
401k Plan Manager
 

WEEK OF JUNE 6, 2016 

401K MANAGER

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. For 
example, over the last 12 months, the S&P 500 
Index is down -3.46%.  We have seen a similar 
pattern among the different sectors as about 
half have risen while half have fallen. We saw 
several of these sectors reverse course in the 
last three months, with Basic Material and 
Energy stocks rebounding strongly, but still are 
losers over the past 12 months. 

The chart below shows the S&P 500 treading 
water (down -3.8% from last May). The S&P 
500 is trading below its 50-day moving average 
and trending toward its 200-day average. The 
fact that the 50-day average remains higher 
than the 200-day average line is a positive 
sign. The key to short-term market direction, 
however, may lie with the Nasdaq. (see 
Technical Commentary)

Overall, the market’s risk level is rising. We 
have stated in earlier letters that stocks 
have been in a long-term topping pattern.  It 
is typical in these phases for prices to work 
toward higher regions, then to fall back into 
correction territory.  Such a pattern could 
last many months. In our opinion, stock prices 
can go higher but the risk levels are becoming 
elevated. We would continue to lower equities 
for overinvested accounts, and keep risk in 
check.

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 
Bonds are little changed in all the risk-on 
investment activity, but the hard work has been 
done already as Treasuries are experiencing 
their best quarter in nearly four years.  The 
10-year note yield (started the year at 2.27% 
and now sits at 1.82%)…and after moving below 
the 50-day moving average, a test of 1.7% or 
possibly lower, is a reasonable expectation 
over the near term.  Remember: Bond prices 
increase as yields decrease.  
 

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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