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October 20th, 2017  
 

Weekly Market Update 
 

During a week where many pundits and the financial press reminisced on the 30-year anniversary of the 
1987 stock-market crash, U.S. equities continued to trudge higher while non-U.S. markets drifted lower. The 
S&P 500 Index finished the week 0.9% higher, the Dow Jones Industrial Average rose 2.0% and both the 
Nasdaq Composite and the Russell 2000 Index of small-cap stocks added 0.4%. Outside of the U.S., a 
proxy for developed international markets, the iShares MSCI EAFE exchange-traded fund finished the week 
0.3% lower while a proxy for emerging markets, the iShares MSCI Emerging Markets exchange-traded fund, 
lost 0.9% on the week.  

The yield on the 10-year U.S. Treasury rose 10 basis points to 2.38% while the 2-year U.S. Treasury 
yield gained 8 basis points to 1.58%. Oil prices added 1.2% and gold fell 1.8%. The S&P GSCI, which 
measures the returns on a basket of commodities, was off 0.1%.  

Strong U.S. manufacturing data helped boost U.S. stocks on Monday into Tuesday, while European 
equities traded cautiously amid continued uncertainty over how the Spanish Government will handle 
Catalonia's recent independence vote. Wednesday saw U.S markets move higher on better-than-expected 
earnings from a few bellwether companies. In addition, the Fed's Beige Book indicated modest economic 
growth and tight labor markets throughout its districts. This suggests to us a greater likelihood the Fed 
moves interest rates higher before year end. U.S. markets suffered their largest intraday decline of the week 
on Thursday before finishing the day little changed. The negative sentiment was driven in part by the 
Spanish Government's announcement that it would suspend Catalonia's autonomy after the region's leaders 
failed to denounce its push for independence. While this reminds us that political uncertainty remains a 
potential driver of sentiment across Europe, the impact was primarily felt in Spain. On Friday, markets 
across the globe finished higher, likely helped by the U.S. Senate's passage of a budget bill late Thursday 
evening. The budget bill was seen as a potential hurdle for Republicans getting tax reform done.  

In U.S. economic news, we continue to see strengthening manufacturing activity, a housing market that 
appears to be slowing and tight labor markets. Regional manufacturing gauges released this week 
unexpectedly improved with the employment components showing a pickup in hiring activity. Industrial 
production rebounded in September while capacity utilization remained relatively low. The below average 
capacity utilization continues to weigh down inflationary pressures. On the housing front, starts and building 
permits softened in September, suggesting further deterioration in building activity. Meanwhile, existing 
home sales rebounded for the first time in four months during September. Sales were still impacted by two 
hurricanes and there remains a supply shortage of houses. Overall, the natural disasters coupled with 
already tight housing supplies, may mean that the softening housing activity trends are not as worrisome as 
they might appear on the surface. Lastly, weekly initial jobless claims fell to their lowest level since 1973, 
suggesting very tight labor market conditions.  

The earnings season kicks into high gear next week and there are a few key economic releases on the 
calendar. Pending and new home sales for September are due. We also get September's durable goods 
orders and the first estimate of third quarter economic growth in the U.S. The European Central Bank also 
meets next week on monetary policy and market participants will be looking for an update on the ECB's 
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bond purchase program, which is scheduled to end in December. No interest rate change is expected, but 
most expect the ECB to extend the program through at least the first half of 2018 while reducing the monthly 
amount of bond purchases from 60 billion euros to 40 billion euros. The potential reduction could put upward 
pressure on global interest rates, particularly at the long-end of the curve and if it turns out to be a larger 
reduction than expected. Regardless of what the ECB does or announces, monetary policy in the eurozone 
appears likely to remain fairly accommodative well into 2018 and interest rates are likely to remain low 
relative to history. This could continue to provide some support for global equity prices should growth 
continue.  

A good start to the earnings season and rising optimism that tax reform will happen sooner rather than 
later has helped to keep the record run in U.S. equity prices going. The Senate passing its version of a 
budget this past week paved the way for tax reform legislation requiring only 51 votes in the Senate. While in 
theory, this would make tax reform easier to pass, the challenges Republicans have had with healthcare 
reform suggest otherwise. Still, we think tax reform is likely and that markets have already priced in some of 
the potential benefits. Any news suggesting a different outcome could spark volatility and market weakness. 

Equity-market gains continue to be small and somewhat measured with few big up days amid already 
high valuations and trepidation over a potential pullback. We've seen headlines like "The most hated bull 
market in history" to the "Rodney Dangerfield bull market - no respect." Many analysts and pundits remain 
amazed at the lack of volatility and the fact that we have not seen at least a 5% correction since June 2016. 
In fact, we are now approaching a year when we last saw a downturn of at least 3%, which occurred just 
before the 2016 election. Valuations remain a concern for us and many market participants, but we are still 
some ways away from bubble territory in our view. We also have not seen many of the excesses typical of a 
market top. Many sentiment measures are elevated, however, and the pace of interest rate increases 
remains uncertain. Earnings growth is likely to slow as the year-over-year comparisons likely become more 
difficult. This leads us to believe that the consensus earnings forecasts for the fourth quarter are a little too 
high. While all of these items suggest to us the market is vulnerable to a near-term correction, we believe 
the fundamental backdrop remains quite healthy. Our economic indicators point to a low risk of a recession 
unfolding over the next several months. Furthermore, our fundamental and technical indicators have not yet 
suggested to us that we are near a turning point in the risk environment. 

Low interest rates make bonds less appealing to us while equity valuations remain stretched. Despite 
above long-term average equity valuations, we think the environment for equities remains favorable. With 
U.S. valuations already stretched and with U.S. interest rates likely to head higher, further gains in U.S. 
equity markets could be more difficult to achieve and would likely need be driven by accelerating economic 
and earnings growth. Meaningful corporate tax reform could help boost the earnings outlook and alleviate 
what we see as a rising potential for disappointment. Nevertheless, we continue to favor stocks over bonds 
and have a tilt towards international equities and corporate credit in our dynamic positioning. We think this is 
consistent with our macroeconomic outlook and assessment of the overall environment. 

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.   

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


