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April 7th, 2017  
 

Weekly Market Update 
 

Talks of unwinding the U.S. Federal Reserve's balance sheet, U.S. military action in Syria and 
cautiousness heading into the first quarter earnings season represented headwinds for equity prices this 
past week. The S&P 500 Index fell 0.3%, the Dow Jones Industrial Average finished fractionally lower, the 
Nasdaq Composite lost 0.6% and the Russell 2000 Index of small-cap stocks gave up 1.5%. Outside of the 
U.S., a proxy for developed international markets, the iShares MSCI EAFE exchange-traded fund finished 
the week 0.8% lower while a proxy for emerging markets, the iShares MSCI Emerging Markets exchange-
traded fund, slipped 0.1% on the week.  

The yield on the 10-year U.S. Treasury finished 1 basis point lower at 2.38% while the 2-year U.S. 
Treasury yield finished the week 3 basis points higher at 1.29%. Oil prices added another 2.9% on the week 
and gold finished 0.5% higher. Lastly, the S&P GSCI, which measures the returns on a basket of 
commodities, gained 1.7%.  

The new quarter got off to somewhat of a shaky start this past week as political uncertainty, the Fed and 
geopolitical events garnered much attention. Positive manufacturing data outside of the U.S. failed to inspire 
market participants as weak auto sales in the U.S. helped to drag U.S. stocks lower to start the week. 
Tuesday's market action in the U.S. was somewhat muted while Wednesday saw a sharp reversal intraday. 
A stronger-than-expected private payroll report boosted sentiment early in the day, but the minutes from the 
Federal Reserve's latest policy meeting and House Speaker Paul Ryan's hints that tax reform may face 
some hurdles sapped the bullish mood leaving U.S. markets to post their worst losses of the week as a 
result. A small rebound occurred on Thursday on a relatively quiet news day. Overnight Thursday and into 
Friday, market participants focused on news of U.S. military retaliatory strikes in Syria following Syria's use 
of chemical weapons late last week. Moves across global financial markets were relatively muted with U.S. 
markets finishing flat on Friday. 

In economic news, ISM's manufacturing and service sector activity gauges showed modest declines with 
the services sector index hitting its lowest level in 5 months. Despite the softening in activity, both indexes 
remain in a range that suggests stronger economic growth lies ahead. Factory orders rose for the third 
consecutive month, another positive sign for improving economic activity. The minutes from the latest Fed 
monetary policy meeting revealed that board members are beginning to consider methods for shrinking the 
Fed's $4.5 trillion balance sheet later this year. Through what was known as quantitative easing, the Fed 
purchased U.S. Treasuries and mortgage-backed securities coming out of the "Great Recession" and since 
then it has been reinvesting proceeds from interest payments and maturing bonds in order to maintain the 
size of the balance sheet while not prematurely causing long-term rates to rise. Now it appears the Fed is 
poised to begin bringing its balance sheet down to more historically normal levels. This would represent 
another form of monetary policy tightening and market participants will be watching closely for more hints on 
how and when the Fed will accomplish its task given the implications this could have on financial markets. 
Lastly, U.S. payrolls grew by 98,000 in March, much lower than expected. Unusually warm weather in 
February is thought to have brought hiring forward some while the return of wintery weather in March likely 
slowed hiring, particularly in construction. Meanwhile, the unemployment rate fell to 4.5%, its lowest level in 
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10 years. The mixed report likely did little to sway the Fed from its gradual pace of interest rate hikes. Next 
week, the earnings season begins and we will get some new readings on inflation, retails sales figures and 
consumer sentiment. 

U.S. markets continue to show their resiliency while overall volatility remains abnormally low. Politics 
remains a key driver of sentiment and there is growing concern the market has gotten ahead of itself. It is 
hard to say what will happen with the Republican/Trump agenda given the healthcare bill's postponement. 
Market participants are still likely to focus on the things happening in Washington D.C. and whether 
Republicans can enact more business friendly reforms. Hopes of serious corporate tax cuts have helped 
markets move higher since the election. This may be fading a little amid growing uncertainty and geopolitical 
events. European politics is also a potential source of uncertainty, despite what we see as fading risks. And 
then there is the number of rate hikes we are likely to see from the Fed. Unwinding of the Fed's balance 
sheet represents another wrinkle, but it appears this is unlikely to begin until later this year. Both the pace 
and unwinding are likely to be sources of market volatility over the remainder of the year. 

We continue to see a low risk of recession unfolding in the U.S. over the near-term and with the U.S. 
economy on solid footing in our view, the bull market in equities likely has more room to run. But this does 
not necessarily mean the market will continue on without a meaningful correction over the near-term. In fact, 
we think a pullback would be a healthy development that could serve to extend the current bull market run. 
We would like to see valuations come down some, either through improved earnings growth, weakness in 
equity prices or a combination of both. 

Despite having moved recently to a more defensive stance, we believe stocks continue to offer a more 
compelling investment option than bonds in the current environment. We continue to favor credit and high 
yield bonds over government related debt. As always, we continue to look for opportunities to shift our 
dynamic weightings as the environment dictates. 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.   

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


