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April 21st, 2017  
 

Weekly Market Update 
 

Political developments in the U.S. and abroad, such as the looming French presidential election, as well 
as corporate earnings dominated sentiment in a week where markets eked out modest gains. The S&P 500 
Index gained 0.8%, the Dow Jones Industrial Average finished 0.5% higher, the Nasdaq Composite 
rebounded 1.8% and the Russell 2000 Index of small-cap stocks rose 2.6%. Outside of the U.S., a proxy for 
developed international markets, the iShares MSCI EAFE exchange-traded fund finished the week 0.6% 
higher while a proxy for emerging markets, the iShares MSCI Emerging Markets exchange-traded fund, 
added 0.4% on the week.  

The yield on the 10-year U.S. Treasury finished 1 basis point higher at 2.24% while the 2-year U.S. 
Treasury yield finished the week 3 basis points lower at 1.18%. Oil prices dropped 5.0% on the week as 
oversupply concerns re-emerged. Gold slipped 0.3% and the S&P GSCI, which measures the returns on a 
basket of commodities, fell 4.6%.  

Despite some softer economic data to close out last week and to start off this week, U.S. markets made 
nice gains on Monday. Tuesday brought an unexpected call for an early election in the U.K. by Prime 
Minister Theresa May. This helped boost the British pound versus the dollar as speculation that May's ruling 
party could gain more seats in Parliament, potentially making the U.K.'s exit negotiations with the European 
Union (EU) go a little smoother. The export-heavy main U.K. stock market index fell sharply on the strong 
pound while U.S. stocks focused on disappointing earnings from a few Dow components. Market weakness 
continued into Wednesday as a report showing increased U.S. oil production brought back concerns that the 
oil supply gut plaguing the energy sector could continue to linger. Positive earnings reports on Thursday 
followed by Treasury Secretary Steven Mnuchin's comments on tax reform being very close provided a 
positive backdrop for U.S. equity markets with the NASDAQ Composite hitting a new record close on 
Thursday. Stocks were slightly negative on Friday as market participants took a more cautious stance 
heading into this weekend's presidential election in France. 

While focus this past week was largely on U.S. corporate earnings and political news outside of the U.S., 
there were some positive economic data. Industrial production continued to improve while the Fed's Beige 
book showed very healthy labor market conditions, moderate manufacturing activity and a pickup in 
residential construction. Housing starts were a little softer than forecasted but building permits surged higher 
in March, suggesting the uptrend in the housing market could continue. Inventory of homes remains tight, 
something that has been a drag on sales growth recently. Despite this, existing home sales rose more than 
expected in March. Two regional manufacturing activity gauges showed a more modest pace of growth in 
April relative to the stronger readings each had earlier in the year. Next week, the earnings season 
continues and we will get our first look at economic growth in the U.S. The first quarter GDP numbers are 
expected to show the U.S. economy slowed from the 2.1% annualized pace seen in the fourth quarter of last 
year. The consensus forecast is for 1.3% annualized growth rate for the U.S. economy during the first three 
months of the year, a period that has been relatively weak in recent years. Other economic releases out next 
week include a key housing price index, new and pending home sales and consumer sentiment data.  
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Geopolitics and political uncertainty in the U.S. and Europe remain a key focus for market participants. 
The French go to the polls to elect a new president on Sunday and the latest polling data heading into the 
weekend showed a tightening race. Macron had a slight edge over Le Pen with both Fillon and Melenchon 
lagging a few points behind. Only the top two advance to a runoff on May 7th and with many voters still 
undecided it is difficult to say who will make it to the runoff. Markets have largely taken this growing 
uncertainty in stride, but the late rise of Melenchon brings Europe closer to the worst-case scenario for the 
EU - a potential runoff between two euroskeptic candidates. While such an outcome increases the odds of 
France exiting the EU, we think the chance of a "Frexit" at this time is still somewhat remote. Neither Le Pen 
nor Melenchon are likely to have much support in Parliament should either win. Couple this with the 
limitations posed by the French Constitution and a President Le Pen or Melenchon would have big 
challenges in initiating a referendum on France's EU membership. Nevertheless, political uncertainty would 
likely rise with such an outcome as it could not only leave France's future in doubt but possibly embolden 
euroskeptic movements in Italy, Spain and maybe Germany.  

In the U.S., next week could be dominated by government shutdown concerns, tax reform and/or health 
care reform as Congress returns from its Easter break. Statements from the Trump Administration this past 
week have suggested the potential for progress on all three fronts. Optimism over tax and health care reform 
have waned a bit since earlier in the year, lessening the chance for disappointment in our view. But markets 
could still react negatively to an ineffective Washington. 

Aside from the uncertain political environment, the Fed is poised to raise rates two more times this year, 
but the market has turned more skeptical, seeing only one rate hike between now and December. U.S. 
Treasury yields are near the lows of 2017, which suggest to us rising concerns over U.S. economic growth. 
Barring an economic shock, we think the Fed will lift rates two more times this year, which could leave 
markets playing catchup.  

Earnings news has been relatively upbeat and trends are pointing to a continued recovery. But 
expectations for earnings growth remain relatively high for the second half of the year. With valuations 
elevated and given the uncertainty surrounding the Fed and politics, we think the market is vulnerable for a 
near-term pullback. We continue to believe volatility will pick up over the next few months and that a 
pullback would likely be a healthy development that could serve to extend the current bull market run. We 
would like to see valuations come down some, either through improved earnings growth, weakness in equity 
prices or a combination of both.  We think the environment for risk assets remains positive, however. The 
global economy is improving and there is a low risk of a recession unfolding over the near term. We think 
stocks are a more compelling option than bonds in this environment. We also continue to favor credit and 
high yield bonds over government-related debt. 

As always, 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. 


