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May 18th, 2018  

Weekly Market Update 
 

With the earnings season wrapping up, U.S. equity markets finished a relatively calm week slightly 
lower. Bucking the downtrend were small-cap stocks, which hit a record high this week amid the solid 
earnings season and healthy economic backdrop. Emerging markets posted larger losses, suffering from a 
strengthening U.S. dollar and rising Treasury yields. The 10-year U.S. Treasury yield rose to 3.1 percent 
mid-week, hitting its highest level since 2011, as economic data released during the week provided further 
evidence of solid growth. Italian politics drew some attention this week as two euro-skeptic parties continued 
their progress towards forming a coalition government with policy goals of unwinding some of the initiatives 
that have been attributed to strengthening Italy's finances. This weighed heavily on Italian stocks mid-week. 
Elsewhere, U.S.-China trade negotiations continued with some progress while North Korea indicated it may 
be reconsidering attending the planned U.S.-North Korean summit next month. Market reaction was 
relatively muted, but the news served as a reminder that geopolitical uncertainty lingers.   

U.S. economic data was upbeat while earnings news was mixed. Retail sales saw an improvement from 
what many have dubbed the weather-related slump early in the year. Industrial production posted its third 
consecutive monthly increase and regional manufacturing gauges in the Northeast showed accelerating 
activity amid the better weather. Housing starts and building permits declined less than expected in April and 
remain in steady uptrends. Next week, the economic calendar includes the second estimate on U.S. 
economic growth over the first quarter. Personal income and spending, some more data on the housing 
market and manufacturing activity gauges are due out as well. Plus, we get May's employment report and 
the Fed releases its Beige Book, which is a summary of economic conditions across the various Federal 
Reserve districts. It is widely expected that the Fed raises its key interest rate when it meets mid-June. 

Despite U.S. companies posting strong quarterly earnings results that surpassed expectations by a wide 
margin, U.S. equity markets remain in a trading range as market participants continue to worry about rising 
interest rates and peaking earnings growth. Inflation is also still on the minds of investors, but the latest data 
suggests pricing pressures are far from rising out of control. With the U.S. economy likely nearing the late 
stages of growth, questions remain on what might be the next catalyst to push U.S. equity markets to new 
highs. Valuations are not stretched in our view as they remain near 25-year averages and rising interest 
rates are likely to remain a headwind for further equity-market gains. But the environment remains favorable 
to risk assets in our view. We recently opined that earnings and economic growth will likely be key to driving 
further market gains. The market's lack of enthusiasm for the strong earnings season suggests to us that 
economic growth may be the key driver heading into the latter half of the year. Growth in the U.S. appears to 
be picking up a little and our indicators continue to point to a low risk of a recession unfolding in the U.S. this 
year. We believe this gives the current economic expansion, which is now the second longest since World 
War II, a good shot at becoming the longest expansion in the modern era. Whether this translates into 
further gains for equity markets remains to be seen as investor sentiment remains cautious. Evidence of 
softening growth overseas is something to keep an eye on and we remain watchful for other signs that might 
suggest a less favorable backdrop for risk assets is at hand. For now, we continue to favor equities over 
bonds in our dynamic positioning. 
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Regardless of the market’s near-term direction, it is important to remember that setting the appropriate 
strategic asset allocation for your circumstances and risk preferences are important steps to executing your 
financial plan. If you would like to discuss your asset allocation, time horizon, or risk tolerance 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 advisor. 
• 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 Yahoo Finance and Ned Davis Research. 
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