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March 2nd, 2018  

Weekly Market Update 
 

Volatility returned to U.S. financial markets this week as U.S. monetary and trade policies took center 

stage. The latest downturn comes after U.S. equity prices recouped nearly 70% of the losses they 

experienced in early February. Stocks across the globe finished the week lower while U.S. Treasury yields 

managed to hold onto gains after coming off their mid-week highs. U.S. equity markets started to sell off on 

Tuesday as Fed Chairman Powell gave his semiannual monetary policy testimony before Congress. His 

commentary held a slightly hawkish tone, inciting concerns over a more aggressive monetary policy 

tightening path. This preceded a softer read on the U.S. economy during the fourth quarter. The GDP report 

out on Wednesday showed growth of 2.5% instead of the 2.9% that was initially estimated. President 

Trump's mention of a 25% tariff on steel and a 10% tariff on aluminum served to fuel the negative sentiment 

even further. The underlying concern for market participants is that the tariffs will incite retaliation from other 

nations and further push inflationary pressures to the upside. Apparently, the tariff announcement was not 

planned; legal reviews are not complete, and the official plan is expected to be revealed next week. The 

tariffs stem from a Commerce Department investigation that concluded quality of imported metals are 

degrading America's industrial base.  

We saw strong manufacturing data and signs that the labor market is still very tight. More employment 

data will be out next week with the market likely to focus on wage growth. The Institute of Supply 

Management (ISM) Non-Manufacturing Purchasing Managers' Index (PMI) (also known as the ISM Services 

PMI) will be released early next week as well. This indicator gives us a reading on the overall economic 

condition of the non-manufacturing sector. Across the "pond", on Sunday, Italy will hold general elections 

where anti-European Union parties still hold a sizeable sway. Italians have softened their anti-EU sentiment 

a little, but risks remain. In the meantime, Germany's Social Democratic Party (SDP) will vote to renew their 

coalition with Chancellor Angela Merkel’s conservatives. Polling suggests a close call, but likely to pass, 

leaving the status quo in place.  

Inflation remains a key worry for market participants as it may mean a faster pace of interest rate hikes 

by the Federal Reserve and thus potentially higher interest rates for businesses and consumers to digest. 

This could put pressure on the U.S. economy, which many still view as somewhat fragile. Our views are that 

we will see mild wage growth and an uptick in inflation numbers, but nothing that would suggest inflation 

could spiral out of control. Our indicators continue to point to a low risk of a recession unfolding in the U.S. 

this year. With economic momentum picking up, we think the economy can absorb higher interest rates, 

which we think will remain low relative to long-term averages.  

We would not be surprised to see more market weakness over the near term, nor would a retest of the 

recent lows surprise us. At a minimum, we continue to expect equity markets to exhibit higher and more 

normal levels of volatility this year. Nevertheless, we believe the fundamentals remain strong and represent 

a healthy backdrop for risk assets. The improving earnings picture and the recent downturn has made 

valuations across equity markets more appealing to us than they were late last month. As a result, our 

dynamic positioning remains unchanged with a tilt towards equities. We will continue to monitor our 

economic indicators for signs that the fundamentals may be changing. 
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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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