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10/12/2018 – Weekly Market Update 
 
U.S. equity markets saw their worst daily decline since early February on Wednesday of this week and despite 
rebounding on Friday, posted their worst weekly loss since March as the third quarter earnings season began 
late in the week. Many of the main drivers of the latest bout of market weakness were the same as those that 
prompted the declines earlier in the year. Fear of rising interest rates and accelerating inflation, coupled with 
slowing economic growth abroad and ongoing trade disputes, continue to drive investor angst.  
  
The negative equity-market sentiment in the U.S. on Wednesday spread to Asia and Europe on Thursday with 
much of Asia suffering larger losses than U.S. markets did on Wednesday. The decline in U.S. markets 
continued into Thursday as well in what turned out to be a \volatile trading session. Yields retreated on 
Thursday as the risk-aversion trade into U.S. Treasuries finally surfaced. A tamer reading on overall inflation 
also helped to push yields lower as it likely alleviated some concern that inflation may be poised to accelerate. 
On Friday, some strong earnings results from a few large banks and better-than-expected economic data out 
of China helped global equity prices recover some of the week's earlier losses. 
  
For the last few months and up until last week, U.S. equity markets had been relatively calm, benefiting from 
solid earnings reports and stronger-than-expected economic data. Meanwhile, non-U.S. markets had been 
experiencing a bit of turbulence. It was the sharp rise in U.S. Treasury yields last week that seemed to reignite 
the volatility that had been somewhat dormant in the U.S. in recent months. The yield on the 10-year U.S. 
Treasury hit its highest level since 2011 late last week, breaking above what many viewed as a key technical 
resistance point. While this helped prompt a technology-led selloff that continued into this week even as yields 
retreated, our indicators suggest to us that the move in interest rates was not because of higher inflation 
expectations, but because of faster economic growth. We find this to be somewhat encouraging but recognize 
the potential for markets to have more difficulty in the months ahead. 
  
In the U.S., elevated equity valuations and the "long-in-the-tooth" bull market run and economic expansion, not 
to mention growing doubt over the sustainability of the strong earnings momentum seen in recent quarters, 
have helped to keep market participants somewhat nervous. This is even as the U.S. economy shows few 
signs that a recession is imminent. In fact, the Atlanta Fed's GDPNowTM real-time estimate of third-quarter 
U.S. economic growth recently suggested the 4%-plus pace seen during the second quarter continued 
through the end of the third quarter. While we may not see this level of growth when the official third quarter 
numbers come out, we do think growth over the second-half of this year will likely surpass 3% with slightly 
slower growth likely in 2019. This solid economic backdrop keeps us generally positive on U.S equities at this 
time even as the risk of earnings disappointments has risen in our view. We remain less positive on non-U.S. 
equities at this time. In late June, we exited our dynamic non-U.S. holdings because of our less sanguine view.  
  
Non-U.S. markets have struggled for much of this year amid signs of slowing global growth, rising U.S. interest 
rates and a stronger U.S. dollar. Adding to the negative tone for non-U.S. equities has been resurfacing 
concerns over Italy's fiscal health and the ongoing negotiations between the U.K. and the European Union 
over terms of the U.K.'s exit from the 28-country trade union, which have not gone smoothly. These ongoing 
items plus the persistent trade tensions between the U.S. and China have added to the growing uncertainty 
that has been a theme so far in 2018. 
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In previous economic-related commentary, we have mentioned that we believe risks would rise over the 
second half of the year, despite the potential for faster economic growth in the U.S. This is why we reduced 
our non-U.S. exposure in the dynamic sleeve late in the second quarter and added to our bond holdings 
midway through the third quarter. We believe a more balanced approach between stocks and bonds is 
appropriate at this stage of the market/economic cycle, which we believe has a little more room to run. Before 
the change, we were overweight equities with a slight tilt to international stocks in our dynamic sleeve. 
  
Let's not forget about the Federal Reserve's monetary policy tightening. Market participants continue to worry 
about a faster pace of interest rate increases. The Fed has lifted its target interest rate three times this year 
and a fourth is widely expected to occur in December with the potential for two or three more in 2019. This 
suggests to us interest rates could continue to trend higher. We may have been a little early in our move to 
hold long-term U.S. Treasuries in our dynamic sleeve. But we think the higher yields will help alleviate some of 
the potential downside should rates continue to rise. Plus, we like that Treasuries tend to act as a ballast 
during times of market turmoil, thus potentially resulting in lower overall portfolio volatility. 
  
In summary, we do not believe that the latest drop in U.S. stock prices represents the end of the current bull 
market. We think there is a good chance U.S. equity markets finish the year above current levels. U.S. 
earnings look poised to post another quarter of strong year-over-year growth and the indicators we follow 
continue to suggest a low risk of a recession unfolding in the U.S. over the next several months. While we are 
seeing more evidence that growth outside of the U.S. could slow further, we think the risks are still low for the 
U.S. and that our current U.S.-biased positioning in the dynamic sleeve makes sense. We remain watchful for 
changes in our indicators and look for opportunities to make adjustments as the environment dictates.  
  
Regardless of the near-term direction of the market, having a long-term view and understanding what level of 
risk you are comfortable with taking and regularly rebalancing your core allocation is crucial to investment 
success over the long term in our view. Although there are no guarantees, we think combining a dynamic 
approach with a long-term view will help improve risk-adjusted returns across market cycles. If you would like 
to discuss market events and our outlook or focus on your asset allocation and financial circumstances, please 
contact us at 303-470-1209 and we would be happy to address your concerns. 
 
Disclosures: 

• Kummer Financial Strategies, LLC is an SEC registered investment adviser. 
• Investors should be aware of risk when investing, including potential loss of principal. 
• Past performance is not a guarantee of future results.  Rebalancing, asset allocation or 

alternative strategies may or may not produce positive results. 
• Performance, economic, and market statistics were provided by Morningstar Direct, Ned Davis 

Research and Charles Schwab & Co., Inc. The opinions and forecasts are based on information 
and sources of information deemed to be reliable, but KFS does not warrant the accuracy of the 
information that this opinion and forecast is based upon.The views expressed are for 
commentary purposes only and do not take into account any individual personal, financial, or tax 
considerations. 
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