highs.  Healthcare and Basic Materials were the 
hardest hit. Cyclical stocks have been the only sector to 
see gains this year. It should be no surprise that Energy 
stocks have seen losses of over 20% year-to-date. 

In our economic analysis, we suggested investors
prepare for volatility in 2015. We noted higher 
valuations and the general sense globally that central 
banks have lost their potency.  We have reported that 
Quantitative Easing (QE) helped support stocks since 

2008, but hurt stocks when we went through periods 
without QE.  The Fed ended QE last year and the
market is trying to figure out how stocks should be 
valued. Lastly, earnings growth has slowed, making 
proper valuations even more difficult for investors to 
assess.

Below 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. I 
mentioned that a downside violation of the lower 
support line would confirm the rally failure.  Well that 
has now occurred and suggest that investors reduce 
equity exposure in portfolios over allocated to equities.
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Technical Bearish Confirmation cont.?

In last weeks report I mentioned the following. “We are nearly in a technical confirmation of the long-term 
bearish trend with the 20-week moving average crossing below the 50-week moving average as you can 
see in the chart below. 

The last time the S&P 500 had the 20-week moving average (MA) move below the 50-week MA was in 
2011. At the time the two moving averages crossed, the S&P 500 traded at approximately 1236.  The
index continued lower to the trend line established at the lows in 2009 to 1072.  The 20-week MA did 
move again above the 50-week MA but it took months and not before the S&P 500 declined more than 
13%.  So lets be careful out there.

As we examine the macro economic data, equity fundamentals, and technical analysis, we note that we 
continue to be mostly in the negative camp.  With the market decline in late August, and a recovery of 
about half of the decline in September, it is not as robust as one would expect from a healthy market.  
Therefore, we would suggest investors gradually lower equity levels for overinvested accounts.
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Sector Performance

Last week the S&P 500 was led by the Utilities, Consumer Staples, and Financials sectors with total 
returns of 0.78%, -0.13%, and -0.48% respectively. The sectors that lagged were Health Care,
Materials, and Telecommunication Services with total returns of -4.42%, -4.33%, and -2.54%
respectively.

Sector Total Returns for the week of September 21-25, 2015

In the chart below you will notice the sector performance for the 10 S&P 500 sectors. Take close 
notice of the dispersion in returns for the sectors. While you could invest in a S&P 500 index for your 
equity exposure, I believe that sector rotation can offer better risk adjusted returns over time.



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 relative weaker 
sectors include Energy and Materials sectors. Keep in my 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. 

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
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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.

Mike and I had the opportunity to interview Worth Wray on the STA Money Hour.  Worth is the Chief 
economist with Evergreen GaveKal, and co-authored the best-selling book “A Great Leap Forward?”, 
with our friend John Mauldin.  

In the interview we discussed the recent Federal Reserve decision, the Chinese economy, and the 
future of the oil market and how it impacts investors. Check out where he sees the opportunities in 
energy. You can listen by going to the Commentary tab at www.stawealth.com . 


