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Yellen Speaks Japanese!

~ L
As Yellen spoke on Friday, the markets surged back into the trading range that we have been
locked into for the past few weeks. Despite GDP being revised lower and economic data
continuing to remainsweak the hopes for a strengthening economic recovery from the Fed
remain. Here are Yellen's key points:

x 3

e YELLEN SAYS RATE-HIKE CASE 'HAS STRENGTHENED IN RECENT MONTHS'
e YELLEN SAYS ECONOMY NEARING FED'S EMPLOYMENT, INFLATION GOALS
e YELLEN: FOMC NOT ACTIVELY CONSIDERING ADDITIONAL TOOLS

e YELLEN SAYS GROWTH NOT RAPID BUT ENOUGH TO IMPROVE LABOR MKT


http://www.twitter.com/lanceroberts
http://www.facebook.com/realinvestmentadvice
https://www.linkedin.com/in/realinvestmentadvice
https://soundcloud.com/the-lance-roberts-show
https://realinvestmentadvice.com/wp-content/uploads/2016/08/Yellen-Speaks-Japanese.png

On those headlines, the market rallied as the expectations for a September rate hike dissolved.
Remember, raising the Fed Funds rate is a tightening of monetary policy which withdraws liquidity
from the financial markets. With fundamentals and economics weak, the only supportive
argument for higher asset prices, and for "yield chasers" paying 3.5x sales for a 2.5%
dividend, is continued accommodative policy.sBut it was this statement that sent the markets
surging higher:

"On the monetary policy side, future policymakers might choose to consider some
additional tools that have been employed by other central banks, though adding them to
our toolkit would require a very careful weighing of costs and benefits and, in some
cases, could require legislation. For example, future policymakers may wish to
explore the possibility of purchasing a broader range of assets."”

This, of course, dovetails with my article from Thursday discussing the recent Fed research paper
on the possibility of another $4 Trillion in QE to offset the next recession. To wit:

"David Reifschneider, deputy director of the division of research and statistics for the
Federal Reserve board in Washington, D.C., released a staff working paper entitled '
Gauging The Ability Of The FOMC To Respond To Future Recessions.' The conclusion
was simply this: 'Simulations of the FRB/US model of a severe recession suggest that
large-scale asset purchases and forward guidance about the future path of the
federal funds rate should be able to provide enough additional accommodation to
fully compensate for a more limited [ability] to cut short-term interest rates in most, but
probably not all, circumstances.' In other words, the Federal Reserve is rapidly
becoming aware they have become caughtein aliquidity trapekeeping them unable toeraise
interest rates sufficiently to reload that particular policy tool. As | have discussed in
recent weeks, and below, there are an ever growing number of indications the
U.S. economy is currently headed towards the next recession.sHe compares three
policy approaches to offset the next recession.

1. Fed funds goes into negative territory but there is no breakdown in the structure of
economic relationships.

2. Fed funds returns to zero and keeps it there long enough for unemployment to
return to baseline.

3. Fed funds returns to zero and the FOMC augments it with additional $2-4 Trillion
of QE and forward guidance.

In other words, the Fed is already factoring in a scenario in which a shock to the
economy leads to additional QE of either $2 trillion, or in a worst case scenario,
$4 trillion, effectively doubling the current size of the Fed?s balance sheet. Here is the
problem with the entire analysis. It assumes a normalized economic environment in
which the Federal Reserve has several years before the next recession AND that
large-scale asset purchases actually create economic growth. Both are likelysfaulty
conclusions.”

Unfortunately, the post-Yellen speech push higher in stocks was quickly reversed when the Federal
Reserve's own Stan Fischer clarified the situation:

FISCHER: | DON'T THINK FED IS BEHIND THE CURVE

FISCHER: YELLEN'S COMMENTS CONSISTENT WITH POSSIBLE SEPT. HIKE
FISCHER: ON EMPLOYMENT, WE'RE DOING WELL

FISCHER: NOT TOO CONCERNED ABOUT ASSET BUBBLES NOW

So, just as quickly as the rally came, it went away as the specter of a September rate hike weighed
on the market.


https://realinvestmentadvice.com/3-things-4-trillion-qe-vix-update-wage-warning/
http://www.federalreserve.gov/econresdata/feds/2016/files/2016068pap.pdf
https://realinvestmentadvice.com/liquidity-trapped-the-feds-policy-nightmare/
https://realinvestmentadvice.com/3-things-the-economic-fabric-rising-recession-risks/
https://realinvestmentadvice.com/3-things-the-economic-fabric-rising-recession-risks/
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In a nutshell, the best summation of Yellen's speech came from Macquarie's Thierry Wizman who
simply said:

"Yellen's speech was a whole lot of nothing." - h/t Zerohedge

Let's Be Like Japan

But let's revisit Ms. Yellen's comments for a moment. As noted, she made two very interesting
points. The first was the call for more "fiscal" policy out of Government. This is essentially aeall for
more government spending. ($19 Trillion In Debt Is A Problem)
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Clearly, more expansive government spending, represented in the chart above by thessurge
in Federal Debt, is having no substantial impact to economic growth. As | have written
previously, debt is a retardant to organic economic growth as it diverts dollars from productive
investment to debt service. The second, and most important, was the suggestion of
expanding monetary policy programs to include other assets. «Japan has been doing this for

the last couple of years and, according to Bloomberg, has now accumulated a majority of the
Nikkei 225 and about 55% of Japan's ETF's.

"While the Bank of Japan?s name is nowhere to be found in regulatory filings on major
stock investors, the monetary authority?s exchange-traded fund purchases have
made it a top 10 shareholder in about 90 percent of the Nikkei 225 Stock Average,
according to estimates compiled by Bloomberg from public data."

BOJ is a Top 10 Shareholder in About 90% of Nikkei 225
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Japan's ETF Whale

Bank of Japan owns about 55% of Japan's ETFs
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But, that spending has doneclittle for the realization of success in Japan economically.Take
a look at the chart below which shows the expansion of the BOJ assets versus growth of GDP and
levels of interest rates.

Japan GDP vs. Expansion Of BO) Assets REALINVESTMENTADVICE.COM
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With interest rates now pushing into negative territory and economic growth near zero, there is little
evidence to support the idea that inflating asset prices by buying assets leads to stronger economic
outcomes. Yellen has become caught in the same liquidity trap as Japan.sWith the current
economic recovery already pushing the long end of the economic cycle, the risk is rising that the
next economic downturn is closer than not. The danger is that the Federal Reserve is now
potentially trapped with an inability to use monetary policy tools to offset the next economic
decline when it occurs. This is the same problem that Japan has wrestled with for the last
20+years. While Japan has entered into an unprecedented stimulus program(on a relative basis
twice as large as the U.S. on an economy 1/3 the size) there is no guarantee that such a program
will result in the desired effect of pulling the Japanese economy out of its 30-year deflationary
cycle.dhe problems that face Japan are similar to what we are currently witnessing in the
U.S.:

e A decline in savings rates to extremely low levels which depletes productive investments

e An aging demographic that is top heavy and drawing on social benefits at an advancing
rate.

¢ A heavily indebted economy with debt/GDP ratios above 100%.
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e A decline in exports due to a weak global economic environment.

e Slowing domestic economic growth rates.

e An underemployed younger demographic.

e An inelastic supply-demand curve

e Weak industrial production

e Dependence on productivity increases to offset reduced employment

The lynchpin to Japan, and the U.S., remains interest rates. If interest rates rise sharply it is
effectively 7game over? as borrowing costs surge, deficits balloon, housing falls, revenues
weaken and consumer demand wanes. It is the worst thing that can happen to an economy that
is currently remaining on life support.

Japan Post "Debt Bubble" Economic Malaise REALINVESTMENTACNICE.COM
600000 — — 5.00%
- 400%
550000 - .- —
Massive QE Programs To
. GetBack To Here - 3.00%
500000 = \ —-— -
i - 200%
450000 - — —
- 1.00% )
B B
g z
2 400000 . 000% «
3 £
;
100 &
350000 —— ——
- -200%
300000 — — —
- 300%
250000 — — —
- 400%
200000 : 5.00%
021985 021989 0199 0195 0-19% 02200 Q2204 022007 02200 0208 022016
Recessions I Japan GDP QoQ % Che. Japan: Gross Domestic Product (SAAR, Bil.Yen|
Japanense Yield Spread - 16 Years And Counting
4
; :
£, o wm m
: 1 Lo ’.\I’\ HM \\ N, - '
¢ IVE / v N - h"""‘u\_wl
0 [ ||
1
luk86 1ul89 192 JuH95 uk9g k1t k4 k7 k0 k3 k16
=—Yield Spread (10yr - 1yr]

Japan, like the U.S., is caught in an on-going ?liquidity trap?e where maintaining ultra-low interest
rates aresthe key to sustaining an economic pulse. The unintended consequence of such actions,


https://realinvestmentadvice.com/wp-content/uploads/2016/08/Japan-YieldSpread-GDP-081516.png

as we are witnessing in the U.S. currently, is the ongoing battle with deflationary pressures. The
lower interest rates go ? the less economic return that can be generated.sAn ultra-low
interest rate environment, contrary to mainstream thought, has a negative impact on making
productive investments and risk begins to outweigh the potential return. More importantly,
while there are many calling for an end of the "Great Bond Bull Market,"sthis is unlikely the case. As
shown in the chart below, interest rates are relative globally. Rates can't rise in one country
while a majority of economies are pushing negative rates. Asehas been the case over the last
30-years, so goes Japan, so goes the U.S.

Japan vs. U.S. - Interest Rates Are All Relative REALINVESTMENTADVICE.COM
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Unfortunately, for Ms. Yellen, the reality is MORE spending is unlikely to change the outcome in the
U.S. just as it has failed in Japan. The reason is that monetary interventions and government
spending don't create organic, and sustainable, economic growth. Simply pulling forward
future consumption through monetary policy continues to leave an ever growing void in the future
that must be filled. Eventually, the void will be too great to fill. But hey, let's just keep doing
the same thing over and over again, which hasn't worked for anyone as of yet, hoping for a
different result.sWhat's the worst that could happen? ¢

THE MONDAY MORNING CALL

The Monday Morning Calle- Analysis For Active Traders

Charts Suggest Higher Levels Of Caution

Despite a ?belief? that ?This Time Is Different (TTID)? due to Central Bank interventions, the
reality is that it probably isn?t. The only difference is the interventions have elongated the
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t. It's just a matter of timing. Furthermore, on a longer-term basis, the market continues within

broadening topping process” or a "megaphone” pattern. While these patterns do not always
come to fruition, the fact this one is combined with a dual sell-signals only registered prior

to the financial crisis does provide some cause forsconcern.e
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damaging as every other previous bear market in history. The chart below shows the S&P 500
back to 1925 with the long-term trend line overlaid with a 72-month (6-year) moving average and
Bollinger bands. The bottom two graphs aresthespercentage of the band width of 2-standard

current cycle, and has created a greater deviation, than what would have normally existed. What is
deviations of the 72-month moving average and the 72-month W%R.

?not different this time? is the eventual reversion of that extreme will likely be just as

won
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One of the more "off-the-beaten-path” indicators | watch is the CBOE SKEW Index divided by the
Volatility Index. This ratio has spiked in recent days and such spikes historically have led to

either short-term corrective actions or more full-fledged bear market declines.
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Dana Lyons did a better job than | this past week with the Put/Call Ratio. To wit:

"However, even based on recent history, and even on a normalized basis, the August
23 reading was the lowest ever recorded. So looking at the readings below 50, what

can we glean, if anything?"
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ISE All Security Call/Put Ratio Registers Lowest Reading In History (2002-2016)
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"Again, as the chart shows, most of the readings occurred after at least a short-term
selloff. They also marked almost the precise short-term bottom in the S&P 500 at many
of the readings. Therefore, the performance of the index was generally very positive
going forward. However, it is not all bull fodder, as the following table of previous
incidents demonstrates:"

S&P 500 Performance Following ISE All Securities Call/Put Readings < 50 (2002-2016)
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Date 1DayChg ADayChg 1MoChs WFromS2WEHI TWk 2wk 3wk 1Mo 2MWa 3Mo 6Ma I¥r
620/ 2013 -2.54 -.37%  -4.06 -4.85 1.6 a 5.8 A% 40 4% 140 13.6
/171014 .19 a.72 1.04 3.1& . 2% 1B 13% 440 1.1% EX] 50% 9.0%
104143014 1,333 -1.01 2.73% -3.24 1.2% 4.3% 10N 15% 5.0% 58 B.2% -11% |
352015 Q.13 D.16%  Z2.97% 0.77 L7 06 1M -l0w e -02% -7.2% -4.8% |
B2/ 1S DAD%  04FK  -101% -210% | -DE% A0k 66K 6.0% -33%  -02% -123% 4B
8124/ 3015 3.54 G71% -B44 1115 d.F% 40 4.5 145 g4 10 19% 15.5%
IBFI01S 1.5T7 -3.19% -5.3B% -11.68 56N T2% BI% 8% 110%m &3 TR

130y 2016 -1.17 1.64 -7.4 -1.74 1.3 9% 04k @ 31% 103% 13 16.9%

515/ 3016 -0.B% 0.59 1.64 -3.55% HE 16% AL q 5.0 6.7 -

8/23/2016 [ooox 2w osrs  osex |

Median Return 1k k6% 3i%  25% GGk 6TH  S6% GO
¥ Positive Refurns FJ 6 5 7 7 7 6 L

# Negative Returns 2 3 q 2 z 2 F 4 2

* §. Lpnad Fund Mosgemest, in  AMpd 01 EPa s

"However, it is the 2 failed readings, and their similarity to current circumstances,
that gives us pause in assuming an all-clear sign. Unlike the other events, those 2
failures, on 3/5/2015 and 8/12/2015, occurred in the absence of any noteworthy
weakness. In fact, they were the only 2 prior readings that occurred while the S&P 500
was positive over either the previous 1 day, 4 days or 1 month. They were also the only
2 occurring with the S&P 500 within about 2% of its 52-week high. Given the similar
conditions presently to previous readings that failed, we?d have a hard time
putting this into the bullish column.”

Lastly, the weekly full-stochastic indicator as shown in the chart below has issued a "sell signal.”
Combined with the volatility index turning up from extremely low levels, it suggests a near-

term potential for a continued corrective action.
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While the market has managed to remain in suspended animation over the last couple of weeks,
the market, on a short-term basis, remains in extreme overbought territory. This needs to be
relaxed somewhat before additional equity exposure is added to portfolios. As shown, a reversion
to the current bullish trend line, which coincides with the market?s recent breakout levels,
is a likely target in the short-term.sHowever, there is a more than reasonable chance, as | laid
out two weeks ago, for a deeper correction in the next 30-days.sThe chart below shows the
potential drawdowns from current levels.
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History is working against the market. September is typically the weakest month of the year,;
since 1928, the S&P 500 has dropped in September 56% of the time.

Chart 19: September is seasonally the weakest month of the year
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Here is the point. It would take a correction from current levels to break 2000, which is very
important support for the markets currently, to even register a 10% correction. Given the current
bullish exuberance for the market, this is probably unlikely between now and the election.e
Therefore, even a ?worst case? correction currently would likely be an 8.5% drawdown back to
major support. «Of course, for most individuals, even such a small correction would likely
feel far more damaging. The bottom line is there is a wicked setup being developed that
could lead to arapid destruction of capital if something "goes wrong" in the weeks ahead.
With the risk/reward ratio very negative currently, caution remainseadvised.

Model Update

S.A.R.M.sSector Analysis & Weighting

Despite a bumpy ride this past week, the market actually declined by .57% last week. |

know...SHOCKER...right? As | have been repeatedly stating over the last few weeks, as boring as
it has been, there has not been enough of a correction of the current overbought conditioneto
justify increasing equity allocations in portfolios yet. This is despite the fact the model has been
adjusted higher to represent the target levels of equity exposure we want to migrate toward. While
the portfolio equity risk weighting remains at 50% again this week,sthe odds of a further
correction, as noted above, have increased this past week. The opportunity to increase equity
allocations, given a sufficient setup where no violation of major support and the presence of an
oversold condition occurs, has improved. With all buy signals currently in place, and the bullish
trend intact, this is not a market to bet heavily against...for now. However, it is also not a market
to become extremely complacent in either.Again, we must be given the right "set up" to
increase equity allocations. Begin by "averaging up" in existing holdings to match model
allocation and weights. When, and IF, the market confirms the continuation of the "bullish
trend,” then begin adding new holdings to the model.

(Note: This is an equally weighted model example and may differ from discussions of
overweighting/underweighting specific sectors or holdings.)

= X-FACTOR ADJUSTMENT [APPLIED TO TARGET WEIGHTINGS)

Total Equity Exposure

MODEL Current| Model Portiolio % Ad
Ticker ETF NAME FULL ETF NAME/DENTIFICATION Price | Weight Weight Recom | DivYield
ISHARES CORE SP 500 ETF
SPDR-MATLS SELS SPOR MATERIALS SELECT SECTOR SPOR FUND
XLE  |SPDR-EGY SELS SPOR ENERGY SELECT SECTOR SPDR FUND 69.35 | 3&4% | 273% | 091 [ 275%
-l - XLF  |SPDR-FINL SELS SPOR FINANCIAL SELECT SECTOR SPDR FUND M| e | 273 | 091 [ 160%
( ﬂoﬂ XU |SPDRANDU SELS SPOR INDUSTRIAL SELECT SECTOR SPOR FUND 5366 | 3E4% | 273% | 091 [ 203%
U 'G XLK  |SPDR-TECH SELS SPOR TECHNOLOGY SELECT SECTOR SPDR FUND 4705 | 3ed% | 273 | 091 [ 177%
|: g XLP  |SPDR-CONS STPL SPOR CONSUMER STAPLES SELECT SECTORSPDR | 5431 | 364% | 273% [ 001% | 234%
U XLU  |SPDR-UTIL SELS SPOR UTILITIES SELECT SECTOR SPDR FUND 4945 | g% | 273 | 001w [0 3%
< XLV |SPDR-HLTHCR SPOR HEALTH CARE SELECT SECTOR SPDR FUND 7307 | 3ed% | 273 | 00t [ 140%
XLY  |SPDR-CONS DISCR SPOR CONS DISCR SELECT SECTOR SPOR FUND 8084 | ed% | 27 | 00w | 150%
l- ST MGK  [VANGD-MG CAP GR VANGUARD MEGA CAP GROWTH ETF 8732 | 3e4% | 273 | 091 [ 142%
LR |ISHARS-SP 5C600 ISHARES CORE SP SMALL-CAP ETF 12350 | 364 | 27 | 091 | 132%
Equal Weight Market RSP |GUGG-SPSEQ ETF GUGGENHEIM SP 500 EQUAL WEIGHT ETF 83.85 | 400% | 3.00% | 100% [ 149%
Dividend VIG  |VANGD-DIV APPRC VANGUARD DIVIDEND APPREC ETF 8544 | 400% | 3.00% | .00% [ 208%
Real Estate VNQ  |VIPERS-REIT VANGUARD REIT ETF 8848 | 400% | 300% | A00% | 401%
International DV (ISHARS-INTL SD ISHARES INTERNATIONAL SELECT DIV ETF 2986 | 400% | 3.00% | -1.00% [ 531%
fiemationa VWO |VANGD-FTSEEM VANGUARD FTSE EMERGING MARKETS ETF 347 | 400% | 300% | 00% [ 237%
[ntermediate Duration |TLT  |ISHARS-20:YTB ISHARES 20+ YEAR TREASURY BOND ETF 12836 | 2000% | 20.00% 2249,
[nternational BHDX  [VANGD-TTLINT B VANGUARD TOTAL INTERNATIONAL BOND ETF 5604 | 10.00% | 0.00% 163%
1SHARS-IBX HYCB ISHARES IBOXX § HIGH YIELD CORP BOND
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Relative performance of each sector of the model as compared to the S&P 500 is shown below.
The tableecompares each position in the model relative to the benchmark over al, 4, 12, 24
and 52-week basis. Historically speaking, sectors that are leading the markets higher continue to
do so in the short-term and vice-versa. Theerelative improvement or weakness of each sector
relative to index over time can show where money is flowing into and out of.sNormally, these
performance changes signal a change that last several weeks. | noted last week:

"The fall in the US Dollar over the last could of weeks has boosted the performance of
the energy, materials, and industrial sectors of the market. However, as stated above,
we have likely gotten the majority of that advance already locked in so profit
taking is likely wise."

That was a prescient call and the dollar bounced off support as anticipated last week. The recent
spike in interest rates has now reached the top of the long-term downtrend and suggests
that staples, utilities, and bonds will continue to improve in performance over the next
couple of weeks. Such improvement will most likely coincide with an ongoing market correction.

SHORT ~ LONG  %DEV- % DEV- Buy/Sell
WA WMA  Short MiA Long MVA  Signal

RELATIVE Current Model Position Price Changes Relative to Index
X . Ticker  ETFNAME 4Week |12Weeks | 24Weeks | 52 Weeks

Price

RIFURIVAN

SPOR-MATLSSELS | 4873 | o004 (oo0)  (L17) 283 183% BUY
XLE SPOREGY SELS 693 | (089 288 | 086 404 £3.00 204% BUY

-l - XLF SPOR-FINL SELS 1 | 099 | 1B (086  (0.02) BB 312% BUY
< g XU SPOR-INDU SELS 566 | (004 098 136 133 433 5108 S473 | 240% BUY
(@) 5 XLK SPORTECHSELS | 4705 | o064 120 347 253 687 $03 BN 450% BUY
- W XLP SPOR-CONSSTRL | 5431 | (054  (o.8o) [ A)] { L 7 /) 3% BUY
IG e XU [SPORATILSELS | 4045 | (165) PREL ) s a5 [ 108% Bu
< XL SPORHLTH CR UGN 252 (233) B0 7005 an% Bl
XLY SPOR-CONSDISCR | 8094 | (041)  (0s2)  (L10) (1.50) 8005 776A . IMM%  42%  BUY

= S MGK  |VANGD-MGCAPGR | &7.32 | (21) (018 (007) 049 (139) 840 04 200% BUY
1R ISHARS-SPSCE00 | 12351 | 100 114 255 508 234 1927 11240 356% BUY

Equal Weight Market |rsp GUGG-SPEEQETF | 8385 | [043) 012 0.32 1.03 0.26 8203 7aM0 2% BUY

Dividend ViG VANGD-DIVAPPRC | 8544 | (046)  [040) 044 (0.48) 2,80 8402 B 133% BUY

Real Estate ViQ VIPERS-REIT 848 | 013 PRAN 093 139 738 830 & BUY

intermational DV ISHARS-INTL SD TN TR O (223)  (541)  (9.02) BT B85 2%k 464%  BUY

ematona VW0 |VANGD-FTSEEM a4 | (L70) 107 498 426 (0.75) XA 10.05% I

Intermediate Duration [TLT ISHARS-20+YTB 1383 | o032

International BNDX  |VANGD-TTLINTB 504 | 0.4
|SHARS-IBX HYCB 0.54
VANGD-SHT TRM B

Notice in the next to last column to the right, the majority of all sectors and indices are
pushing extreme levels of deviation from their long-term moving average. Such deviations
can not, and do not, last long historically. A resolution of those deviations, which will occur during
a corrective action, will provide the necessary risk/reward rebalancing to increase model
allocations. The two charts below graphically show the relationship of each position's performance
relative to the S&P 500 Index. If we are trying to "beat the index" over time, we want to
overweight sectors/asset classes that are either improving in performance or outperforming
the index, and underweight or exclude everything else.»

15778 13236 042%  4534% BUY
6562 075%%  2.55% BUY
4.4

044
(1.50)
0.24

142
(348)
(1.84)

406
(2.66)
(879)

0.19)
126

10.00

8.00

6.00

4.00

2.00

0.00

s all
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Sectors Currently Outperforming by >1%
e None
Sectors Currently Performing In Line <>1%

e Industrials

e Materials

e Energy

e Staples (improving)

e Technology

e Financial

e Discretionary (improving)

Sectors Currently Under Performing By >1%

¢ Utilities (improving)
e Healthcare (improving)

HYG ISHARS-IBX HYCB

Outperforming S&P 500
&= Underperforming S&P 500
52 Weeks 24 Weeks 12 Weeks 4 Week 1 Week
MGK VANGD-MG CAP GR IR 15H ARS-5P 5C600 R5P GUGG-5P5EQ ETF
— VG VANGD-DIV APPRC VNQ VIPERS-REIT ——— IDV I5SHARS-INTL 5D
=== VWO VANGD-FTSEEM  ==TLT ISHARS-20+YTB === BNDXVANGD-TTLINT B

14.00
12.00
10.00
8.00
6.00
4.00
2.00
0.00
(2.00)
(4.00)
(6.00)
(8.00)
(10.00)

Index/Other Asset Classes Out Performing S&P 500 By >1%
e Small-Caps (weakening)
Index/Other Asset Classes Performing In-Line With S&P 500 <>1%

e Mid-Caps

e Equal-Weight S&P 500
¢ International Bonds

e High-Yield Bondse

¢ Dividend Stocks

¢ International Stocks
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e REIT's (improving)

Index/Other Asset Classes Under Performing S&P 500 By >1%

e Emerging Markets (weakening - recommended sell two weeks ago)

The risk-adjusted equally weighted model has been increased to 75%. However, as stated
above, a pullback in the markets is needed before making any changes.

Sample 100,000 Portfolio (Equally Weighted Based On 401k Plan Manager) § 100,000 HYG

Symbol Name Description Price  Weight .

CASH  Cash/Money Market 100 § 20,000 BNDX \

KLB  |SPDR-MATLS SELS SPDR MATERIALS SELECT SECTOR SPDR FUND @n |§ 2

XLE SPDR-EGY SELS SPDR ENERGY SELECT SECTOR SPDR FUND 6038 |§ 270

XLF SPDR-FINL SELS SPDR FINANCIAL SELECT SECTOR SPDR FUND u1 |5 2

XL SPDR-INDU SELS SPOR INDUSTRIAL SELECT SECTOR SPDR FUND KBEE | § 2707

XLK  |SPDR-TECH SELS SPOR TECHNOLOGY SELECT SECTOR SPDR FUND 406 |§ 270 a
XLP  |SPOR-CONS STPL SPOR CONSUMER STAPLES SELECT SECTOR SPOR MM |§ 2 ;!
KLU SPDR-UTIL SELS SPOR UTILITIES SELECT SECTOR SPDR FUND 2045 |§ 270 ;
KLV |SPDR-HLTHCR SPDR HEALTH CARE SELECT SECTOR SPDR FUND 307 | § 1 e
KLY  |SPDR-CONSDISCR SPDR CONS DISCR SELECT SECTOR SPDR FUND 808 |§ 270 §
MGK  [VANGD-MG CAP GR VANGUARD MEGA CAP GROWTH ETF 87132 |§ 210 =

LR ISHARS-SP SCB00 ISHARES CORE SP SMALL-CAP ETF 138 | § 200 i

RSP |GUGG-SPREQETF GUGGENHEIM SP 500 EQUAL WEIGHT ETF 8385 | § 3,000

VIG VANGD-DIV APPRC VANGUARD DIVIDEND APPREC ETF 8644 |5 3000

VNQ  |VIPERS-REIT VANGUARD REIT ETF 8848 | § 3,000

oV ISHARS-INTL 5D ISHARES INTERNATIONAL SELECT DIV ETF 2086 | § 3000

VWO |VANGD-FTSEEM VANGUARD FTSE EMERGING MARKETS ETF 47 |5 3000

TLT  |ISHARS-20+YTB ISHARES 20+ YEAR TREASURY BOND ETF 138.36 | § 20,000

BNDX  |VANGD-TTLINT B VANGUARD TOTAL INTERNATIONAL BOND ETF 5604 | § 10,000

HYG  |ISHARSIBXHYCB ISHARES IBOXX § HIGH YIELD CORP BOND 8656 | § 5000

Such an increase will change model allocations to:

e 20% Cash

e 35% Bonds
e 45% in Equities.

As always, this is just a guide, not a recommendation.#t is completely OKAY if your
current allocation to cash is different based on your personal risk tolerance, time
frames, and goals.sFor longer-term investors, we still need to see improvement in
the fundamental and economic backdrop to support the resumption of along-
term bullish trend. Currently, there is no evidence of that occurring.

THE REAL 401k PLAN MANAGER

The Real 401k Plan Manager - A Conservative Strategy For Long-Term Investors

REALINVESTMENTADVICE.COM

Risk Management Analysis

2500.0 100%

Note:Large Deviations
From Moving Avg. Don't
Last Long Historically
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NOTE: | have redesigned the 401k plan manager to accurately reflect the changes in the allocation model over
time. | have overlaid the actual model changes on top of the indicators to reflect the timing of the changes
relative to the signals.

There are 4-steps to allocation changes based on 25% reduction increments. As noted in the chart
above a 100% allocation level is equal to 60% stocks.«l never advocate being 100% out of the
market aseit is far too difficult to reverse course when the market changes from a negative to a
positive trend. Emotions keep us from taking the correct action.

Bull To Bear Market

Bands

BearTo Bull Market

Everything In Slow Motion

As | stated last week:
"It seems as of late that we have continued to wait on an event that seems as if it will
never come. Such is the trial of money management and a disciplined approach to
investing over the pull of emotional biases. Sometimes, it seems, we get the "feeling"
that we should do "something." Yet, as | try and detail here in this missive often,
sometimes the best way to do "something" is to actually do "nothing." Such is
the case now."

I wish | had something new to report to you this week, but unfortunately, | don't.

e The Fed came and went. The market barely noticed.
e Economic data continued to weaken. The market barely noticed.
e The dollar and interest rates rose. The market barely noticed.

This keeps us currently stuck with the risk of "doing something" greatly outweighed by the potential
reward of "doing nothing." As discussed at length in the above missive, we certainly want to
prepare ourselves to increase equity exposure in portfolios, however, we must patiently wait for
the right conditions to apply those increases. Furthermore, while waiting for the relaxation of
prices to make more prudent entries, it also enables investors to bypass potential "head fakes" of
market actions. Continue to do "something” by managing the inherent risk in your portfolio by:

Reviewingethe allocation model adjustments below
Identifyingethe next course of actions in your 401k-plan
Waiting to make adjustments until technical conditions improve.
Changingeallocations to target levels when conditions are right.

If you need help after reading the alert; don?t hesitate to contact me.
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Current 401-k Allocation Model

The 401k plan allocation plan below follows the K.I.S.S. principal. By keeping the allocation
extremely simplified it allows for better control of the allocation and a closer tracking to the
benchmark objective over time. (If you want to make it more complicated you can, however,
statistics show that simply adding more funds does not increase performance to any great degree.)

Target Portfolio Weighting

401k Choice Matching List

Current 401k Allocation Model

Cash + All Future Contributions

Primary concern is the protection of investment capital
Examples: Stable Value, Money Market, Retirement Reserves

Fixed Income (Bonds)

Bond Funds reflect the direction of interest rates
25% Intermediate Duration Bonds

10% International Bonds

0% High Yield

| | Equity (Stocks)

Select ONE fund from each category - Keep It Simple.
15% Equity Income/Balanced/Conservative Growth
25% Large Cap Growth (S&P 500 Index)

2% Mid-Cap Growth

0% International Large Cap Value

The list below shows sample 401k plan funds for each major category. In reality, the majority of
funds all track their indices fairly closely. Therefore, if you don't see your exact fund listed, look for

a fund that is similar in nature.

Common 401K Plan Holdings By Class

Cash Stable Value
Money Market
Retirement Savings Trust
Fidelity MIP Fund
G-Fund
Short Term Bond

Fixed Income  Pimco Total Retum
Pimeo Real Retum
Pimeo Investment Grade Bond
Vanguard Intermediate Bond
Vanguard Total Bond Market
Babson Bond Fund
Lord Abbett Income
Fidelity Corporate Bond
Westem Asset Morigage Backed Bond
Blackrock Total Refumn
Blackrock Intermediate Bond
American Funds Bond Fund Of America
Dodge & Cox Income Fund
Doubleline Total Retum
F-Fund

Equity
Large Cap Vanguard Total Stock Market
Vanguard S&P 500 Index
Vanguard Capital Opportunities
Vanguard PrimeCap
Vanguard Growth [ndex
Fidelity Magellan
Fidelity Large Cap Growth
Fidelity Blue Chip
Fidelity Capital Appreciation
Dodge & Cox Stock
Hariford Capital Appreciation
Amencan Funds AMCAP
Amencan Funds Growth Fund Of America
Oakmark Growth Fund
C-Fund (Common Assels)
ALL TARGET DATE FUNDS 2020 or Later

Balanced Funds  Vanguard Balanced Index
Vanguard Wellington Fund
Vanguard Windsor Fund
Vanguard Asset Allocation
Eidality Balam~ad Eme
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Strategist/Economist for Clarity Financial. He is also the host of ?The Lance Roberts Show? and
Chief Editor of the ?Real Investment Advice? website and author of ?Real Investment Daily? blog
and ?Real Investment Report?. Follow Lance on Facebook, Twitter and Linked-In
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