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June 15th, 2018  

Weekly Market Update 
 

It was a slow start to the week for equity markets worldwide as market participants awaited key 
monetary policy decisions from a few central banks midweek. Despite some harsh trade and tariff-related 
rhetoric between G-7 members over the weekend, U.S. stocks inched higher on Monday and Tuesday. 
Wednesday brought the widely expected interest rate increase from the Federal Reserve. In lifting its target 
interest rate, the Fed hinted at two more rate hikes this year in their updated forecast. This is one more than 
what was suggested following its March meeting. Interest rates rose a little following the meeting, but the 
move was larger for shorter maturities. Long-term U.S. interest rates proceeded to retreat from the highs of 
the week following the European Central Bank's dovish tone and continued trade tensions. The ECB kept 
policy rates unchanged as expected and indicated that it would winddown its bond purchase program at the 
end of this year. But more interestingly, the ECB suggested it would not likely lift its target interest rate 
before mid-2019. European stocks rallied on the news and bond yields fell while the euro had one of its 
worst days versus the dollar in a long time. Low yields across Europe make much higher yielding U.S. 
Treasuries more attractive to European investors. The ECB's dovish tone likely played a part in falling U.S. 
Treasuries yields late in the week. The U.S. announced it would go through with trade tariffs on Chinese 
goods while China responded in kind. This weighed on market sentiment as the week came to a close. For 
the week, U.S. stocks finished slightly lower with stocks outside of the U.S. posting larger losses.  

On the economic front, U.S. inflation data proved to be a little stronger than expected, hitting its highest 
level in roughly six years and giving more support to the Fed's gradual move towards a neutral monetary 
policy. Retail sales jumped in May, more evidence that consumer spending is rebounding from the slow start 
to the year. U.S. manufacturing continues to pick up steam as well as we saw an unexpected increase in a 
key regional manufacturing gauge. In addition, consumer confidence continues to hover near multi-year 
highs while small business optimism hit its second highest level on record in May. Overall, the U.S. economy 
continues to show signs of a solid rebound with some indicators suggesting the pace of growth could exceed 
4 percent over the second quarter. Next week we get some data on the U.S. housing market in the form of 
housing starts, building permits and existing home sales. We also get more regional manufacturing data. 

U.S. equity markets took a little breather from their recent winning streak. Sentiment has improved while 
interest rates remain a key concern. Trade-policy uncertainty and signs of slowing growth in Europe are 
other factors keeping market participants on their toes. Meanwhile, the fundamental backdrop remains quite 
healthy in our view, particularly in the U.S., which is on pace to see a strong pickup in growth during the 
second quarter. We are likely in the mid-to-late stages of the current U.S. economic expansion. This does 
not necessarily mean that the expansion will end soon. It could continue for another year or more. It does 
likely mean that the Fed will continue to move towards a less accommodative monetary policy stance by 
lifting its benchmark interest rate. It also may mean equity-market volatility will remain high. We continue to 
watch the path of interest rates and believe sudden increases have the potential to derail the improving 
market sentiment. We think the Fed raises the fed funds rate next week but maintains its gradual pace going 
forward with one increase per quarter. September is likely when we will see the next rate increase, but an 
increase at the Fed's December meeting remains in doubt.  
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Our indicators continue to suggest a low risk of recession unfolding over the next several months in the 
U.S. and we believe the overall environment remains favorable for risk assets. As a result, we continue to tilt 
the dynamic sleeve towards equities, recognizing that the risks may begin to rise later in the year. Some of 
these risks include the potential for earnings disappointments in the second half of the year and a faster 
pace of interest rate increases. Slowing economic activity overseas remains something to watch as well and 
there remains the geopolitical environment. U.S. mid-term elections could be another source of risk for 
markets. Longer-term, high levels of debt and central banks with little ammunition to address any downturn 
are key concerns of ours. A more balanced positioning between stocks and bonds in the dynamic sleeve 
may be warranted sometime this year, but our indicators and analysis do not suggest a change just yet. As 
always, we closely monitor our various indicators and market conditions for signs that the risk environment 
warrants a position change.   

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. 


