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May 4th, 2018  

Weekly Market Update 
 

Markets struggled for another week despite mostly positive earnings news and a strong end to the 
trading week. Mixed economic data and nervousness over the Fed's pace of interest rate increases kept 
market participants in a cautious mood for most of the week. Another factor driving investor angst was trade, 
as Trump Administration officials made their way to China this week to discuss trade and tariffs. The 
nervousness left the S&P 500 Index flirting with a key technical support level off and on during the week. It 
finally fell through this level intraday on Thursday only to recover and rise back above it into Friday. There 
really was not much of a catalyst to drive the selloff in our view and the subsequent rebound Thursday and 
Friday suggested to us that market participants remain cognizant of this key level. In short, the U.S. equity 
markets remain in a consolidation phase and the support level remains something to watch.  

There was a lot for investors to digest this past week. Aside from better-than-expected earnings news 
from a few key technology names, business activity gauges continued to suggest above-trend economic 
growth in the U.S., though a few areas showed moderating activity. Friday's U.S. payroll report showed 
slower-than-expected job creation in April, but the unemployment rate fell to 3.9 percent, its lowest reading 
since 2000. Wage growth was modest as well, suggesting that tight labor market conditions are not yet 
resulting in concerning inflationary trends. This report likely means the Fed can maintain its gradual pace of 
interest rates increases. Speaking of the Fed, it had a monetary policy meeting mid-week in which it left its 
key interest rate unchanged as expected. The Fed's post-meeting statement suggested the continuation of 
the Fed's gradual pace of interest rate increases with two to three more rate hikes this year a good 
possibility. Two more rate hikes are priced in by the market already. The third rate hike remains in doubt. As 
a result, interest rates were little changed on the week as the bond market appears concerned that 
economic growth could falter. Next week, we get a dose of inflation data. 

There were high expectations heading into the first quarter earnings season. At the start, analysts were 
forecasting U.S. earnings growth of 17 percent. As the earnings season begins to wind down over the next 
week or so, growth is on pace to exceed 20 percent. Despite the better-than-expected growth, markets 
continue to hover around the lows of the year as market participants remain anxious about the global 
economy and interest rates. Trade wars and protectionism are also on the minds of investors amid lingering 
uncertainty over the fate of trade negotiations and announced tariffs. While we think volatility may remain 
high relative to last year, we continue to have a constructive view on risk assets in our dynamic sleeve for 
several reasons.  

One, equity valuations remain near 25-year averages when looking at several different metrics. These 
are far from extreme levels and more attractive than earlier in the year. Two, the economy remains quite 
healthy, although we believe we are likely in the late innings of the current expansion. Growth is poised to 
pick up this year and the risk of recession unfolding over the near term remains low in our view. 
Furthermore, earnings growth is likely to be strong over the next quarter or so. Because we think interest 
rates are likely heading higher over the near term, we continue to favor equities over bonds in our dynamic 
sleeve. The slowing in economic activity in Europe remains something to watch, however, as does the pace 
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of interest rate increases from the Fed. The potential for earnings disappointments remains a key risk to 
equity market sentiment. But overall, we think the current fundamental backdrop supports our position of 
favoring risk assets at this time. As always, we continue to monitor various indicators for signs that a more 
cautious portfolio positioning is warranted. So far, we have seen few signs indicating a more ominous trend 
has begun. 

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. 

 


