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September 22nd, 2017  
 

Weekly Market Update 
 

The continuation of tensions between the U.S. and North Korea, and the Federal Reserve's keeping 

another interest rate hike this year on the table, provided for a mixed week for global equity markets. The 

S&P 500 Index gained 0.1%, the Dow Jones Industrial Average rose 0.4%, the Nasdaq Composite lost 0.3% 

and the Russell 2000 Index of small-cap stocks finished 1.3% higher. Outside of the U.S., a proxy for 

developed international markets, the iShares MSCI EAFE exchange-traded fund finished the week 0.5% 

higher while a proxy for emerging markets, the iShares MSCI Emerging Markets exchange-traded fund, fell 

0.5% on the week.  

The yield on the 10-year U.S. Treasury rose 6 basis point to 2.26% while the 2-year U.S. Treasury yield 

rose 6 basis points to 1.44%. Oil prices added 1.6% and gold fell 1.9%. The S&P GSCI, which measures the 

returns on a basket of commodities, rose 0.5%.  

U.S. equity markets extended their record run this week, although finishing just off record highs amid 

rising geopolitical tensions and a more hawkish Federal Reserve. President Trump's speech before the 

United Nations and reports that Republicans are giving healthcare reform another chance this year garnered 

some attention. But the marque event of the week was the Federal Reserve's two-day monetary policy 

meeting that concluded largely as expected with the Fed keeping the federal funds rate at 1.00%-1.25% 

while announcing it will begin to unwind its $4.5 trillion balance sheet in October. The pace of balance sheet 

reduction is scheduled to start at $10 billion per month and remain there through the end of the year. It is 

scheduled to rise by another $10 billion in January and every three months after until it reaches $50 billion 

per month where it is scheduled to remain. This assumes no changes to the economic outlook occur that 

would suggest a need to slow or end the unwinding. Market participants had widely expected the unwinding 

to begin soon but on somewhat of a surprising note to the market, the Fed's famous "dot-plot" indicated at 

least one more rate hike this year. Skepticism of another rate occurring by December had risen mightily prior 

to this week given the softening inflation picture of late. But the Fed's hawkish tone caused some to 

reassess the chances rates will rise again this year. Following the Fed's meeting, the 2-year Treasury yield 

hit its highest level since 2007. Meanwhile, long-term rates continued to rise with the 10-year hitting its 

highest level in over a month. We think the Fed's unwinding of the balance sheet will place upward pressure 

on long-term rates in the months ahead. We also believe the Fed will raise its target interest rate one more 

time this year, likely in December, barring any geopolitical or political shock. With skepticism still relatively 

high, the Fed remains a potential source of financial market volatility in our view.  

On the economic front, housing starts fell more than expected in August while building permits rose to 

their fastest pace of the year. Meanwhile, existing home sales fell to their lowest level of the year, in part 

because hurricane Harvey suppressed demand in the South. Tight inventories continue to weigh on sales 

growth across the rest of the nation. Elsewhere, the Philadelphia manufacturing gauge rebounded in 

September, suggesting modest improvement in manufacturing activity in the region. Next week, new and 

pending home sales are due, as is the S&P Case-Shiller Home Price Index. We will also get the third 

estimate for U.S. economic growth over the second quarter. The last estimate came in at 3.0%. Durable 
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goods orders and personal spending data, including the Fed's preferred inflation gauge, are some of the 

other key data points due.  

Germany's long-anticipated national elections take place on Sunday and Chancellor Merkel is well 

ahead in the polls, suggesting to us few surprise are likely to unfold. The anti-European Union sentiment 

across Europe has calmed down for the most part, which likely bodes well for the status quo and the stability 

of the EU. Back in the U.S., Republicans are scheduled to release their tax proposal next week and there is 

likely to be another vote on healthcare reform. Market participants will likely be focused on the details of tax 

reform and the probability of it getting done this year or at all. Any progress towards serious tax reform could 

go a long way in boosting sentiment and prices across risk assets.  

Our economic indicators continue to suggest to us a low risk of a recession unfolding over the next 

several months and we remain surprised by the unusually low volatility across financial markets. Market 

sentiment is elevated, but markets continue to climb a wall of worry as high valuations remain a primary 

concern. In fact, valuations are relatively high across asset classes. Low interest rates make bonds less 

appealing to us while equity valuations remain stretched. The positive economic backdrop, improved 

earnings growth and low inflation have helped to justify the higher valuations, but we continue to remain 

cautiously optimistic. Earnings estimates for the second half of the year and into 2018 may be a bit too high, 

potentially setting the market up for disappointment. Meaningful corporate tax reform could help boost the 

earnings outlook and alleviate the potential for disappointment. Regardless, we believe this could be yet 

another source of higher volatility before year end. 

We think there is a risk of a near-term pullback in equity markets amid geopolitical rumblings, elevated 

valuations and a market still somewhat skeptical of another rate hike from the Fed. The fact that there has 

not been a meaningful correction in over a year adds to the potential for a near-term downturn in our view. 

Despite this, our fundamental and technical indicators have not yet suggested to us that we are near a 

turning point in the risk environment over the intermediate-term. Couple this with our positive 

macroeconomic outlook and we continue to favor risk assets in our dynamic positioning and would view any 

pullback as a buying opportunity. 

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. 


