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August 25th, 2017  
 

Weekly Market Update 
 

As August winds down, the market had broad, if muted, gains this week. The S&P 500 Index rose 
0.72%, the Dow Jones Industrial Average gained 0.64%, the Nasdaq Composite rose 0.79% and the Russell 
2000 Index of small-cap stocks finished 1.45% higher this week. Outside of the U.S., a proxy for developed 
international markets, the iShares MSCI EAFE exchange-traded fund finished the week 0.85% higher while 
a proxy for emerging markets, the iShares MSCI Emerging Markets exchange-traded fund, rose 2.89% on 
the week.  

The yield on the 10-year U.S. Treasury fell 2 basis point to 2.17% while the 2-year U.S. Treasury yield 
rose 5 basis points to 1.34%. Oil prices lost ground during the week, falling 2.05%. Meanwhile, gold was up 
0.43% but the S&P GSCI, which measures the returns on a basket of commodities, fell 0.45%.  

Markets began the week on a fairly quiet note as there was little economic news to influence markets. 
Tuesday saw modest gains amid optimism that tax reform might gain some traction sooner rather than later. 
Amid a dearth of economic and earnings news, markets slipped on Wednesday following Trump's comments 
at a Tuesday-night rally in Arizona where he mentioned shutting down the government to get some of his 
agenda items through. The debt ceiling deadline is looming and the debate around raising it is likely to get 
heated, potentially becoming a source of volatility in the next month or so. Thursday's market action was 
somewhat cautious ahead of a couple highly anticipated speeches from heads of the U.S. and European 
central banks. Some positive retail earnings helped that sector recover some of its recent losses, but stocks 
finished the day slightly lower.  On Friday, stocks reversed from Thursday and broad indices notched 
upward to end the week with a gain, despite some retail and consumer-staples stocks ending the week 
down on further Amazon – Whole Foods merger news. 

In a quiet week of economic releases, housing data disappointed and revealed some signs of further 
moderation. New home sales notably fell to its slowest pace of the year. Despite the larger-than-expected 
decline in July, the long-term uptrend remained in place. Supply constraints continue to pose a challenge for 
new home sales, but home builders remain relatively optimistic, which might bode well for the continuation of 
the housing recovery. Housing affordability is falling, however, as prices are relatively high, particularly for 
lower end homes. The pace of existing home sales also fell to its lowest level of the year. Inventory of 
homes fell for the 26th-consecutive month while prices rose a healthy 6.2% from a year earlier. The lack of 
supply in both new and existing homes continues to represent a headwind for the housing recovery and 
likely will continue to do so.  

Market participants eagerly awaited the start of the Fed's annual symposium in Jackson Hole, Wyoming, 
with many particularly interested in speeches by Fed Chair Janet Yellen and the European Central Bank's 
President Mario Draghi. Yellan’s speech on Friday did not address the possibility of an interest rate hike this 
year or the general monetary policy, choosing instead to focus on the impact of market reforms. Mario 
Draghi also choose to focus on market regulation during his speech, leaving policy comments for the ECB’s 
September meeting. September is likely to be an interesting month for monetary policy as the ECB, which 
meets on the 7th, is expected to provide an official update on its bond buying program. Meanwhile, the 
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Federal Reserve has its policy meeting later in the month. No move on interest rates is expected but many 
experts believe the Fed will announce a definitive start date to its balance sheet unwinding.   

Next week's economic calendar includes a few widely followed month end numbers. We get the latest 
nonfarm payroll report, ISM manufacturing data and final University of Michigan's consumer sentiment 
reading. We also get the second estimate of U.S. economic growth during the April to June period. Pending 
home sales, personal consumption expenditures are also due. Recent data suggests a modest pickup in 
economic activity while inflation has softened.  

It was a somewhat calmer week on the political front, though it was not without a little drama. Congress 
is still on its August recess and will have less than a month to hammer out a deal on the debt limit when they 
return the day after Labor Day. Some experts anticipate a temporary deal unfolding in order to avert a 
government shutdown, which would give Congress more time to hash out differences and possibly reach a 
compromise. This scenario would likely prolong the current political uncertainty, possibly delaying other 
agenda items further. Other experts have mentioned the possibility of combining the debt ceiling resolution 
with some Republican agenda items in one sweeping bill. This may be a long shot, but anything is possible. 
Regardless of the outcome, we expect to see a little more equity-market volatility into year end.  

Corporate tax reform and infrastructure remain a key focus for market participants as either would likely 
boost U.S. economic activity over the near term and improve the earnings picture for U.S. companies. Any 
perceived progress towards that end could help push risk assets higher. But the risk of a near-term pullback 
has risen in our view. We have not seen a 5% decline in U.S. equity prices in over a year. This is an 
unusually long stretch. Since 2012, the average intra-year decline in the S&P 500 Index has been just above 
9% with the worst one being 12% in 2015. So far this year, we have only seen a decline of roughly 3% from 
the most recent high. Should a pullback unfold over the next few months, we believe it would likely be mild 
and follow the pattern we've seen over the last few years. We also think it would likely represent a buying 
opportunity given what appears to us to be a favorable economic backdrop worldwide. Given this view, we 
recently exited our dynamic position in small-cap stocks, an area we feel is most vulnerable to continued 
underperformance in the months ahead. With valuations still somewhat elevated, we are holding a little more 
in short-term U.S. Treasuries as we monitor the landscape for other potential opportunities.  

Valuations remain somewhat of a concern for us, but the low inflation low interest rate environment and 
the fact that several of our economic indicators continue to suggest a low risk of a recession unfolding over 
the next several months leaves us favoring risk assets at this time. The key near-term risks to the economy 
and the stock market in our view surround an unforeseen geopolitical shock, disappointing earnings growth 
over the second half of the year, gridlock in Washington over the debt ceiling and other policy initiatives, and 
a faster pace of policy normalization from the Fed and other central banks.  

Our fundamental and technical indicators have not yet suggested to us that we are at a turning point in 
the risk environment. Longer term, non-U.S. equities remain more attractive from a valuation perspective 
and we think they are likely to outperform over the next few years. As a result, we continue to maintain our 
international tilt in our dynamic positioning. We also have maintained our overweight to corporate credit. We 
believe this is consistent with our intermediate-term macroeconomic outlook and assessment of the overall 
environment over the next several months. 
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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. 


