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May 12th, 2017  
 

Weekly Market Update 
 

With the earnings season quieting down this past week, equity prices floundered as market participants 
looked for the next catalyst that could push equity prices higher. The S&P 500 Index fell 0.4%, the Dow 
Jones Industrial Average finished 0.5% lower, the Nasdaq Composite added 0.3% and the Russell 2000 
Index of small-cap stocks declined 1.0%. Outside of the U.S., a proxy for developed international markets, 
the iShares MSCI EAFE exchange-traded fund finished the week 0.4% lower while a proxy for emerging 
markets, the iShares MSCI Emerging Markets exchange-traded fund, added 2.6% on the week.  

The yield on the 10-year U.S. Treasury finished 2 basis points lower at 2.33% while the 2-year U.S. 
Treasury yield fell 2 basis points to 1.29%. Oil prices rebounded 3.0% on the week, ending a 3-week losing 
streak. Gold slipped 0.1% and the S&P GSCI, which measures the returns on a basket of commodities, 
gained 2.0%.  

Markets began the week relatively quietly as pro-European Union candidate Emmanuel Macron won the 
French presidency as expected. Tuesday's and Wednesday's market action was mixed as earnings news 
provided little inspiration for market participants to drive markets in either direction. On the heels of some 
disappointing earnings news across the retail sector, stocks had their worst intraday decline of the week on 
Thursday but managed to finish well off the lows of the day as it seems market participants are willing to buy 
on the dips. Markets continued lackluster trading on Friday as more retailers announced weaker-than-
expected results. Despite the weaker numbers from retailers, overall earnings for the first quarter are on 
pace to post their fastest year-over-year growth since 2011. 

Inflation data dominated this week's economic releases. At the wholesale level, producer prices rose 
more than expected in April, matching the highest monthly increase since September 2012. The core 
producer price reading, which strips out food and energy prices, also had its largest monthly gain in a few 
years. Consumer prices moderated some in April, suggesting the Fed can maintain its gradual pace of rate 
increases. Retail sales figures revealed some strengthening of the consumer, suggesting the potential for 
upward revisions to the first quarter's economic growth. Lastly, the preliminary University of Michigan 
Consumer Sentiment Index improved slightly from April's reading as the outlook for real income gains hit its 
highest level in 12 years. Next week's economic calendar includes data on the housing market, industrial 
production and regional manufacturing gauges.   

With the French presidential elections behind us, the European political climate is likely to remain 
relatively subdued over the next few months. We do not see many potential negative surprises coming out of 
next month's French Parliament elections. But Italy remains a wildcard with the growing popularity of 
euroskeptic parties. We remain watchful for political developments that could bring back some market angst. 
In the meantime, Europe's economy continues to improve and valuations are not as stretched compared to 
U.S. companies. We think this represents a favorable backdrop for European equities.  

Meanwhile, the U.S. political environment remains relatively charged and policy uncertainty continues to 
be a focus for market participants. Recent unexpected administration changes could serve to dampen 
progress on the Trump administration's key agenda items - health care, tax reform and infrastructure 
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spending. Any delays or lack of progress could weigh on market sentiment. The Federal Reserve is also a 
source of uncertainty in our view. We think it is highly likely the Fed raise its key interest rate in June. We 
also believe a third rate hike this year is a strong possibility. Rising inflationary pressures and a tight labor 
market suggest the Fed can continue down the path of gradual policy normalization. The bond market 
remains somewhat skeptical. 

In terms of the fundamentals, the first quarter earnings season is nearly complete and corporate profits 
are on pace to show greater improvement than expected. Even revenue growth has surprised analysts with 
a larger percentage of companies beating estimates this quarter than what we have seen on average over 
the last several quarters. This was the kind of quarter we were looking for to help valuations come down 
some. But we think the pace needs to continue a little longer in order to bring U.S. equity-market valuations 
closer to long-term averages. Still, the overall earnings recovery continues to provide a positive backdrop for 
equity prices in our view.  

We believe expectations for U.S. earnings growth over the second half of the year remain relatively high. 
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. 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. The 
environment for risk assets remains positive in our view with a low risk of recession unfolding in the U.S. and 
global economies over the near term. We think stocks are still a more compelling option than bonds in this 
environment. With what appears to be lessening political uncertainty abroad, non-U.S. stocks look 
particularly more appealing to us. We also continue to favor credit and high yield bonds over government-
related debt. 

We continue to look for opportunities to shift our dynamic allocation 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. 


