
  

                                                                                                                                                     

  
 
 
  

The Temperamental Era Hits Stocks, Too 
 

• Global bond yields have pushed to their highest levels since the mid-2000s this week, and stock prices have 
started to fall as a result. 

• We view the stock pullback as a valuation reset driven by higher discount rates, not a break in the 
fundamentals. 

• Volatility is a reason to lean into quality and income, not to run for the exits. 
 
We wrote last month that bonds were the ones having the tantrum in this Temperamental Era, our term for a market 
that trades on headlines, not trends. Recently, stocks joined in. 
 
Global yields have been climbing. Last week, the 10-year Treasury yield pushed above 5.2%, its highest level since 
2007, and the 30-year Treasury yield rose above 5.5%, a level last seen in 2004. It isn't just a Washington story 
either. German, French, and Japanese long bonds are all sitting at multi-decade highs of their own. 
 
A cluster of factors is driving the move higher, and they're pulling in the same direction: 

• Geopolitics. Renewed friction in the Middle East resurfaced this weekend after the White House rejected a 
Tehran proposal to reopen the Strait of Hormuz, and Brent crude traded well above $100 a barrel. Energy 
shocks feed directly into inflation expectations, and inflation expectations feed straight into long-end yields. 

• Lack of Forward Guidance from the Fed. In the past, the Fed would signal its next move ahead of time and 
markets would calm down and wait. Under new Chair Kevin Warsh, that road map is gone, so every data point 
and every headline forces the market to guess on its own, and each guess shows up as a bigger swing in 
yields. 

• Weak Demand at the Auction Window. Last week's five-year Treasury auction priced at its highest yield 
since 2006 with soft participation, and the seven-year auction that followed was lackluster as well. Investors 
are telling Washington that higher yields are needed to clear the growing pile of new supply. 

• Data Still Running Hot. Last week's S&P PMI readings and other data show the economy still has fuel in the 
tank, giving the Fed less cover to ease. 

For weeks, equities mostly shrugged off the bond market's turbulence. Cyclicals, financials, and small caps lagged, 
but the S&P 500 held near record highs as mega-cap growth and semiconductor names carried the index, a sign the 
market was reading the yield move as a growth story rather than an inflation scare. That decoupling has recently 
broken down. As the 10-year Treasury yield pushed through the roughly 5.25% level that would be considered the real 
pain point for stocks, the selloff broadened. The Dow, S&P 500, and Nasdaq all fell today, and software and 
semiconductor stocks, among the most richly valued corners of the market, were hit especially hard. Think of it this 
way: if you were shopping for a car and the sticker price just dropped 15%, you wouldn't call that bad news. Instead, 
you would call it an opportunity to buy. Bond prices and yields move inversely, so a rising yield is, in essence, a 
discount. For investors who hold to maturity, that higher yield is locked in regardless of near-term price swings. 

The mechanics are the same ones we've been highlighting in bonds. Stock prices reflect the present value of future 
cash flows, and discounting those cash flows at a higher rate mechanically produces a lower number today. That math 
is least forgiving for long-duration growth stocks, since more of their value sits far out in the future, which is also why 
software, semiconductors, and other high multiple corners of the market have led this recent leg of the selloff. 
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With that said, it's not all bad news: 

• Income Is Back. For income-focused investors, retirees, and anyone living off portfolio yield, current levels 
are genuinely attractive, something we haven't been able to say for most of the past decade. 

• The Fed Gets Help. Higher borrowing costs slow growth on their own, which can take some of the inflation-
fighting burden off the Fed. 

• Valuations Get a Reset. A pullback in the market's most expensive corners gives us a chance to rebalance 
into quality names at better prices, rather than chasing a narrow group of leaders. 

A few catalysts could take the pressure off both bonds and stocks: 

• Clarity on Iran. A durable deal to reopen the Strait of Hormuz would remove a real risk premium currently 
baked into oil prices, and by extension, into inflation expectations. 

• Fiscal Restraint. History offers a tailwind here. Post-midterm years, especially with a likely split government 
based on current prediction markets, tend to bring less deficit spending simply because political gridlock makes 
big new spending harder to pass. 

• Fed Credibility. If the Fed reinforces its inflation-fighting credibility, through words or action, that could anchor 
expectations and pull long-end yields lower, as well as relieve the pressure on stocks. In fact, if the Fed proves 
to raise rates less than the markets currently expect over the next year, yields could retreat. 

Rising yields and falling stock prices feel uncomfortable in the moment, and nobody enjoys watching both sides of 
a portfolio wobble at once. But discomfort and opportunity often look identical in real time. We're using this stretch 
to add income at yields we haven't seen in years and to rebalance into quality equities at more reasonable prices, 
not to run from either market. Stay diversified, stay disciplined, and remember in the Temperamental Era, the best 
returns usually go to those who buy the mood swing, not the ones who react to it. Please contact your Cetera 
financial professional for more information. 

 This report is created by Cetera Investment Management LLC.  Follow Us on LinkedIn|@CeteraIM 

 

https://www.linkedin.com/showcase/cetera-investment-management/?mkt_tok=MjExLUZMWC0wNzcAAAGhnPxnSlOEe_D_hIHakgJT2kpKKJfqtDleiligDvx4-UMlMkletSyym-LPoOMNqUYvQ18n2g8wIAktAzLRNTs
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About Cetera® Investment Management   

Cetera Investment Management LLC (CIM) is a Securities and Exchange Commission registered investment adviser owned by Cetera Financial 

Group® (CFG). CIM provides market perspectives, portfolio guidance, model management, and other investment advice to its affiliated broker-

dealers and registered investment advisers.   

About Cetera Financial Group  

Cetera Financial Group (Cetera) is a network of independent retail firms, including those that are members of FINRA/SIPC: Cetera Advisors LLC; 

Cetera Wealth Services, LLC (formerly known as Cetera Advisor Networks); Cetera Investment Services LLC (marketed as Cetera Financial 

Institutions or Cetera Investors); and Cetera Financial Specialists LLC. Entities registered as investment advisers with the Securities and 

Exchange Commission include Cetera Investment Management LLC and Cetera Investment Advisers LLC. Cetera’s principal office is located at 

655 W. Broadway, 11th Floor, San Diego, CA 92101.  

Avantax Planning Partners, Inc. (APP) and The Retirement Planning Group, LLC (“TRPG”), are both SEC registered investment advisers within 

the Aretec Group, Inc. (dba Cetera Holdings, an affiliate of Cetera). Cetera Planning Partners (“CPP”) operates as a doing business as name of 

TRPG. TRPG and APP currently operate independently. All of the referenced entities are under common ownership. 

Advisory services may only be offered by investment adviser representatives in connection with an appropriate Advisory Services Agreement 

and disclosure brochure.  

The material contained in this document was authored by and is the property of CIM. CIM provides investment management and advisory 

services to a number of programs sponsored by affiliated and non-affiliated registered investment advisers. Your registered representative and/or 

investment adviser representative is not registered with CIM and did not take part in the creation of this material. They may not be able to 

offer CIM portfolio management services.   

Nothing in this presentation should be construed as offering or disseminating specific advice to any individual without the benefit of direct and 

specific consultation with a financial professional. 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 CIM, please reference the CIM Form ADV  2A and the applicable ADV 2A for the registered investment adviser 

your financial professional is registered with. Please consult with your financial professional for their specific firm registrations and 

available program offerings.   

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 professional 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. 

 


