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Summer Volatility Heating Up 

 

• Equity and bond markets waver as risks continue to mount. 

• Meanwhile the Fed seems increasingly focused on inflation. 

• In uncertain times, diversification remains the best investment strategy. 

 
This summer and the second half of the year could be marked by more market volatility, as investors become less 
complacent about growing risks and momentum fades.  Bond investors have been bidding up bond prices, sending 
10-year Treasury yields lower, to under 1.3% (from 1.75% just a few months ago). This could be an ominous sign for 
the economy and equity investors are starting to take notice. Today, stock markets opened sharply lower as investors 
are growing more concerned that we could now be seeing peak economic growth and that the reopening trade may 
be over. Economic data is starting to come in lower than projected as we saw weekly jobless claims unexpectedly 
rise and a survey to business leaders in the service sector came in weaker than expected with supply and labor 
shortages. These economic concerns are coupled with the growing worries around the COVID-19 Delta variant which 
is making its way around the globe. 
 
These worries seem to be mounting at the same time inflation projections are rising. This recovery has been driven 
in large part by stimulus from Washington and a very accommodative Federal Reserve (Fed). The Fed has a dual 
mandate to maximize employment and keep prices stable. The Fed has been willing to let inflation or prices rise and 
focus more on maximizing employment, but if inflation is too hot, they will be forced to raise interest rates and stop 
buying as many bonds, sending yields higher and putting a lid on economic growth as borrowing costs would become 
more expensive. In a recent meeting, the Fed noted risks to the outlook for the economy are broadly balanced, but a 
substantial majority of participants judged that the risks to their inflation projections were “tilted to the upside.” 
 
So, on one hand, investors are concerned about peak economic growth and the Delta variant and on the other hand, 
investors are worried the Fed will become less accommodative to fight inflation. This is a bit confusing because slower 
economic growth would generally lead to less inflation. However, there is such a thing called stagflation, which we 
saw in the 1970s. This is characterized by stagnant economic growth and rising inflation. This is generally caused by 
an external shock to the economy such as rising oil prices as we saw in the 1970s. The good news is that we don’t 
see stagflation on the horizon. We do see volatility though as investors weigh the mounting risks to the economy and 
try to gauge what the Fed will do in the face of inflation. Inflation may or may not end up being merely a temporary 
side effect from the stimulus pumped into the economy and the supply-side constraints caused by the economy 
reopening. 
 
The recent volatility is also expected and something we wrote about in our Mid-Year Outlook. Valuations in both stock 
and bond markets suggest little margin for error in economic data and market expectations and now we are seeing 
uncertainty grow. A correction is possible as we haven’t seen a pullback in a while. For example, the S&P 500 hasn’t 
fallen more than 5% since October 2020. Timing corrections is extremely difficult though and often not profitable. A 
famous investor and author once said, “Far more money has been lost by investors trying to anticipate corrections, 
than lost in the corrections themselves.”  
 
To reiterate, we continue to anticipate more volatility in the near term. Any disruption to current expectations could 
be a headwind to stocks, and stock market valuations priced to perfection could amplify this volatility. We may see a 
stock market correction at some point this year, but we still don’t expect a big sell-off like we saw last spring. We 
maintain that diversification is the key in this market. In these times, your financial professional can help you stay 
focused on your long-term risk and return goals and help you with your personalized investment objectives. 

 

This report is created by Cetera Investment Management LLC. For more insights and information from the team, 
follow @CeteraIM on Twitter. 

 
  

 
  

https://www.cetera.com/sites/default/files/2021-06/CIM%20Quarterly%20Market%20Outlook%20Q3%202021.pdf
https://twitter.com/ceteraim?lang=en


 

About Cetera® Investment Management 
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial Group®. 
Cetera Investment Management provides market perspectives, portfolio guidance, model management, and other 
investment advice to its affiliated broker-dealers, dually registered broker-dealers and registered investment advisers. 
 
About Cetera Financial Group 
“Cetera Financial Group” refers to the network of independent retail firms encompassing, among others, Cetera 
Advisors LLC, Cetera Advisor Networks LLC, Cetera Investment Services LLC (marketed as Cetera Financial 
Institutions or Cetera Investors), Cetera Financial Specialists LLC, and First Allied Securities, Inc. All firms are 
members FINRA / SIPC. Located at 200 N. Pacific Coast Highway, Suite 1200 El Segundo, CA 90245-5670 
 
Disclosures 
Individuals affiliated with Cetera firms are either Registered Representatives who offer only brokerage services and 
receive transaction-based compensation (commissions), Investment Adviser Representatives who offer only 
investment advisory services and receive fees based on assets, or both Registered Representatives and Investment 
Adviser Representatives, who can offer both types of services. 

The material contained in this document was authored by and is the property of Cetera Investment Management 
LLC. Cetera Investment Management provides investment management and advisory services to a number of 
programs sponsored by affiliated and non-affiliated registered investment advisers. Your registered representative or 
investment adviser representative is not registered with Cetera Investment Management and did not take part in the 
creation of this material. He or she may not be able to offer Cetera Investment Management portfolio management 
services. 

Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or legal advice 
to any individual without the benefit of direct and specific consultation with an investment adviser representative 
authorized to offer Cetera Investment Management services. Information contained herein shall not constitute an 
offer or a solicitation of any services. Past performance is not a guarantee of future results. 

For more information about Cetera Investment Management, please reference the Cetera Investment Management 
LLC Form ADV disclosure brochure and the disclosure brochure for the registered investment adviser your advisor 
is registered with. Please consult with your advisor for his or her specific firm registrations and programs available. 

No independent analysis has been performed and the material should not be construed as investment advice. 
Investment decisions should not be based on this material since the information contained here is a singular update, 
and prudent investment decisions require the analysis of a much broader collection of facts and context. All 
information is believed to be from reliable sources; however, we make no representation as to its completeness or 
accuracy. The opinions expressed are as of the date published and may change without notice. Any forward-looking 
statements are based on assumptions, may not materialize, and are subject to revision. 

All economic and performance information is historical and not indicative of future results. The market indices 
discussed are not actively managed. Investors cannot directly invest in unmanaged indices. Please consult your 
financial advisor for more information. 

Additional risks are associated with international investing, such as currency fluctuations, political and economic 
instability, and differences in accounting standards. 
 
A diversified portfolio does not assure a profit or protect against loss in a declining market. Investors cannot invest 
directly in indexes. The performance of any index is not indicative of the performance of any investment and does 
not take into account the effects of inflation and the fees and expenses associated with investing 
 
Glossary 
 
The S&P 500 is a capitalization-weighted index of 500 stocks designed to measure performance of the broad 
domestic economy through changes in the aggregate market value of 500 stocks representing all major industries 


