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June 2nd, 2017  
 

Weekly Market Update 
 

Stocks continued their recent winning streak with another modest week of gains despite mixed economic 
data. The S&P 500 Index rose 1.0%, the Dow Jones Industrial Average finished 0.6% higher, the Nasdaq 
Composite gained 1.5% and the Russell 2000 Index of small-cap stocks added 1.7%. Outside of the U.S., a 
proxy for developed international markets, the iShares MSCI EAFE exchange-traded fund finished the week 
1.8% higher while a proxy for emerging markets, the iShares MSCI Emerging Markets exchange-traded 
fund, gained 0.1% on the week.  

The yield on the 10-year U.S. Treasury finished 10 basis point lower at 2.15% while the 2-year U.S. 
Treasury yield slipped 1 basis point to 1.29%. Oil prices posted another negative week, losing 4.0% amid 
continued concerns over supply glut. Meanwhile, gold added 1.1% and the S&P GSCI, which measures the 
returns on a basket of commodities, fell 2.9%.  

Global equity markets began the holiday-shortened week on a negative note amid signs of moderating 
economic activity in the U.S. and a return of some political uncertainty abroad. But a strong private payroll 
survey in the U.S. sparked solid gains on Thursday that continued into Friday despite the U.S. government's 
official employment report showing more modest payroll gains overall. The softer-than-expected U.S. job 
growth in May helped push long-term interest rates and the U.S. dollar lower while giving rise to speculation 
that the Fed may only raise interest rates one more time this year. All three major U.S. indexes finished the 
week at all-time highs. 

In a busy week of economic releases, the data revealed some moderation in economic activity. The 
Fed's Beige Book pointed to some slowing activity in the Northeast while most other regions reported 
moderate expansions. The Chicago PMI, which measures manufacturing activity in the Midwest, slowed a 
bit. On a positive note, ISM's manufacturing index, which is a national gauge of manufacturing activity, 
improved slightly. Consumer spending rose in April, the biggest increase in four months, while personal 
income rose as well. The Fed's favored inflation gauge, the core PCE Index, remained below the key 2% 
level, suggesting the Fed can continue to raise interest rates at a very gradual pace. Elsewhere, the 
Conference Board's Consumer Confidence Index slipped a little but remained in a general uptrend while 
pending home sales surprisingly fell in April, largely because of deteriorating affordability conditions and a 
lack of supply. Housing prices remain firm, as indicated by the S&P CoreLogic Case-Shiller Home Price 
Index and it continues to be a seller's market, though there does not seem to be enough sellers to keep up 
with demand.  

Lastly, the U.S. nonfarm payroll report was somewhat disappointing. New job creation in May was only 
138,000, well below the 180,000 that was expected. In addition, the previous two months were revised lower 
while the participation rate fell. The lower participation rate helped to bring the unemployment rate down to a 
16-year low at 4.3%. Overall, we do not think the report means the Fed will be swayed from raising interest 
rates at its next meeting. It does, however, bring into question whether or not the Fed raises rates again by 
December. Next week is a quiet one for the U.S. economic calendar. First quarter productivity numbers are 
due as is the latest ISM Services Index. The European Central Bank has its monetary policy meeting next 
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week and markets will be looking for hints on any further tapering of the ECB's quantitative easing program. 
No changes to policy are expected at this meeting. Sticking with Europe, the U.K. will have parliamentary 
elections next week and polls have shown a tightening race that could mean a split parliament, something 
that we think could bring a little more political uncertainty into the picture. 

Risk assets continue to do well in what we believe remains a supportive environment. The risk of a 
recession unfolding in the U.S. over the near-term is relatively low and the global economy remains on solid 
footing in our view. Valuations are still relatively high across many asset classes, but as we have pointed out 
in the past, bull markets do not die of old age nor do they end because valuations are too high. Outside of a 
geopolitical shock of some sort, it usually takes deteriorating fundamentals to derail a bull market, like a 
slowdown in the economy and/or a worsening earnings picture. Although some economic data points have 
been soft lately, we think the softness is more a reflection of the unevenness we've seen during the current 
recovery than a deterioration in the fundamentals. One area of concern for us is the potential that earnings 
estimates over the latter half of the year are too optimistic, particularly with valuations remaining relatively 
high. Without corporate tax reform, there may be a greater risk of earnings shortfalls in the third and fourth 
quarters. We think this has the potential to dampen the bullish mood. 

Political risks abroad may be resurfacing with a close race shaping up in next week's U.K. parliamentary 
elections and with Italy edging closer to having elections as early as this September versus April of next 
year. A hung U.K. parliament may complicate "Brexit" negotiations while Italy remains a weak spot for the 
European Union. Support for anti-EU parties is high in Italy. Should these parties gain a majority in 
parliament, it could mean a greater potential for Italy to leave the EU. It is difficult to say how either election 
will turnout. But regardless of either outcome, we think there is the potential for volatility to increase as a 
result. We believe politics in the U.S. remain a wildcard as well and could be another source of market 
volatility in the latter half of the year.  

Given the recent decline in long-term interest rates, it would appear the bond market is concerned about 
slowing economic growth. Furthermore, market participants are placing a lower probability that the Fed 
raises its key interest rate during the second half of the year. A hike this month is largely expected, but 
uncertainty over the pace of further rate hikes remains, which could potentially drive volatility and spark a 
pullback in both bond and equity prices.  

With valuations abroad relatively more attractive than in the U.S., we think there is a greater potential for 
U.S. markets to underperform their non-U.S. counterparts over the near term. We expect the abnormally low 
volatility to pick up in the months ahead. We also believe that any pullback in equity prices would be 
relatively mild while representing a healthy development that could serve to extend the current bull market 
run further. With that said, we continue be comfortable with our positioning in the dynamic piece of the 
portfolio, which currently has a tilt towards international markets, corporate credit and small-cap stocks. We 
believe this is consistent with our macroeconomic outlook and assessment of the overall environment.  

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 
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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. 


