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July 7th, 2017  
 

Weekly Market Update 

A strong jobs report in the U.S. helped put U.S. equity markets in positive territory for the week while 

non-U.S. markets had more lackluster performance numbers. The S&P 500 Index gained 0.1%, the Dow 

Jones Industrial Average added 0.3%, the Nasdaq Composite rose 0.2% and the Russell 2000 Index of 

small-cap stocks finished little changed. Outside of the U.S., a proxy for developed international markets, the 

iShares MSCI EAFE exchange-traded fund finished the week 0.5% lower while a proxy for emerging 

markets, the iShares MSCI Emerging Markets exchange-traded fund, lost 0.6% on the week.  

The yield on the 10-year U.S. Treasury rose 9 basis point to 2.39% while the 2-year U.S. Treasury yield 

added 1 basis point to 1.40%. Oil prices gave up ground during the week, losing 4.3%. Meanwhile, gold was 

off 2.4% and the S&P GSCI, which measures the returns on a basket of commodities, fell 1.8%.  

The second quarter got off to a positive start on Monday amid some better-than-expected economic data 

and a rebound in oil prices. Technology stocks continued to struggle however. Coming back from the 4th of 

July Holiday on Wednesday, U.S. markets managed to eke out a gain despite a sharp drop in oil prices. 

Concerns that OPEC production cuts are fading and news that Russia was not in favor of further cuts 

weighed on oil prices and energy stocks. Weakness resumed on Thursday as minutes from both the Fed 

and European Central Bank proved to be somewhat hawkish, causing long-term rates across the globe to 

head higher. U.S. markets were in the red for the week until a modest rebound ensued on Friday following a 

strong U.S. jobs report. Technology stocks led on the day. 

Improving business activity, strong payroll numbers and a hawkish Federal Reserve highlighted a 

holiday-shortened week of key economic releases. ISM's manufacturing and services activity gauges 

unexpectedly improved in June. The manufacturing index hit its highest level since August 2014 while the 

services index reached its highest level since December 2015. The readings on both suggest to us a pickup 

in economic growth. The latest nonfarm payroll report showed 222,000 new jobs were created in June, a 

higher reading than expected. Couple this with upwardly revised figures over the previous two months and 

the U.S. labor market continues to grow at a relatively healthy clip. Wage growth fell short of expectations, 

however, and it remains muted despite a tight labor market. The unemployment rate ticked higher to 4.4%. 

Lastly, the minutes from the Fed's latest policy meeting suggested that the Fed is leaning towards a more 

aggressive stance on monetary policy as some members voiced concern over elevated equity valuations. 

The Fed also debated whether to start unwinding its balance sheet as early as September or wait in order to 

get more clarity on inflation, which has softened in recent months. We believe unwinding of the balance 

sheet is likely to begin in September with another rate hike also a strong possibility before year end. The 

market remains somewhat skeptical. Next week, Congress returns to work and focus will be on the 

healthcare bill and Fed Chair Janet Yellen's semi-annual testimony. With the more hawkish tone coming 

from the Fed and other central banks, market participants will be looking for more clarity on how and when 

the Fed will begin unwinding its balance sheet and whether another rate hike is imminent. On the economic 

front, we get some inflation data, retail sales figures, industrial production for June, preliminary sentiment 

readings and the Fed releases its Beige Book. The second quarter earnings season kicks off late next week 

as well.  
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Anxiousness over central bankers sounding a bit more hawkish has softened the bullish sentiment that 

largely prevailed over the first half of the year. There seems to be an air of cautiousness pervading markets 

amid the realization that ultra-accommodative monetary policy across the globe could be coming to an end 

sooner rather than later. Earnings season is upon us and will give market participants something other than 

politics and the Fed to focus on. Of course, next week could be telling when it comes to healthcare and the 

ability Trump and the Republicans have in getting their agenda, which includes tax reform and infrastructure 

spending, moving again. The fate of the healthcare reform bill is still hard to predict at this time, as well as 

what could happen to the rest of the GOP's agenda should Republicans fail to pass healthcare reform in a 

timely manner. While political uncertainty has become less of a concern in Europe, we think it remains 

somewhat elevated in the U.S. and markets may react accordingly. 

Meanwhile, the Fed looks poised to begin unwinding its balance sheet as early as September while also 

sticking to its gradual pace of interest rate increases. The Fed meets at the end of this month but is not 

expected to make a move then. Uncertainty over the pace of interest rate increases remains and now there 

is some uncertainty surrounding the European Central Bank's next policy move. The ECB could further taper 

its bond purchases this year, something that was not widely discussed until last week. The Fed's unwinding 

of its balance sheet and tapering moves by the ECB will likely put upward pressure on long-term interest 

rates in the months ahead. While this could pose a near-term headwind for continued equity market gains, 

we believe the normalization of monetary policy is a good thing and that we are still in the early stages of it. 

So, the risk of the Fed or ECB severely dampening economy growth with less accommodative monetary 

policy at this time is low in our view. In addition, our indicators continue to suggest a low probability of a 

recession unfolding in the U.S. and abroad over the near term. With corporate earnings continuing to 

improve, we think the fundamental backdrop remains positive for risk assets.  

Elevated valuations across asset classes and what may be overly optimistic earnings estimates for the 

second-half of the year remain key concerns of ours. While politics and central bank actions offer potential 

challenges for equity markets, we do not see these challenges sparking a sharp correction given the 

relatively healthy fundamental backdrop. Valuations abroad are more attractive to us than those of U.S. 

stocks, leaving us to believe 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 and 

that any near-term pullback in equity prices would represent a healthy development that could serve to 

extend the life of the current bull market. With that said, we continue have an international tilt in our dynamic 

positioning while also favoring 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. 
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•    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. 


