
 

 

Market Update: June 2017 

Global stock markets closed out the second quarter with modest gains for the month 
of June. Volatility was nowhere to be found, as stocks completed one of their quietest 
periods on record. In fact, the average daily change in the S&P 500 Index during the 
second quarter was the lowest in more than half a century.   

For the quarter and the first six months of the year, international stocks led the way 
with returns of about 6% and 14%, respectively. Improving economic fundamentals and 
strong earnings helped drive foreign stock performance. U.S. stocks returned about 3% 
for the quarter and are up nearly 9% year-to-date. Performance in U.S. stocks was 
mainly driven by larger technology stocks, while smaller companies underperformed.  

Bond market returns were generally flat for June, but year-to-date returns were 
relatively strong thanks to declining interest rates. The yield on the 10-year U.S. 
Treasury note ended the quarter at 2.3%, down from 2.4% at the end of last year and 
well below the 2.6% rate reached in March. (Bond prices rise when rates fall.)  

Oil declined 9% for the quarter, and is down more than 20% from the highs reached in 
February. While oil prices are down 14% year-to-date, many consider the decline to 
be an issue of oversupply instead of declining global demand.  

The global economic backdrop has been stable … and like stock markets, unusually 
calm. Growth in the Eurozone (19 countries) exceeded that of the U.S. and is 
expected to continue for the near term. Emerging market returns are expected to 
more than double the rate of growth in developed economies.   

The U.S. economy (GDP) grew by just 1.4% during the first quarter. Capital spending 
increased over 10%, which is the largest increase in five years. GDP would have come 
in at a very weak 0.2% without the jolt from capital spending. Much of that capital 
spending increase came from energy companies ramping up drilling. With oil prices 
now on the decline, the rebound in capital spending may be short-lived.  

 

The economy is doing very well, is showing resilience. 

Janet Yellen, Fed Chair – WSJ 6/29/17 

 

The headline unemployment rate hit 4.3% in May, a level not seen since May of 
2001. The drop in unemployment suggests that the labor market is at or near full 



employment. Still, most of the job growth has come from lower-wage fields including 
restaurant and retail stores.  

 

Job openings are near all-time highs. It suggests that businesses are 
struggling to fill these positions in an increasingly tighter market. 

Beth Ann Bovino, S&P Global Ratings – WSJ 6/2/17 

 

As employers compete for people, wages should be on the rise. The conundrum … 
wage growth remains lackluster. The global nature of the labor market is thought to 
be one of the forces holding back wage increases. Companies also may be holding 
back pay increases to protect their profit margins.  

The dollar is off to its worst start in six years. For the first six months of the year, 
the dollar is down 5.6% against other world currencies. Investors are showing 
confidence in global economies, while foreign central banks are signaling that they 
will soon be reducing stimulus measures.  

 

The rest of the world’s tone is improving while the U.S. is decelerating, 
and the dollar is reflecting that. 

Mark McCormick, TD Securities – WSJ 7/1/2017 

 

Currency swings can be hard and fast. Remember, the dollar was at a 14-year high 
point just after the November U.S. presidential election. 

The Federal Reserve raised interest rates (the benchmark federal-funds rate) by a 
quarter percentage point in June. The rate now ranges between 1% and 1.25%, and 
one more increase is apparently “penciled in” for this year.  

While June’s rate increase was expected, future increases are less clear due to signs 
of weakness in inflation. After reaching 2.1% in February, the Fed’s preferred measure 
of inflation increased by only 1.4% in May. Inflation readings will almost certainly 
influence future rate increases as well as policy decisions regarding the “winding 
down” of the Fed’s $4.5 trillion balance sheet.  

 

 

 



Some investors are concerned that additional rate increases could slow down a U.S. 
economy that already appears to be shifting into a lower gear. The bond market also 
appears to be sharing these concerns, as the difference in yield between the 10-year 
and 2-year Treasury notes is shrinking. Referred to as a flattening yield curve, this 
typically happens when future economic growth is in question. 

The huge flow of money into index (or passive) mutual fund strategies is providing 
significant support to the broad markets. In 2016 alone, investors pulled $340 billion 
from actively managed funds and invested more than $500 billion in index funds. Much 
of this money is going into strategies weighted by market capitalization (company 
size), so the biggest names – such as Amazon, Facebook, and Apple - are getting the 
lion’s share of the money. 

 

There is this rising tide of buying that tends to drive the day-to-day 
action. The market structure has definitely changed. By next year, 
investors might not have monetary policy on their side. The risk is 
blind buyers turn to blind sellers. 

Michael O’Rourke, JonesTrading – WSJ 7/1/2017  

 

There is a lot of talk about a Goldilocks environment – low interest rates and 
inflation, strong corporate earnings growth, consistent/modest GDP growth, and a 
solid labor market – making it just right for investors. 

 

Financial markets are in fairy-tale land. The metaphor … might not be 
a stretch. The part of the Goldilocks metaphor that doesn’t get 
mentioned, the porridge, is hardly particularly appetizing. Goldilocks 
may stick around for a while, but fairy tales don’t have to have happy 
endings. 

Richard Barley – WSJ 6/11/17 

  

Comforting economic news and low market volatility are certainly good for investors 
… at least for now. Historically, this type of environment promotes complacency, 
which eventually ends badly for some investors … particularly those who ramped up 
risk and are now more vulnerable to market declines.   

 

Daniel G. Corrigan, CPA/PFS, CFP® 


