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Weekly Market Update 

 

Government policy and politics were less of a focus this past week for market participants as the 

relatively solid fundamental backdrop helped to push most equity markets higher. The S&P 500 Index rose 

1.4%, the Dow Jones Industrial Average finished 1.3% higher, the Nasdaq Composite gained 2.1% and the 

Russell 2000 Index of small-cap stocks added 1.1%. Outside of the U.S., a proxy for developed international 

markets, the iShares MSCI EAFE exchange-traded fund finished the week 0.1% lower while a proxy for 

emerging markets, the iShares MSCI Emerging Markets exchange-traded fund, gained 1.3% on the week.  

The yield on the 10-year U.S. Treasury finished 1 basis point higher at 2.25% while the 2-year U.S. 

Treasury yield rose 3 basis points to 1.30%. Oil prices lost 1.3% on the week and gold added 0.9%. The 

S&P GSCI, which measures the returns on a basket of commodities, fell 1.4%.  

Stocks in the U.S. began this week continuing to rebound from last Wednesday's sharp drop, which 

represented one of the worst daily declines over the last several months. Positive earnings news offset 

some disappointing economic data while geopolitical concerns remained subdued despite the deadly 

terrorist attack in the U.K. Mid-week, market participants received a glimpse into the Fed's thinking on 

monetary policy with the release of the minutes from May's FOMC meeting. According to those minutes, Fed 

officials remained upbeat about the economy while hinting that another rate hike is likely to happen soon. 

The Fed also discussed systematically unwinding its balance sheet, which has grown as a result of the Fed's 

unprecedented quantitative easing measures over the last several years. Market participants were 

somewhat relieved that the Fed appeared not to take a more aggressive stance on interest rate increases as 

U.S. indices marched to new highs Wednesday into Thursday. On Thursday, OPEC agreed to extend 

production cuts through March 2018, but market participants may have been looking for more as the price of 

oil dropped nearly 5% following the news. Friday's market activity was relatively quiet with U.S. stocks eking 

out small gains. 

In economic news, the pace of new home sales slowed in April, posting their largest monthly drop since 

March 2015 as inventories remain very tight. Builders have commented on a lack of available lots and labor 

as reasons for the difficulty they are having in keeping up with demand for new homes. While the pace of 

existing home sales also fell, the overall long-term uptrend in the housing market remains in place. Lastly, 

U.S. economic growth during the first quarter was revised from the 0.7% annualized pace initially estimated 

to a 1.2% annualized pace. Stronger capital investment and consumer spending drove the favorable 

revision. Despite the holiday-shortened trading week, next week's economic calendar is a busy one. We will 

get the Fed's favored inflation gauge, personal spending and income figures and the employment report for 

May. The Fed's Beige Book will also be released along with a few manufacturing activity indexes.  

The market's action over the past week somewhat validates our view that the underlying fundamentals 

remain positive. The global economy continues to improve while corporate earnings continue to recover. 

With 98% of the companies in the S&P 500 having reported first quarter results, earnings and revenue 

growth during the period surpassed expectations, rising nearly 14% year-over-year. Meanwhile, fewer 

companies than what is typical have issued negative guidance for the second quarter. This may continue to 
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support equity prices over the near term. What we consider to be the still optimistic earnings forecast for the 

second half of the year could pose a headwind for stocks later in the year. 

Politics in Washington remain somewhat of a wildcard in our view and could continue to drive sentiment 

at times. Although the Fed does not appear to be in a rush to raise interest rates, we still believe two more 

rate hikes are likely. With the market somewhat skeptical of rate hikes over the latter half of the year, we 

could see higher volatility return in the coming months. Valuations in the U.S. remain elevated, which 

remains a concern of ours, but we have not yet seen any of the excesses that are typical of a market top or 

an imminent bear market. Valuations can remain elevated for long periods of time and volatility can remain 

low even with the Fed raising interest rates.  

The uncertain pace of Fed rate hikes and the potentially overly optimistic earnings expectations for the 

second-half of the year could pose headwinds for further equity market gains while the market seems 

overdue for a correction. Couple this with elevated valuations and we think there is a greater potential for 

U.S. markets to underperform their non-U.S. counterparts over the near term, particularly with what we see 

as fading political uncertainty in Europe. 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 to believe the environment remains supportive of risk assets and thus are 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 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. 


