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Company Announcement

5 MORE DAYS!
Don’t’ forget. The new home for the STA Money Hour 
on KPRC AM 950. Beginning, Monday, April 4th STA 
Money Hour will air daily from 12-1PM Monday through 
Friday. You will now have access to stream STA Money 
Hour from your smart phone by downloading the 
iHeartRADIO App.  Our new station allows us to reach 
far more listeners, and Mike and I look forward to 
helping even more investors make smart decisions 
with their money. 

We will be discussing markets, far-reaching policy 
decisions by U.S. and international governments, and 
investment opportunities across business sectors 
and around the world. We will also cover the most 
important topics around wealth accumulation and 
retirement.  Simply, the show will be about you and 
your money. 

Week In Review
The market pulled back last week with the Dow falling 
0.49 percent and the small cap Russell 2000 falling 2 
percent. Twice as many stocks fell as rose but over five 
times as many set new highs as lows. Defensive stocks 
did better, with the Utility, Telecom and Healthcare 
rising while Basic material and Energy stocks fell the 
most. 

It is not surprising the market pulled back some last 
week. We have seen a 12.2% jump in the Dow since 
the low on 11 February. Rallies need to let off some 
steam at times if they are going to continue. The 
good news has been the shift in the market. While 
growth had been the king relative to value, in the last 
twelve months we have started to see a change. This 
has been true with Large Cap stocks but not to the 
degree we have seen with smaller stocks. According to 
Barron’s, Mid Cap Value had returns of -3.9% vs -11.3% 
for Mid Cap Growth. A similar pattern is true for Small 
Caps with Value doing -10.5% and Small Growth doing 
-14.3%. 

The Federal Reserve made a change in their stance 
toward four rate hikes in 2016. They now say they are 
likely to make only two of them. We heard a Senior 
Regional Fed Officer speak at Wright State University 
and he made a couple of things clear. First, inflation 
is too low and business investment and exports have 
been too weak. We concluded they are not looking to 
jack rates up anytime soon. In addition, it does not look 
like a new round of Quantitative Easing is in the cards. 
If this is the case, stock prices will more closely follow 
valuation and earnings as opposed to Fed stimulus. As 
such, with somewhat elevated valuations and three 
quarters in a row of falling earnings, we should expect 
stocks to remain vulnerable to outside shocks and we 
wouldn’t anticipate a new bull market to be starting 
anytime soon. 

The election will be given extra play in the headlines 
with regard to stock moves. In reality, stocks will 
reflect the overall risk analysis of investors and we 
would not put too much weight on political talk. The 
economy is more pressing and fourth quarter growth 
of 1.4% is not going to set the world on fire. The profit 
report from the fourth quarter was quite morose. 
Currently, the GDPNow estimate from the Atlanta Fed 
is running at 1.4% and estimates are for profits to take 
another hit in the first quarter. 

Our outlook is unchanged from last week and that 
usually means no change in direction. However, there 
are still signs of caution. In this environment, especially 
with the underwhelming profit and revenue picture 
facing many corporations, investors should focus on 
maintaining positions in companies offering good 
relative value. 

WEEK IN REVIEW



You Can’t Blame Them for Trying
Summary

• It may seem like a stretch for some readers to 
believe central banks are quietly coordinating their 
policy decisions to weaken the US dollar and prevent a 
disorderly drop in China’s RMB.

• That said, we could point to several examples in 
modern history when governments and/or central 
banks secretly intervened to steer foreign exchange 
markets and prevent larger crises.

• In addition to the recent European Central Bank, Bank 
of Japan, and Federal Reserve policy moves (outlined 
in last week’s STA Market Report), Janet Yellen’s latest 
speech seems to confirm some level of coordination is 
happening behind the scenes.

• While this fragile truce in the currency war cannot 
last forever, it may present a number of investable 
opportunities in beaten-up, dollar-sensitive asset 
classes like midstream master limited partnerships 
(MLPs) and politically stable emerging markets. 

• Ultimately, we believe the Shanghai Accord can either 
pave the way to voluntary and proactive international 
monetary reform toward a less US dollar-dominated 
system or break down into a global crisis that forces 
the major powers to adopt a new standard.

It Wouldn’t Be the First Time

In last week’s STA Market Report (“Did Central Banks 
Just Save the World?”), I floated the possibility that 
the Federal Reserve (“Fed”), the European Central 
Bank (“ECB”), and the Bank of Japan (“BoJ”) may have 
intentionally coordinated their recent policy moves to 
contain the strong US dollar and prevent a disorderly 
Chinese RMB shock. While it’s still too early to say for 
sure, I explained how this quiet intervention – likely 
negotiated at last month’s gathering of G20 finance 
ministers and central bankers in Shanghai – might 
mark a major turning point for the global economy.

“G-4” Central Bankers (from left to right): 

People’s Bank of China Governor Zhou Xiaochuan, European Central 

Bank Governor Mario Draghi, Federal Reserve Chairwoman Janet Yellen, 

& Bank of Japan Governor Haruhiko Kuroda

This week, I want to continue digging into the 
implications of this “Shanghai Accord” for 
the investment outlook. But first, a word of 
acknowledgement for the skeptics out there.  

The idea of tacit international coordination may smack 
of conspiracy theory to some readers, but we have 
to keep current events in historical perspective. As 
Barry Eichengreen, Joseph Gagnon, and Fred Bergsten 
each outlined at the Baker Institute’s 30th anniversary 
reflection on the Plaza Accord, governments and 
central banks often work together in moments such 
as this to steer foreign exchange markets and prevent 
larger crises.

Sometimes these collaborative efforts are carried 
out in the light of day with an aim to shock market 
participants into a new psychology like the Plaza 
Accord in 1985 or the Louvre Accord in 1987; but at 
other times they are quietly coordinated in backrooms 
and implemented on a need-to-know basis like the 
Sterling-Dollar Stabilization effort of 1925 or the Fed’s 
extension of unlimited US dollar swap lines to the 
European Central Bank in 2010. 

My point is that secrecy, misdirection, and policy 
coordination have been common practices throughout 
history – especially when political scrutiny threatens 
to derail what central bankers and/or finance ministers 
see as urgent policy adjustments. Its all part of the 
game.

FOR WHAT IT’S WORTH
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So when – with the world on the verge an earth-
shaking crisis – the largest and most important 
central banks suddenly and simultaneously shift their 
policies in a way that inexplicably promotes global 
stability over and above their immediate domestic 
mandates, it’s not a stretch to think they may be 
working together. On the contrary, it seems like 
a bigger stretch to dismiss these moves as mere 
coincidence.

Unintended Consequences
If we learned anything from the Plaza Accord, it’s that 
foreign exchange intervention can have dramatic 
and unintended consequences. When the dollar fell 
by more than 50% against the Japanese yen and the 
German deutschmark from 1985 to the early 1990s, it 
helped to calm protectionist sentiment in the US and 
breathed new life into the dollar-sensitive emerging 
world… but at the expense of setting a series of 
economic and financial crises in motion for Europe 
and Japan. 

The situation today is no different, except that there is 
far less room for error.   

A concerted effort to weaken or at least contain the 
US dollar and stabilize global economic growth may 
put a temporary floor under commodity prices, open 
the door for a modest reflation in beaten-up emerging 
markets, and lead to a temporary reacceleration in 
US economic activity. But, if the dollar overshoots on 
the way down like it did thirty years ago, it could also 
resurrect a series of risks in two of the world’s most 
indebted economies. 

In other words, an excessively weak dollar is just as 
destabilizing for global growth as an excessively 
strong dollar. And either direction likely leads to 
the same place - a global crisis where all of these 
imbalances shake out at once, albeit in a different 
order. 

There is a reasonable range for the greenback in our 
highly leveraged, highly interconnected world that can 
revive global economic growth and inflation to some 
extent; but any movements above or below that range 
start to expose system-wide risks. 

It’s a fundamentally unsustainable situation as 
the longer we hang in this “safe zone” the more 
US inflation pressures can build until the Fed has 
no choice but to start hiking interest rates more 
aggressively. But that’s a worry for another day.’

Do I have to spell it out for you?

With her speech this Tuesday to the Economic Club of 
New York, Janet Yellen basically just spelled out the 
case for the Shanghai Accord by stressing the global 
risks associated with “China’s exchange rate policy” 
and “the decline in oil prices… nearing a financial 
tipping point” which, in turn, threatened to “slow US 
economic activity.”

In true central banking fashion, Ms. Yellen did not 
explicitly pin these concerns to the strong US dollar. 
But it doesn’t take a Fed economist to see that it’s the 
common thread through all of these factors. 

It’s as if she just laid out the rationale for intervening 
to manage the US dollar lower, stabilize global growth, 
and lift the “economic headwinds [facing US economic 
growth]… more quickly than anticipated.”

Here’s an excerpt from her speech:

“One concern pertains to the pace of global growth, 
which is importantly influenced by developments in 
China. There is a consensus that China’s economy 
will slow in the coming years as it transitions away 
from investment toward consumption and from 
exports toward domestic sources of growth. There is 
much uncertainty, however, about how smoothly this 
transition will proceed and about the policy framework 
in place to manage any financial disruptions that 
might accompany it. These uncertainties were 
heightened by market confusion earlier this year over 
China’s exchange rate policy.”
“The second concern relates to the prospects for 
commodity prices, particularly oil. For the United 
States, low oil prices on net will likely boost spending 
and economic activity over the next few years 
because we are still a major oil importer. But the 
apparent negative reaction of financial markets to 
recent declines in oil prices may in part reflect market 
concern that the price of oil was nearing a financial 
tipping point for some countries and energy firms. In 
the case of countries reliant on oil exports, the result 
might be a sharp cutback in government spending. 
For energy related firms, it might entail significant 
financial strains and increased layoffs. In the event 
oil prices were to fall again, either development could 
have adverse spillover effects to the rest of the global 
economy.” 

FOR WHAT IT’S WORTH

http://www.msn.com/en-us/money/other/yellen-global-developments-pose-ongoing-risks/vi-BBr5lhH
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“If such downside risks to the outlook were to 
materialize they would likely slow US economic activity 
at least to some extent – both directly and through 
financial market channels – as investors respond by 
demanding higher returns to hold risky assets, causing 
financial conditions to tighten.”

“But at the same time, we should not ignore the 
welcome possibility that economic conditions could 
turn out to be more favorable than we now expect. 
The improvement in the labor market in 2014 and 
2015 was considerably faster than expected by either 
FOMC participants or private forecasters. And that 
experience could be repeated if, for example, the 
economic headwinds we face were to abate more 
quickly than anticipated.”

Sounds pretty clear to me. Just as the world was 
starting to lose faith in central banks, it appears they 
have found yet another temporary way to avoid a major 
shakeout.

Though this fragile peace between central banks does 
little to address the core problems facing the global 
economy – other than buying more time for structural 
reform – we believe it’s creating a number of investable 
opportunities for the time being in beaten-up, dollar-
sensitive asset classes like midstream master limited 
partnerships (MLPs) and politically stable emerging 
markets within the context of generally defensive 
portfolio allocations. 

As international monetary expert Jim Rickards 
explained in a note published late last week (“The Dollar 
Has Been Shanghaied”), “Having multiple central banks 
manipulate expectations and coordinate policy behind 
the scenes is complex. These efforts are doomed to fail 
because of unintended consequences and exogenous 
shocks. But that won’t stop the big brains from trying.”

In the end, we believe the Shanghai Accord can either 
pave the way to voluntary and proactive international 
monetary reform toward a less US dollar-dominated 
system or break down into a global crisis that forces 
the major powers to adopt a new standard (as they did 
three times over the course of the Twentieth Century).

We will absolutely revisit this topic in future letters; 
but for now, let’s just say that the conversation is 
well underway (see “IMF Launches Debate on Future 
of International Monetary System” & “Zhou, Finance 
Chiefs to Discuss Crisis Planning in Paris Forum”).

Stay defensive. Stay Diversified. And be on guard 
for opportunities where macro, fundamental, and 
technical trends intersect.

-Worth Wray, 
Chief Economist & Global Macro Strategist
STA Wealth Management

FOR WHAT IT’S WORTH
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DOW AND S&P 500 HOLD ABOVE 200-DAY LINES... 
Given the size of the market rally since mid-February, 
it’s not surprising to see it spend the past week 
consolidating. While the market had its first down 
week after five up weeks, very little changed on the 
charts of major stock indexes. Chart 1 shows the Dow 
Industrials still trading well above its 200-day moving 
average (red arrow). That red line should provide 
support on any pullback from here. The 14-day RSI line 
(top of chart) is pulling back from overbought territory 
over 70. That argues for more stalling in the market 
uptrend. Chart 2 shows a similar picture for the S&P 
500. While those large cap indexes are trying to stay 
above their 200-day lines, some other indexes are 
trying to climb above theirs.

We will need to see more to drive the markets through 
the resistance than just lack of bad news. We will need 
earnings and economic improvement.

THE MARKETS

NASDAQ 100 TRUST TESTS 200-DAY LINE...  
For a market rally to continue, it has to have 
most market indexes rallying with it. A number of 
them aren’t there yet. The chart below shows the 
PowerShares QQQ Trust struggling with its 200-day 
line. In a strong uptrend, the technology-dominated 
QQQ usually shows upside leadership. That hasn’t 
been the case. The QQQ/S&P 500 ratio (top of chart) 
shows the QQQ lagging behind. That needs to change 
if the market is going to make more upside progress. 
When dealing with the Nasdaq market, however, it’s 
necessary to see what’s holding it back. The QQQ 
includes the largest 100 non-financial stocks in the 
Nasdaq market. Not surprisingly, technology is its 
biggest component (56%). The next two biggest 
components are consumer discretionary (20%) and 
healthcare (12%). Let’s compare their chart patterns 
to see what’s holding the QQQ back.



THE PROBLEM IS HEALTHCARE...  
Healthcare (the third biggest part of the QQQ) is 
the year’s weakest sector (-5.7%). Chart 6 shows 
the Health Care SPDR (XLV) still in a downtrend as 
measured by its 200-day average and a falling trend 
line drawn over its July/December highs. The XLV/SPX 
ratio (top of chart) recently hit the lowest level in a year. 
The two biggest groups in the XLV are pharmaceuticals 
and biotechs. Of those two groups, biotechs are the 
year’s biggest loser (-24%) versus a pharma loss of 
-12%. Not only are biotechs the weakest healthcare 
group, the largest biotech stocks are traded on the 
Nasdaq. That includes Amgen (AMGN), Gilead (GILD), 
Celgene (CELG), and Biogen (BIIB). That makes biotechs 
the biggest drag on the Nasdaq 100.

BIOTECHS STILL IN DOWNTREND...  
The daily bars below show the downtrend in Biotech 
iShares (IBB). The IBB has lost -40% since last July. 
The red line is a ratio of the IBB divided by the QQQ. 
The falling red line shows how much of a weight the 
IBB has been on the Nasdaq 100 ETF. The IBB has been 
moving sideways since February (and is in an oversold 
condition). It may be encouraging that biotechs gained 
3% this week to lead healthcare to being the week’s top 
sector. But the IBB will have to clear its March high and 
its 50-day average to turn its short-term trend higher. 
That would be a big help to the QQQ and the entire 
Nasdaq market.

MATERIALS AND TECHNOLOGY ETFS TEST 

OVERHEAD RESISTANCE…  
The chart shows the Materials SPDR (XLB) right up 
against its fourth quarter high. It has cleared its 200-
day average.  The XLB/SPX ratio (top pf chart) is in a 
similar situation.  The first quarter rebound in the XLB 
has been driven by a strong rebound in commodity 
prices.

The chart below shows the Technology SPDR (XLK) 
nearing its fourth quarter high as well. A close above 
that barrier would put the XLK at a new record. The 
XLK/SPX ratio (top of chart) is already in record 
territory.

THE MARKETS



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 March 29, 2016) indicates relative strength (relative to the S&P 
500 Index).  Consumer Staples, Utilities and Industrials are leading relative to the S&P 500. Financials, 
Healthcare, Consumer Discretion and Small Cap stocks have lagged. Technology indicates weakening, and 
Energy is showing improvement 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. 

 

 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

SECTOR RELATIVE ROTATION MODEL

Sector Relative Rotation Model



401k Plan Manager
WEEK OF MARCH 28, 2016 

401K PLAN MANAGER

Domestic Stocks
The DOW and S&P 500 hold above 200-day lines… 
Given the size of the market rally since mid-February, it’s not surprising to see 
it spend the past week consolidating. While the market had its first down week 
after five up weeks, very little changed on the charts of major stock indexes. 
The chart of the S&P 500 shows the index is still above its 200-day moving 
average (red arrow).  That red line should provide support on a pullback from 
here. While those large cap indexes are trying to stay above their 200-day 
lines, some other indexes are trying to climb above theirs. The S&P 500 is now 
2,035 and the 200-day MA is 2,017 – this must hold or we likely see a retest of 
the 50-day MA at 1,941.

International Stocks
The Vanguard Total International Stock ETF (VXUS) is looking more 
constructive from a technical perspective with the 20-day moving average 
moving above the 50-day moving average (MA) in recent weeks.  The longer-
term technical indicator of the 50-day MA moved below the 200-day MA in 
August of 2015.  It would be better to see that 50-day move above the 200-
day once again, but the improvements are worth noting.

Bonds
In February the 10-Year US Treasury Yield bottomed at levels that we have 
not seen since February of 2015 (1 year ago).  Remember bond prices move 
inverse of yields. We do not currently envision a momentous drop in yields 
at this time. The psychological 2% level remains the significant barrier to 
watch on the the topside.

Cash
Being fully invested may sound great to many, but may expose you to more 
risk and it prevents you from responding to opportunities.  Central banks 
around the world have driven the returns on cash to zero, and have caused 
distortions in the prices of more volatile assets.  Those policies will likely 
lead to more risk.  Potentially sacrificing a little upside by holding cash is a 
good trade for having a cushion if this grand central bank experiment goes 
awry.

Domestic Stocks International Stocks

Bonds Cash

30% 10%

40% 20%

CURRENT WEIGHT CURRENT WEIGHT

CURRENT WEIGHT CURRENT WEIGHT

CURRENT 
ALLOCATION



REMINDER

Go check out the new and improved www.stawealth.com.  Let us 
know what you think, we look forward to hearing from you! 

STA Wealth Management is proud to announce the new home for 
our Radio Program The STA Money Hour, is KPRC AM 950.
Beginning, Monday, April 4th STA Money Hour will air daily from 12-1PM Monday through Friday. You will 
now have access to stream The STA Money Hour from your smart phone by downloading the iHeartRADIO 
App.  Our new station allows us to reach far more listeners, and Mike and I look forward to helping even more 
investors make smart decisions with their money.

If you have any questions, please feel free to email me at luke@stawealth.com. Have a great week!

Luke Patterson 

STA Wealth Management Investment Committee

Luke Patterson, CEO & Chief Investment Officer

Worth Wray, Chief Economist & Global Macro Strategist

Mike Smith, President

Andrei Costas, Senior Investment Analyst

Nan Lu, Senior 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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