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October 27th, 2017  
 

Weekly Market Update 
 

A busy week of earnings news provided a largely positive backdrop for U.S. equity prices, which closed 
at another record high. The S&P 500 Index finished the week 0.2% higher, the Dow Jones Industrial 
Average rose 0.5% and the Nasdaq Composite rose 1.1%. Meanwhile, the Russell 2000 Index of small-cap 
stocks slipped 0.1%. Outside of the U.S., weaker currencies relative to the U.S. dollar weighed on net 
results for U.S. investors. A proxy for developed international markets, the iShares MSCI EAFE exchange-
traded fund finished the week 0.2% lower while a proxy for emerging markets, the iShares MSCI Emerging 
Markets exchange-traded fund, also lost 0.2% on the week.  

The yield on the 10-year U.S. Treasury rose 4 basis points to 2.43% while the 2-year U.S. Treasury yield 
gained 2 basis points to 1.60%. Oil prices added 3.9% and gold fell 0.7%. The S&P GSCI, which measures 
the returns on a basket of commodities, was up 2.4%.  

Stocks began the week giving back a some of their recent gains amid little market-moving news for 
market participants to digest. Things kicked into high gear on Tuesday as upbeat earnings results from a few 
industrial bellwethers helped boost stock prices. Wednesday saw a reversal amid some disappointing 
earnings news, but the weakness did not last as markets pushed higher Thursday into Friday. On Thursday, 
the European Central Bank met on monetary policy with markets eagerly awaiting information on its bond 
purchase program. While the ECB left rates unchanged as expected, it announced the lowering of its 
purchase program starting in January. The program will continue through at least September 2018 but at 
half the monthly pace currently being purchased. ECB President Mario Draghi had a dovish tone in his 
commentary following the announcement, which helped push European bond yields lower while providing 
market participants more incentive to buy global equities. Late Thursday, the House narrowly passed the 
Senate's budget resolution, paving the way for tax-reform to move forward. Friday's strong finish to the week 
was largely driven by strong earnings results from a number of technology companies. Better-than-expected 
U.S. economic growth also provided a positive backdrop for equity prices. Not all markets managed to 
participate in the rally. On Friday, Catalonia's leaders officially declared independence from Spain while the 
Spanish Government moved quickly to strip Catalonia of its powers. Spanish stocks fell on the day while 
U.S. markets were un-phased by the news, which could make for some added volatility when European 
markets open again next week. A weaker euro neutralized the gains European markets had during the week 
when translated back into U.S. dollars. 

On the economic front, housing data provided mixed signals while economic growth in the U.S. during 
the third quarter came in higher than expected. New homes sales surged in September to their highest level 
since October 2007, a sign that the recent softening may be reversing. Pending home sales, however, held 
steady in September as sales activity continues to be plagued by tight supply levels. Affordability has fallen 
as well, which is dampening buyer interest. We are not calling for a reversing trend, but believe the mixed 
readings on housing are likely to continue. Meanwhile, durable goods orders jumped in September with 
signs that business spending is improving. For productivity growth to accelerate, business spending likely 
needs to improve, and the latest trend is a positive sign in our view. We get the third quarter's preliminary 
productivity numbers next week. Elsewhere, U.S. GDP growth over the third quarter came in at a 3.0% 
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annualized pace, which is slightly lower than the 3.1% seen during the second quarter. Economists 
forecasted a greater slowdown in U.S. economic activity in part because of the hurricanes. This was the first 
look at GDP numbers and subsequent revisions may provide a clearer picture on how disruptive the 
hurricanes were to growth. Nevertheless, the U.S. economy remains quite healthy in our view. Lastly, the 
final University of Michigan consumer sentiment reading continued its uptrend in October, improving to its 
highest level since January 2004. While it was slightly lower than the preliminary reading, the trends in 
sentiment point to the potential for faster economic growth in the coming months. Aside from the third 
quarter's productivity figures and another busy week for earnings releases, we get a number of key 
economic data points next week. The Fed's preferred inflation gauge, the PCE Index, is due. Regional and 
national business activity readings are also on the docket as are the Case-Shiller Home Price Index and 
nonfarm payrolls for October. The Federal Reserve also meets next week on monetary policy. No change is 
expected at this meeting. 

Earnings news and economic data continue to help support equity prices. Furthermore, tax reform looks 
to be moving forward with the House approving the Senate's budget. While this means the 51-vote threshold 
is all that is needed to get some sort of tax reform done, there is still some doubt over how it will look. More 
details on the Republican's tax plan are scheduled to be released next week and a vote could occur as early 
as mid-November. We continue to believe tax reform is likely to get done and that markets have already 
priced in some of the potential benefits. Any news suggesting a different outcome could spark volatility and 
market weakness. 

Equity-market gains continue to be small and somewhat measured with few big up days amid already 
high valuations and trepidation over a potential pullback. Volatility remains abnormally low and we have not 
seen at least a 5% correction since June 2016. In fact, we are nearing a year since we last saw a downturn 
of at least 3%, which occurred just before the 2016 election. Valuations remain a concern for us and many 
market participants, but we are still some ways away from bubble territory in our view. We also have not 
seen many of the excesses typical of a market top. Many sentiment measures are elevated, however, and 
the pace of interest rate increases remains uncertain. Earnings growth is likely to slow as the year-over-year 
comparisons become more difficult. This leads us to believe that the consensus earnings forecasts for the 
fourth quarter are a little too high. While all of these items suggest to us the market is vulnerable to a near-
term correction, we believe the fundamental backdrop remains quite healthy. Our economic indicators point 
to a low risk of a recession unfolding over the next several months. Furthermore, our fundamental and 
technical indicators have not yet suggested to us that we are near a turning point in the risk environment. 

Low interest rates make bonds less appealing to us while equity valuations remain stretched. Despite 
above long-term average equity valuations, we think the environment for equities remains favorable. With 
U.S. valuations already stretched and with U.S. interest rates likely to head higher, further gains in U.S. 
equity markets could be more difficult to achieve and would likely need be driven by accelerating economic 
and earnings growth. Meaningful corporate tax reform could help boost the earnings outlook and alleviate 
what we see as a rising potential for disappointment. Nevertheless, we continue to favor stocks over bonds 
and have a tilt towards international equities and corporate credit in our dynamic positioning. We think this is 
consistent with our macroeconomic outlook and assessment of the overall environment. 

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 
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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. 


