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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 is now trading above its 200-day moving 
average. That is a sign the breakdown in the 
markets resulting from the Brexit vote has 
probably been contained for now.  Still the S&P 
500 Index has gone nowhere is 19 months.

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.

The chart is showing the S&P 500 earnings 
growing 11% and the price-to-earnings ratio 
growing at 37% since 2012. 

International Stocks 
The S&P 500 has been going sideways for 18 
months.  But even so, it really stands out that 
the U.S. is the last man standing.  Italy and 
Spain are down 35% form their recent highs; 
Germany is down 25%; Japan is down 25%; 
China is down 40%. 

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

Bonds 
The world is confronting an epic shortage of 
positive yielding, relatively safe fixed income 
product (even a global corporate bellwether like 
Nestle has its 10-year bond trading at a modest 
negative yield!

The 10-year German and French yields hit 
record lows last week, and we saw the entire 
Swiss government yield curve out to the 50-
year maturity sink to negative yield territory.

Even Friday, despite a strong U.S. jobs report 
that helped send the S&P 500 to a near-record 
high, yields on the 10-year Treasury note 
ultimately declined to a record low of 1.366% as 
investors took advantage of a brief rise in yields 
on the report’s headlines to buy more bonds. 
Yields move in the opposite direction of bonds.

To the right is a chart of the free fall on 
developed-world government debt.

The bond market action suggests market 
participants are just not happy right now, and 
they seem to be getting less happy.  Therefore, 
despite the good news coming from the stock 
market, all is not well.

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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