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June 9th, 2017  
 

Weekly Market Update 
 

It was a mixed week for equity markets as political events in the U.S. and Europe provided for a little 
drama. The S&P 500 Index fell 0.3%, the Dow Jones Industrial Average finished 0.3% higher, the Nasdaq 
Composite lost 1.6% and the Russell 2000 Index of small-cap stocks added 1.2%. Outside of the U.S., a 
proxy for developed international markets, the iShares MSCI EAFE exchange-traded fund finished the week 
1.4% lower while a proxy for emerging markets, the iShares MSCI Emerging Markets exchange-traded fund, 
slipped 0.4% on the week.  

The yield on the 10-year U.S. Treasury finished 5 basis point higher at 2.20% while the 2-year U.S. 
Treasury yield also added 5 basis points to 1.34%. Oil prices continued their losing streak, falling another 
3.9%. Meanwhile, gold lost 0.9% and the S&P GSCI, which measures the returns on a basket of 
commodities, fell 1.5%.  

Markets spent the early part of the week drifting lower ahead of a number of highly anticipated late-week 
events. There was a lack of market-moving news early on as market participants awaited the European 
Central Bank's monetary policy decision, parliament elections in the U.K. and former FBI Director James 
Comey's testimony before the Senate Intelligence Committee. Markets managed to post modest gains on 
Thursday following the ECB holding interest rates steady as expected while upgrading its economic outlook 
and hinting that further interest rates cuts are unlikely. Comey's testimony provided little in the way of new 
information and gave both Democrats and Republicans something to hang their hats on. At issue for 
markets is whether the Trump/Republican agenda can get back on track. We are not sure this was the case 
following Comey's testimony.  Lastly, the U.K. parliament elections late Thursday resulted in a greater 
likelihood of a hung parliament as Theresa May's Conservative party failed to gain a majority, losing seats in 
the process. Reaction to the surprising result was largely felt in currency markets with the British pound 
falling sharply and the U.S. dollar rising versus most major currencies during Friday’s trading. Equity 
markets pushed higher early on Friday, but a somewhat negative research report on the technology sector 
inspired profit taking among market participants. This weighed heavily on the broader markets, which 
finished flat on Friday. 

In a quiet week of economic releases, the activity in the U.S. service sector slipped a little but remained 
well in expansion territory as business optimism about the overall economy remained relatively high. Factory 
orders fell slightly in April following a higher rate of growth in March than previously reported. Meanwhile, the 
first quarter productivity numbers were revised to a flat reading from the originally estimated 0.6% decline. 
Despite the improved reading, overall lackluster productivity gains remain a headwind for U.S. economic 
growth reaching a higher sustainable growth rate. Next week, the main event will likely be the Federal 
Reserve's monetary policy meeting where it is widely expected the committee will lift its target interest rate. 
With a post-meeting press conference scheduled, market participants will be looking for clues as to the 
possibility of another rate hike before year end and more clues as to when and how the Fed might unwind its 
bloated balance sheet. Aside from the Fed, economic releases include wholesale and retail inflation figures, 
some regional manufacturing activity gauges, retail sales data, industrial production, some housing data and  
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June’s preliminary University of Michigan consumer sentiment. 

Global financial markets took the return of political uncertainty in stride. The surprising U.K. results could 
have strong implications for the U.K. economy and how its exit from the European Union unfolds. Prime 
minister Theresa May first has the first opportunity to form a coalition government. However, should she fail, 
"Brexit" negotiations could look very different if the Labour Party is leading them and such a possibility could 
mean a new referendum on the U.K.'s membership in the EU. The election results may mean a softer 
transition out of the EU for the U.K. Regardless, political uncertainty appears to be in vogue again. The 
French parliament elections are on Sunday. Not a lot of surprises are expected. Then there is the potential 
for Italy to have elections as early as September. The highly divisive environment in Washington also 
remains. All of this could help push volatility higher in the coming months, particularly if we see some more 
soft readings on the economy or earnings fall short of estimates. 

Let's not forget about the Fed, which we think will raise its benchmark interest rate next week. We 
believe there is a relatively high chance the Fed raises rates again in September or December. With the 
market somewhat skeptical of that happening and the uncertainty surrounding the pace of future rate hikes, 
we see the Fed as another potential source of volatility.  

The healthy economic backdrop continues to be supportive for risk assets in our view. We think 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. 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. 

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 
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.   

1.  Performance, economic, and market statistics were provided by Yahoo Finance and Ned Davis Research. 


