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Domestic Stocks
The stock market has been in transition and 
it has not been easy to find any long lasting 
trends. Since the FED stopped Quantitative 
Easing, the market has been adrift. The S&P 
500 topped out at resistance levels as it has 
since peaking 13 months ago and the average 
yield on sovereign global bonds hit a new record 
low of 0.6% - and we reached $10 trillion in 
terms of government bond rates on the planet 
trading at a negative yield. 

Friday (June 3rd) the S&P 500 closed at 2,099. 
The chart below shows the SPX trading above 
its April high at 2111 at mid-week. But it wasn’t 
able to hold that modest upside breakout. The 
SPX lost nearly 1% on Friday to end the week 
back below 2100 (2096). And it did so on rising 
volume.

Overall, the market’s risk level is rising. The 
chart below shows the important valuation 
metric Schiller P/E ratio compared to the 
consensus long-term earnings growth.  
Consensus long-term earnings growth is 
slowing while Schiller P/E valuations measure 
remains elevated. By this measure stocks are 
expensive.

International Stocks 
China is the globes second largest economy 
with a $33-trillion-and-growing banking 
system. We are getting in some pretty scary 
debt to capital numbers as China passes 300% 
of gross domestic product. Also, countries that 
depend on China for trade represent 40% of 
global gross domestic product. If China really 
goes into decline, it’s going to take of lot of 
countries down with it. 

The Vanguard Total International Stock ETF 
(VXUS) is losing some momentum. The longer-
term technical indicator of the 50-day MA 
moved below the 200-day MA in August of 
2015. Our recommendation is to underweight 
international stocks, and more specifically 
emerging markets. 

Bonds 
The big story this week was the plunge in global 
bond yields, many of which fell to record lows 
and deeper into negative territory.  Buying of 
Treasuries by foreigners (which hit a record 
high this week) is pushing prices higher and 
yields lower. In other words, Treasury yields are 
being pulled lower by foreign influences.

The global debt overhang remains a ball-and-
chain on the economy. The persistently high 
levels are exactly why interest rates cannot go 
up, at the expense of savers.  
 

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.
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*The 401k Plan Manager is a “guide” for a base allocation of a Balanced Investment Model for an 
investor with 5+ years before retirement. It is not intended to provide specific recommendations 
regarding investment style (i.e. value vs. growth), market capitalization ( i.e. small cap/mid-cap/
large cap). For more information of how STA can assist you in 401k questions, please contact us at                   
info@stawealth.com. 
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