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While political stories dominated the headlines, investors
enjoyed another positive quarter. The second quarter
extended the upward movement of U.S. equity markets
from the first quarter, allowing equity investors to enjoy
reasonable returns for the first half of 2017.
The second quarter of 2017 also marked the seventh straight
quarter that the DJIA and S&P 500 have risen.
(www.blogs.wsj.com 7/5/17)

The S&P 500 produced a return of over 2.5% and closed the
quarter at 2,423.41. This is up from the previous quarter’s
close of 2,362.72. While the second quarter was strong, its
overall gain was lower than quarter one.
The Dow Jones Industrial Average (DJIA) also increased in
the second quarter, but it also experienced slower gains than
those of the first quarter. The DJIA closed the second
quarter at 21,349.63, up from its 20,663 quarter one close.
In June, the Federal Reserve approved the expected second
Federal funds rate increase of 2017. Back in March, the
Federal Reserve raised the rate to between 0.75% and 1%.
Currently, as of June’s increase, the new range is 1% to
1.25%. During the June Federal Reserve’s Committee
meeting, it was announced that they will begin the process
of reducing their $4.5 trillion balance sheet sometime in
2017, however, their timeline was unspecified.
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Some experts believe that both the rate increase and the
Fed’s upcoming efforts to reduce their balance sheet will
produce a more stringent monetary policy during a time
when inflation is lower than expected. (www.cnbc.com

Due to housing demand, the U.S. housing market continues
to have a healthy outlook despite high price gains.
“Household formation growth over the past year had a
notable uptick this quarter over last, playing a big factor in
driving up demand for housing and maintaining a strong
market,” said David Berson, Nationwide Senior Vice
President and Chief Economist. “We are, however, keeping
a close eye on affordability and especially house price
appreciation as it is well above the long-term
average.” (www.nationwide.com 6/20/17)
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The U.S. economy is continuing to look strong with positive
unemployment and housing market data. Unemployment
statistics are seeing lower percentages than they typically

(Bigcharts.com 7/13/17)

Market Records Continue
The day before the Fed meeting, the market experienced a
“Fed drift,” the tendency of the markets to rise a few days
before their meetings. On June 13, the DJIA rose about 90
points, hitting intraday and closing records, closing at
21,328.47. The S&P also had a record close that day,
gaining 10.96 points (0.45%) to close at 2,440.35.
(www.cbnc.com 6/13/17)

While the markets continue to impress us with records and
milestones, it is still prudent for investors to remain vigilant.
It is easy to get lost in the headlines that the media presents,
however, our job requires us to remind you that it is best to
stay focused on the progress of your own personal goals and
plans. While year-to-date, the equity markets have been
marching steadily higher and bond rates have drifted lower
with limited, if any, volatility, experts are predicting more
turbulence for the second half of the year.
(Barron’s 6/12/2017)

Global Watch and Concerns
Brexit is again at the forefront of potential global financial
woes. According to Deloitte, “The rate of chief financial
officers who expect some negative, long-term effects from
a so-called Brexit climbed to 72% in the second quarter of
2017, from 60% in the first quarter.”
(www.marketwatch.com 7/10/17)

Many financial executives are increasingly showing lack of
faith in the U.K.’s economic stability once it leaves the
European Union. While the monetary policy of the U.K.
remains in limbo, volatility will remain in the U.K. equity
market. (www.marketwatch.com 7/10/17)
Bonds are still considered expensive in all regions.
According to Russell Investments 2017 Global Market
Outlook, the U.S. has the closest fair value, while Germany
and the U.K. are on the opposite end of the spectrum. Japan
is still on task for their target of zero percent for the 10-year
bond yield and the European Central Bank continues with
negative rates and asset purchases until at least the end of
this year. (Russell Investments 2017 Global Market Outlook)
While they have not affected equity markets, the
geopolitical pressures from North Korea and Syria still
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Quarter 2 continued strong, adding to a
healthy first half of 2017.
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The Federal Reserve raised the federal funds
rate by 25 basis points to 1.0% ‐ 1.25% in June.
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Equity markets continue to break records.
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Oil prices remain low.

Concerns continue over how global issues will
affect markets.

Investors need to be cautious and watchful.
Focus on your personal goals and call us with
any concerns.

remain potential global concerns that investors need to
monitor.

Oil Prices
A significant increase of U.S oil production increased the
global supply of oil in the first half of 2017. Oil prices
continue to stay low, with the price of WTI finding itself
steadying between the $44-45/bbl range. With these lower
oil prices, U.S. production may begin to slow down. This,
along with OPEC attempting to control production levels,
may cause oil prices to rebound for the second half of 2017.
(www.forbes.com 6/19/17)

Interest Rates
For 2017, interest rates should remain very high on an
investor’s watch list. As mentioned, the Fed’s raised
interest rates by 25 basis points to 1% - 1.25% at their June
meeting. This marked the second of three rate hikes the
Federal Reserve suggested we could see this year. There is
a third rate increase expected before the end of 2017.
Interest rates need to be monitored and there is some
speculation as to whether or not the Feds will actually
decide to increase the rate any more this year.

for equity investors, there are several factors to continue
keeping a close eye on.
Geopolitical unrest remains, political gridlock in the U.S.,
oil prices and further interest rate movement can all be
impactful on the U.S. and world investment markets.

The Fed’s announced in June that it will begin the daunting
process of reducing its balance sheet that was expanded to
help fight the housing crisis that began almost a decade ago.
Interest rates are an area that we will continue to watch.
Investors should continue to monitor how the bond and
equity markets fare with the reduction of Federal Reserve
stimulus money.
As short term interest rates rose, the 10-year Treasury yield
fell. On June 15, the 10-year Treasury yield dropped six
basis points to 2.15%, which was close to a seven-month
low that eventually creeped back up to close at 2.31% for
the second quarter. (www.seekingalpha.com 6/16/2017;
ycharts.com)

Interest rate concerns arose when Fed Chairwoman Janet
Yellen announced that, “The recent lower reading on
inflation has been driven significantly by what appears to be
one-off reductions in certain categories of prices,” reflecting
the Federal Open Market Committee’s reduction in their
forecast for headline inflation down to 1.6% from the 2%
target. Yellen herself is not concerned about the weakening
inflation trend, stating that it reflects the, “progress the
economy has made and is expected to make toward
maximum employment and price stability assigned to us by
law.” (www.cnbc.com 6/14/17)
U.S. equity markets can still fare well in a rising interest rate
environment, but for now, investors still need to pay close
attention to interest rate movements.

Market Outlook
The second quarter was a healthy one for investors. While
the outlook for the remainder of the year still looks positive

Many market analysts are skeptical of the second half of
2017. “It’s hard to imagine the second half being as good
as the first,” says Bill Stone, Global Chief Investment
Strategist at PNC Asset Management. Analysts are finding
it difficult to believe that the sizeable gains seen in the first
half of 2017 can continue. They also suspect that these gains
may have taken away from potential gains that might have
happened later in the year.
(www.usatoday.com 6/30/17)

However, some other Wall Street strategists remain
optimistic, expecting the 2017 stock market to repeat its
successful first half. Jonathan Golub of RBC Capital
Markets, known for being Wall Street’s biggest bull,
believes the market will increase 6-7% before the year end.
(www.usatoday.com 6/30/17)

The fact is, U.S. equities are highly-priced and there is some
sentiment that they are susceptible to a downward swing.
U.S. Treasuries remain expensive and there are many
additional factors that can directly impact investors,
including:




Geopolitical and social unrest, such as Brexit and the
future of the Eurozone;
Continued terrorist attacks that create an uncertain
and cautious perspective with investors;
Policy gridlock and the potential roadblocks that
President Trump’s administration will face when
attempting to pass the stimulus plan.

The Fed’s upcoming balance sheet reduction efforts are
worth watching as well, although, according to San
Francisco Federal Reserve President John Williams, will be,
“widely telegraphed, gradual, and – frankly – boring; and
the more public understanding there is, the lesser the risk of
market disruption and volatility."
(www.forbes.com 5/29/17)

As always, if you are planning on making any investment
changes, it is helpful to discuss these changes and your
personal situation with us.

Conclusion: What Should an Investor Do?
For the first half of 2017, stocks have marched higher, bond
yields have drifted lower and volatility has not been an
issue. Investors have not experienced any dramatic up or
down swings, however, that does not mean investors should
become complacent.
“The market is always vulnerable to a news event, an
economic event or an earnings event,” says Robert Sluymer,
managing director of technical strategy at FundStrat Global
Advisors, a Wall Street research firm. (www.usatoday.com
6/11/17)

Guggenheim Global Chief Investment officer Scott Minerd
wrote that “stock and bond markets have rarely been more
expensive and stable, and that has me worried.” This is an
ideal time for investors to be cautious and alert. Many
experts feel that a diversified portfolio can help provide
some shelter from possible storms. However, with interest
rates low, trying to generate high returns while achieving
diversification can be difficult. (Barron’s 6/12/17)

Focus on your own personal objectives.
During times that call for caution, it is always wise to create
realistic time horizons and return expectations for your own
personal situation and to adjust your investments
accordingly.
We try to understand your personal
commitments so we can categorize your investments into
near-term, short-term and longer-term.
Investors should always be prepared. While the market is
currently strong, potential volatility should cause you to be
concerned, but panic is not a plan. Market downturns do

happen and so do recoveries. This is the ideal time to ensure
that you fully understand your time horizons, goals and risk
tolerances. Looking at your entire picture can be a helpful
exercise in determining your strategy. We always welcome
the opportunity to discuss any updates to your thoughts or
situation.

Discuss any concerns with us.
Our advice is not one-size-fits-all. We will always consider
your feelings about risk and the markets and review your
unique financial situation when making recommendations.
We pride ourselves in offering:
 consistent and strong communication,
 a schedule of regular client meetings, and
 continuing education for every member of our team
on the issues that affect our clients.
A good financial advisor can help make your journey easier.
Our goal is to understand our clients’ needs and then try to
create a plan to address those needs. We continue to
monitor your portfolio. While we cannot control financial
markets or interest rates, we keep a watchful eye on them.
No one can predict the future with complete accuracy, so
we keep the lines of communication open with our clients.
Our primary objective is to take the emotions out of
investing for our clients. We can discuss your specific
situation at your next review meeting or you can call to
schedule an appointment. As always, we appreciate the
opportunity to assist you in addressing your financial
matters.

Please share this report with others!
This year, our goal is to offer services to several other clients just like you! If you would like to share
this report with a friend or colleague, please call James at Kerntke Otto McGlone Wealth
Management Group at (920) 733‐3872 and we would be happy to assist you!
Kerntke Otto McGlone Wealth Management Group, a Registered Investment Advisor.
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