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September 29th, 2017  
 

Weekly Market Update 
 

Geopolitics and politics continued to keep market participants on their toes this week as economic data 
pointed to a steady economy. The S&P 500 Index finished the week at a record high, gaining 0.7%, the Dow 
Jones Industrial Average rose 0.3%, the Nasdaq Composite rebounded 1.1% and the Russell 2000 Index of 
small-cap stocks finished 2.8% higher. Outside of the U.S., a proxy for developed international markets, the 
iShares MSCI EAFE exchange-traded fund finished the week 0.1% higher while a proxy for emerging 
markets, the iShares MSCI Emerging Markets exchange-traded fund, fell 1.3% on the week.  

The yield on the 10-year U.S. Treasury rose 8 basis points to 2.34% while the 2-year U.S. Treasury yield 
rose 5 basis points to 1.49%. Oil prices added 1.9% and gold fell 1.3%. The S&P GSCI, which measures the 
returns on a basket of commodities, rose 0.3%.  

The week began on a sour note amid new threats from North Korea and somewhat surprising election 
results out of Germany. In last Sunday's vote, Angela Merkel's Christian Democrats maintained its plurality 
in Germany's Parliament as expected, but the number of seats won by the anti-immigration Alternative for 
Germany party and the Social Democrats lack of interest in partnering with the Christian Democrats poses 
some challenges to Merkel in forming a coalition government. This renewed uncertainty put added pressure 
on the euro and European stocks to start the week while U.S. stocks posted modest losses as well. Markets 
caught their footing on Wednesday with technology and financial stocks leading the way. In the midst of 
another failed attempt to move forward on healthcare reform, Republicans unveiled more details on their 
highly anticipated tax plan. Lower corporate tax rates and a repatriation holiday, which were part of the plan, 
are the more meaningful things for equity markets as it could mean greater capex spending and a near-term 
boost to earnings. Markets somewhat applauded the plan on Wednesday with small-cap stocks, perceived 
to be a large beneficiary of tax reform, hitting a record high. The next key step is the vote on the Senate's 
budget resolution, which could begin as early as next week. The likelihood of tax reform unfolding largely 
hinges on the budget resolution passing as it would make way for an additional $1.5 trillion in deficit 
spending over the next 10 years. This would make it easier for tax reform to pass Congress as it would 
eliminate the need for any tax reform to be revenue neutral and because it could pass the Senate with a 
simple majority. Some better-than-expected economic data helped push stocks higher to close the week out. 

In economic news, the U.S. economy grew at a 3.1% annualized rate during the second quarter, which 
represented the fastest pace since the first quarter of 2015. Consumer spending was stronger than initially 
estimated. Pending home sales fell sharply in August, suggesting that housing market activity has stalled. 
Tight supplies and higher prices are starting to keep buyers on the sidelines. Hurricane Harvey helped to 
dent activity as well. Regional manufacturing gauges showed continued strength in the manufacturing sector 
while durable goods orders rebounded strongly. Meanwhile, consumer sentiment slipped a little in 
September. The Fed's preferred inflation gauge, the core-PCE Index, rose only 1.3% versus a year ago, 
slipping further away from the Fed's 2.0% target. Many Fed board members see the softening trend in 
inflation as temporary, but Fed Chairperson Janet Yellen admitted in a speech she gave on Tuesday that the 
recent readings on inflation remain somewhat of a mystery. She also sounded a little hawkish, defending the  
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appropriateness of the gradual pace of rate hikes, thus keeping another rate hike this year on the table. The 
market-implied odds of a rate hike occurring by December have risen considerably and long-term interest 
rates are notably higher than where they were early in the month.  

Next week, we get readings on business activity, factory orders and construction spending. We also get 
September's non-farm payroll data, which could have been impacted by the recent hurricanes. Overall, the 
U.S. labor market remains quite healthy. Lastly, the Catalonia region in Spain holds a referendum on its 
independence this weekend and it could garner some market attention. The Spanish government has called 
the vote illegal and is taking steps to block it, which could mean a highly distorted outcome. Support for 
independence has waned some since 2013 and markets have discounted little impact from the vote. 
Nevertheless, it does suggest to us lingering political uncertainty, albeit at a lower level than earlier in the 
year. Aside from Spain, Italy may be the next potential point of political uncertainty with elections scheduled 
for early 2018. 

U.S. equity markets turned in modest gains in September, a month that has historically been bad for 
equity prices. Volatility remains unusually low with the S&P 500 Index's worst decline of 2017 under 3%. 
This represents one of the smallest declines in a calendar year since 1995. Most pundits have opined that 
the market is overdue for a correction. We would concur, but the fundamental backdrop remains quite 
healthy in our view, suggesting to us that a pullback would not be long lasting or severe as it could give 
valuations a chance to normalize. 

We continue to see a low risk of a recession unfolding over the next several months. Market sentiment is 
elevated, but markets continue to climb a wall of worry as high valuations remain a primary concern across 
most asset classes. Low interest rates make bonds less appealing to us while equity valuations remain 
stretched. As the third quarter comes to an end, analysts widely expect another solid quarter of earnings 
growth. With valuations already stretched and with interest rates likely to head higher, further gains in equity 
markets could be more difficult to achieve and would likely need be driven by accelerating economic and 
earnings growth. Last earnings season, companies that missed expectations were punished more severely 
than the companies that beat expectations were rewarded. This trend seems likely to continue given 
elevated valuations. Meaningful corporate tax reform could help boost the earnings outlook and alleviate 
what we see as a rising potential for disappointment. Regardless, we believe this could serve to drive 
volatility higher before year end. 

Despite elevated valuations and a market skeptical of another rate increases, our fundamental and 
technical indicators have not yet suggested to us that we are near a turning point in the risk environment. 
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. 
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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. 


