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December 1st, 2017  
 

Weekly Market Update 
 

It was a mixed week for U.S. equity prices amid drama in Washington, geopolitical rumblings and solid 
economic data. The S&P 500 Index added 1.5%, the Dow Jones Industrial Average finished the week 2.9% 
higher while the Nasdaq Composite lost 0.6%. The Russell 2000 Index of small-cap stocks gained 1.2%. 
Outside of the U.S., a proxy for developed international markets, the iShares MSCI EAFE exchange-traded 
fund finished the week 0.7% lower while a proxy for emerging markets, the iShares MSCI Emerging Markets 
exchange-traded fund, dropped 3.9% on the week.  

The yield on the 10-year U.S. Treasury rose 3 basis point to 2.37% while the 2-year U.S. Treasury yield 
gained 3 basis points to 1.78%. Oil prices fell 1.0% while gold lost 0.3%. The S&P GSCI, which measures 
the returns on a basket of commodities, was down 0.4%.  

With market participants largely focused on the tax reform drama in the Senate, a good start to the 
holiday shopping season helped to boost consumer discretionary stocks early in the week while the rest of 
the market got off to a slow start. On Tuesday, strong consumer confidence numbers, plus optimism over 
tax reform getting done helped push stocks to new highs in the U.S. The confirmation process for Jerome 
Powell, who has been nominated to be the next head of the Federal Reserve, also began on Tuesday and 
market participants applauded some of his comments on financial sector regulations. Powell is widely 
expected to maintain the Fed's current monetary policy stance of gradual interest rate increases. On 
Wednesday, markets finished mixed in the U.S. as profit taking among technology stocks weighed on the 
broader market. Separately, North Korea performed another successful missile test, but that did little to 
influence market sentiment. Thursday saw markets rebound strongly amid tax reform passing key hurdles in 
the Senate. Friday was a bit volatile amid late-Thursday setbacks in getting the Senate's tax bill through and 
concern over how Michael Flynn's guilty plea for lying to the FBI could impact Trump's Presidency and 
economic agenda. 

On the economic front, economic growth in the third quarter was revised higher, a key consumer 
confidence index hit a 17-year high and manufacturing activity remained steady. The U.S. economy grew at 
an annual pace of 3.3% in the third quarter, up from the 3.1% annual pace seen during the second quarter. 
This is the fastest back-to-back quarters of economic growth since 2014. The Fed's Beige book echoed 
some of what the hard data revealed this week with signs of modest growth across the Fed's various 
districts. It also highlighted tight labor market conditions. New and existing home sales rebounded nicely in 
October with the pace of new home sales hitting its fastest level in 10 years. Supply remains constrained 
across both new and existing homes as demand remains quite high. Another busy week of economic data is 
scheduled. The ISM service sector activity gauge is due, along with third quarter productivity numbers and 
November's non-farm payroll report. We also get the University of Michigan preliminary consumer sentiment 
readings for December. There is also a key deadline on the debt ceiling looming that Congress will need to 
address. Signs that Congress could extend the deadline until right before Christmas emerged late this week. 
Regardless, it will have to be dealt with relatively soon and potentially complicates tax reform getting done 
by year end.   
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U.S. equity markets have been up 11 of the last 13 months. March and June were the only down months 
for the S&P 500 index during this time period. The Dow hit its 63rd record closing high this week and the 
S&P 500 is around 60 record closes in 2017 as well. We have not seen this kind of run since 1995. In 
addition, the S&P 500 Index has not seen a decline this year of over 3% and volatility remains quite low. 
Nervousness over a potential decline seems justified at this point. Valuations are elevated, but the economic 
and earnings backdrop remains quite positive. Tax reform could bolster the earnings outlook for next year 
and potentially alleviate some of our concerns that earnings expectations may be a little too optimistic. 
Faster earnings growth could improve the valuation picture, assuming the market does not get ahead of 
itself. 

Speaking of tax reform, there was some good progress made this week amid some last-minute drama. It 
looks like the Senate's bill is on the verge of passing, but the vote that was expected to happen late in the 
week did not materialize. It could happen over the weekend or early next week. Even if it does, it still must 
go to conference where the differences between the House's bill and the Senate's bill are ironed out. There 
remains some uncertainty over how the final bill will look, but we think something will get done soon.  

Besides politics, the Federal Reserve remains a focus. Markets expect the Fed to lift its key benchmark 
interest rate when it meets in mid-December. And while the market-priced odds of another rate hike by 
March have risen, there remains some skepticism that the Fed will lift interest rates as aggressively as the 
Fed's own estimates suggest. In summary, a faster pace of rate hikes from the Federal Reserve than the 
market currently expects, disappointing earnings growth over the next few quarters and a lack of meaningful 
corporate tax reform remain some of the key near-term risks. But the global economy is in good shape at the 
moment and we continue to see evidence that growth could pick up over the near term. Our indicators 
continue to suggest a relatively low probability of a recession unfolding over the next several months. 
Barring any geopolitical or unforeseen shock, we believe the positive economic momentum is likely to 
continue and that any near-term pullback in equities would likely be short lived. 

While we remain concerned about elevated valuations across asset classes and recognize the potential 
for a near-term pullback in equity prices, the economic and fundamental environment remains favorable for 
greater exposure to risk assets in our view. As a result, we continue to favor stocks over bonds and have a 
tilt towards international equities 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. 

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. 


