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May 19th, 2017  
 

Weekly Market Update 
 

Political turmoil in Washington DC and special investigations led to a pickup in volatility this past week 
as most equity markets ended the week in the red. The S&P 500 Index and Dow Jones Industrial Average 
finished 0.4% lower, the Nasdaq Composite lost 0.6% and the Russell 2000 Index of small-cap stocks 
declined 1.1%. Outside of the U.S., a proxy for developed international markets, the iShares MSCI EAFE 
exchange-traded fund finished the week 1.3% higher while a proxy for emerging markets, the iShares MSCI 
Emerging Markets exchange-traded fund, lost 0.2% on the week.  

The yield on the 10-year U.S. Treasury finished 9 basis points lower at 2.24% while the 2-year U.S. 
Treasury yield fell 2 basis points to 1.27%. Oil prices gained 5.4% on the week, closing above $50/barrel on 
expectations OPEC will extend production cuts. Gold added 2.2% and the S&P GSCI, which measures the 
returns on a basket of commodities, rose 3.1%.  

Stock prices were buoyed early in the week by some positive sentiment readings among homebuilders 
and a further rebound in oil prices. After a mixed showing on Tuesday, stocks fell sharply Wednesday 
following reports that in February President Trump allegedly asked then-FBI Director James Comey to "let 
go" of the Bureau's investigation into Trump's former National Security Advisor Michael Flynn's dealings with 
Russia. The new revelations sparked concern that the pro-business Trump agenda could stall in what 
remains a sharply divided political environment. U.S. equity markets rebounded nicely on Thursday and 
Friday, but only recovered roughly half of the losses seen on Wednesday. News of a special independent 
investigator taking over the Russian probe may have helped to alleviate some of the angst while some 
positive earnings news from the consumer sector provided a favorable backdrop for equity prices.  

In a relatively light week of economic releases, we saw housing data soften a little bit while the longer-
term uptrend remained intact. Both building permits and housing starts fell in April. Empire manufacturing 
gauge unexpectedly fell into contraction territory, its first negative reading since October. Meanwhile, the 
Philadelphia Fed activity index unexpectedly improved to its third highest level on record. In April, industrial 
production jumped the most since February 2014. Overall, the data suggests manufacturing activity 
continues to hold up well. Next week, we will see the latest figures on new and existing home sales and 
durable goods orders. We also will get the second estimate of economic growth in the U.S. in the first 
quarter along with May's final consumer sentiment reading from the University of Michigan. OPEC meets 
next week as well and markets will be looking to see if recent hints of extending the oil cartel's production 
cuts are formalized.  

During the past week equity markets saw their worst daily decline in several months as politics in 
Washington took center stage once again. The primary concern for market participants is over the latest 
turmoil potentially derailing the Trump agenda of tax reform, regulatory overhaul and infrastructure spending. 
It's too early to know how this will unfold legally for any of the parties involved, but the politics of the situation 
likely pose a steady headwind for Trump finding broad support for his agenda. Optimism that corporate tax 
reform would get done in a timely manner has been a key driver of the market's rally since the election. The 
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events of this past week put a damper on expectations of serious reform. It might be a good thing for 
optimism to wane a bit as it could serve to keep the market from getting too far ahead of the fundamentals. 

Outside of the charged political environment, the underlying economic fundamentals remain positive in 
our view. Risks of a near-term recession remain low with tight labor markets, steady or improving 
manufacturing activity in the U.S. and abroad and relatively high business and consumer confidence. Other 
than valuations remaining elevated, particularly in the U.S., and the unusually low volatility suggesting 
investors have become quite complacent we have not yet seen any of the excesses that are typical of a 
market top or an imminent bear market. Valuations can remain elevated for long periods of time and volatility 
can remain low even with the Fed raising interest rates. Bull markets tend to climb a wall of worry and 
typically do not die of old age. The current bull market appears to us to be no exception.  

The uncertain pace of Fed rate hikes and the potentially overly optimistic earnings expectations for the 
second-half of the year could pose headwinds for further equity market gains while the market seems 
overdue for a correction. 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, particularly with what we see 
as fading political uncertainty in Europe. 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 to believe the environment remains supportive of risk assets and thus are 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.      

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. 


