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August 11th, 2017  
 

Weekly Market Update 
 

Geopolitics returned to the forefront this week, giving market participants a reason to shy away from 
equities and other risk assets. The S&P 500 Index declined 1.4%, the Dow Jones Industrial Average lost 
1.1%, the Nasdaq Composite fell 1.5% and the Russell 2000 Index of small-cap stocks finished 2.7% lower. 
Outside of the U.S., a proxy for developed international markets, the iShares MSCI EAFE exchange-traded 
fund finished the week 2.2% lower while a proxy for emerging markets, the iShares MSCI Emerging Markets 
exchange-traded fund, fell 2.3% on the week.  

The yield on the 10-year U.S. Treasury fell 7 basis points to 2.19% while the 2-year U.S. Treasury yield 
declined 6 basis points to 1.29%. Oil prices lost ground during the week, falling 1.5%. Meanwhile, gold was 
up 2.6% and the S&P GSCI, which measures the returns on a basket of commodities, slipped 0.4%.  

A rebound in technology stocks helped to keep the upward momentum going in U.S. equity markets as 
the week began on a relatively quiet note with the earnings season winding down. Earnings reports 
continued to have an upbeat tone into Tuesday, which helped propel the S&P 500 to a new record high. The 
Dow Jones Industrial Average hit its ninth-straight record close on Tuesday before rising tension between 
the U.S. and North Korea began to dampen sentiment on Wednesday. The weakness across global equity 
markets continued into Thursday as the tough rhetoric on both sides persisted. There was some 
disappointing earnings news as well, namely from a few key retail names, that added to the negative 
backdrop. U.S. markets posted their worst one-day decline since November of last year on Thursday while 
markets outside of the U.S. had similar declines. Perceived "safe-haven" asset classes, like gold and U.S. 
Treasuries, rallied on Thursday. On Friday, European and Asian markets continued to decline while U.S. 
markets rebounded a little.   

On the economic front, small business optimism increased for the first time in six months while indicating 
broad improvement in sentiment. In addition, job openings hit a record high, providing more evidence of a 
healthy and tight labor market. U.S. productivity rose a little more than expected during the second quarter, 
according to the first estimate released this past week. Overall, productivity has moderately improved over 
the last year, but it still remains at relatively low levels suggesting that above-average economic growth will 
be difficult to achieve. Both wholesale and retail inflation data came in softer than expected. Inflation 
readings have slowed in recent months and remain below the Fed's preferred target level of roughly 2%. 
There is an ongoing debate as to whether this is temporary or something that will last for much longer than 
expected. We think inflation is likely to remain relatively contained and are watching to see how fast wages 
rise. With the labor markets as tight as they are, it is hard for us to believe that inflationary pressures will 
continue to soften. Next week's economic calendar is a busy one with a number of key releases that include 
retail sales, regional manufacturing gauges and housing starts and permits. We also will get preliminary 
consumer sentiment numbers for August and the minutes from the Federal Reserve's July monetary policy 
meeting. Market participants will likely be looking for further clues on how the recent soft readings on 
inflation might influence the timing of the Fed's next interest rate increase. Market was pricing in a low 
probability of another rate hike by year end while most economists expect the Fed to begin unwinding its 
balance sheet relatively soon. 
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The current rise in tension between the U.S. and North Korea has taken over the news cycle and has 
given short-term focused market participants a reason to take some profits. Even with the modest declines 
this week and the uptick in volatility, markets continue to hover near all-time highs, and for good reason in 
our view. Economic activity worldwide remains healthy, inflation is low and earnings have recovered nicely 
with U.S. companies poised to post their first back-to-back quarters of double digit gains since 2011. We 
think this helps lessen some of the concerns over elevated valuations. When inflation and interest rates are 
low, higher equity-market valuations can be justified. 

Despite this past week's declines, market momentum remains positive and there is a low probability of a 
recession unfolding in the U.S. over the near term. With that said, some of our indicators are suggesting a 
potential shift in momentum and we are watching them closely as it may mean a more cautious short-term 
positioning is warranted across our dynamic sleeve. After all, we have not seen a pullback in equity prices of 
at least a 5% in over a year. This is an unusually long stretch that may come to an end as we head into the 
Fall. Ditto for the low volatility environment. While we are contemplating a potential change in some of our 
dynamic holdings, we continue to believe the environment is likely to remain supportive for risk assets over 
the next several months. The key near-term risks to the economy and the stock market in our view surround 
an unforeseen geopolitical shock, disappointing earnings growth over the second half of the year, sentiment 
becoming overly optimistic, gridlock in Washington over the debt ceiling and other policy initiatives and a 
faster pace of policy normalization from the Fed and other central banks.  

This past week was a good example of how geopolitics can influence market sentiment. We prefer not to 
invest based on generally unpredictable geopolitical events. Rather, we prefer to follow fundamental and 
technical indicators when making investment decisions in our dynamic sleeve and they have not yet 
suggested to us that we are at a turning point in the risk environment. We think there may be a near-term 
opportunity to take some profits and take advantage of the higher volatility that may unfold in the coming 
months. Longer term, non-U.S. equities remain more attractive from a valuation perspective and we think 
they are likely to outperform over the next few years. As a result, we continue to maintain our international 
tilt in our dynamic positioning. We also have maintained our overweight to corporate credit and small-cap 
stocks. We believe this is consistent with our macroeconomic outlook and assessment of the overall 
environment over the next several months. 

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. We are here to assist you, 
your friends, family or in any way we can. 

Disclosures: 

•    Kummer Financial Strategies, Inc. is an independently 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. Thank you.   

Performance, economic, and market statistics were provided by Yahoo Finance and Ned Davis Research. 


