
 

 

  

Defying Gravity 

• The S&P 500 has risen more than 25% since its October 2023 low, with little resistance. 

• While stock investors have looked past hotter inflation data, bond investors have not. 

• As volatility picks up, diversification and staying focused on your goals are even more important. 

Stocks, as measured by the S&P 500, are up roughly 25% from their October 2023 low, encountering only 
minor setbacks along the way. The economic data largely supported this investor bullishness, as we have 
seen more economic surprises to the upside than the downside. The labor market has also remained on solid 
ground, recording 26 straight months of an unemployment rate below 4%. This is a feat that has yet to be 
seen since the 1960s when we saw a streak of 27 months. 
 
However, it hasn’t been as rosy in the bond market. With inflation not easing as much as many economists 
had anticipated, bond yields have been rising as bond investors demand more yield for the increased inflation 
outlook. Since bond prices move inversely to bond yields, the broad bond benchmarks are down roughly 3% 
year-to-date. 
 
The 10-year Treasury yield is highly correlated to mortgage rates. Higher bond yields mean higher borrowing 
costs for consumers and businesses. This is not good for corporations, as they must pay more to finance 
operations and capital expenditures. Eventually, higher borrowing costs could take a toll on stock prices as 
we note in the chart below. In October of 2022 and 2023, stock markets reacted negatively to higher bond 
yields. The S&P 500 (dark purple line) drops when the 10-year Treasury yield (light blue line) rises. 
 

Figure 1: S&P 500 (Left Axis) vs. 10-Year Treasury Yield (Right Axis) 
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So far in 2024, investors have looked past higher bond yields, but eventually, we would expect bond yields and 
stock prices to reconcile. Stock investors have largely overlooked hotter- than- expected inflation, thinking it was 
an anomaly, but the anomaly continues to exist. January inflation data was hot, followed by February and now 
March. If inflation does not ease as economists expected, stocks will likely follow the trend of the past. If stock 
investors are correct though, that will be welcomed news for bond investors and yields should fall, pushing up 
bond indexes. 
 
As we enter the first quarter earnings season, valuations are high in large cap companies, especially large cap 
growth companies. With persistent inflation, we could see some companies miss earnings. However, we are 
optimistic the persistent inflation may have helped some companies expand profit margins as producer input 
costs have risen less than consumer inflation. High valuations leave less margin for error and there are some 
inconsistencies between the stock market and bond market as we described above. We think this will all lead to 
volatility in the second quarter as investors become hypersensitive to economic data related to inflation. 
Additionally, investors will be very in tune with Federal Reserve member speeches.  
 
All this will likely increase the chances of more market swings that we missed in the first quarter. Diversification 
can help mitigate this volatility. We think the volatility should be short- lived as inflation will eventually ease, and 
there is a lot of cash in savings accounts and money market assets that could be deployed to buy the dips. The 
economy and labor market also remain on solid footing. Your financial professional can help you stay focused on 
your personal financial goals. As always, please contact your financial professional with any questions on tailoring 
your portfolio to your personal situation. 

 

 

 

 

 

 

 

 

 

 

 

 

 

This report is created by Cetera Investment Management LLC. For more 

insights and information from the team, follow @CeteraIM on X. 

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), and Cetera Financial Specialists LLC. All firms are members FINRA / SIPC. Located at 655 W. Broadway, 11th 

Floor, San Diego, CA 92101. 

 

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 adviser is registered 

with. Please consult with your adviser 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. 

 

Glossary 
 
The S&P 500 is an index of roughly 500 stocks chosen for market size, liquidity and industry grouping (among other factors) 
designed to be a leading indicator of U.S. equities and is meant to reflect the risk/return characteristics of large cap universe.  

 

 

 

 

 

 

 


