
  

                                                                                                                                                     

  

Why Volatility Is Rising and Why Discipline Still Matters 

• Escalating Middle East tensions and worsening equity market sentiment reflect rising uncertainty around energy prices, 

inflation, and the economic outlook. 

• Today’s shift in market tone was driven in part by consistent messaging from U.S. officials indicating the conflict may be 

prolonged rather than limited in scope. 

• While markets often sell off initially during geopolitical events before stabilizing, elevated valuations and greater monetary 

policy uncertainty increase the risk of higher volatility. 

While our analysis focuses on markets, we recognize that these events affect the lives of many people in the region. We approach 

this update with that awareness as we discuss the potential economic implications. 

What’s Driving Today’s Market Reaction 

Recent military escalation involving the U.S., Israel, and Iran has increased geopolitical risk and weighed on investor sentiment. As 

with most geopolitical events, the situation remains fluid and headlines are likely to evolve rapidly. What made today feel different 

for markets was not simply the escalation itself, but a noticeable shift in expectations around how long the conflict will last. 

Consistent messaging from U.S. government officials suggesting the conflict may be prolonged, rather than a limited engagement, 

expanded the range of potential economic outcomes investors must consider. Markets tend to adjust more quickly to short-lived or 

contained actions. The possibility of a longer-duration conflict introduces greater uncertainty around energy supply, inflation 

persistence, and global growth, contributing to today’s broader risk-off tone in equities. 

The Typical Market Pattern During Geopolitical Escalation 

Historically, markets often follow a familiar pattern during geopolitical escalations. Equity prices typically decline initially as investors 

reprice uncertainty and reduce risk exposure. Over time, as information improves and worst-case fears either fade or become better 

defined, markets often stabilize and refocus on fundamentals. This pattern helps explain why many geopolitical shocks have not 

translated into lasting market declines. 

Importantly, sharp and disorderly market drawdowns have usually been associated with forced deleveraging, credit stress, or 

systemic liquidity events. We do not believe those conditions are present today. Financial conditions remain orderly, markets are 

functioning normally, and there are no clear signs of stress in funding or credit markets. Corporate fundamentals also remain 

generally supportive, with earnings and margins providing an underlying cushion even as sentiment shifts. 

Why This Time Could Bring More Volatility 

While markets often stabilize after an initial shock, there are several reasons why this time may result in higher volatility than 

investors have experienced during recent geopolitical events. 

First, uncertainty around the so-called “Fed put” is higher. In past cycles, markets often assumed that periods of weakness would 

eventually be met with easier monetary policy. When geopolitical risk feeds into higher oil prices, however, the inflation outlook 

becomes more complicated. Higher energy prices can push bond yields higher and make central banks more cautious about easing 

policy. As a result, confidence that rate cuts will quickly offset market weakness has diminished. 

Second, the U.S. dollar has been strengthening since this conflict escalated. A stronger dollar can act as a tightening force at the 

margin, weighing on multinational earnings, reducing certain liquidity impulses, and creating a more challenging backdrop for risk 

assets. This matters because a weaker dollar was an important tailwind for markets in 2025, and its reversal can amplify volatility. 
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Third, equity valuations remain elevated. Markets are pricing in strong outcomes and leave less margin for disappointment. When 

valuations are stretched, uncertainty tends to have a larger impact on prices, as there is less cushion to absorb negative surprises. 

In that environment, geopolitical developments can have a more pronounced effect on sentiment and short-term market moves. 

Our 2026 Outlook Remains Intact 

As we outlined coming into 2026, we expected market returns to be more volatile and likely lower than long-term averages. The 

current Middle East escalation reinforces that view. It adds uncertainty to an already complex backdrop that includes uneven inflation 

progress, a more constrained policy outlook, and elevated valuations. 

However, volatility should not be confused with a recession-driven bear market. Market corrections are a normal part of investing. 

Bear markets, by contrast, are typically associated with recessions, systemic financial stress, or a major threat to global growth. We 

do not see those events today. 

Oil Prices: Fear First, Fundamentals Later 

Historically, recessions have often been driven by a sustained surge in oil prices or another significant macroeconomic shock. While 

oil prices have moved higher, energy markets often react first to fear and headlines, then recalibrate to fundamentals. Oil price 

moves are frequently driven by what could happen rather than what has already occurred. As such, a short-term bounce in oil prices 

is possible as shipments remain disrupted and uncertainty persists. 

If oil prices remain elevated for an extended period, broader macroeconomic effects could emerge. Energy-related inflation 

pressures could reaccelerate, particularly in transportation and service sectors. Higher fuel costs may weigh on consumer spending. 

Central banks could face additional constraints to easing monetary policy, and global growth expectations could be revised lower, 

especially for energy-importing economies. 

That said, the U.S. economy is structurally more energy-resilient than in past cycles. Domestic energy production is higher, supply 

chains are more diversified, and policy tools remain available to help manage short-term disruptions. OPEC+ has also announced 

modest increases in production intended to help keep oil prices in check. Taken together, these factors increase the likelihood that 

oil prices eventually moderate as markets differentiate between worst-case scenarios and realized fundamentals. 

What We’re Watching Next 

Looking ahead, markets will continue to take cues from the duration of the conflict, the persistence of energy disruptions, and the 

implications for inflation and interest rates. We are also closely watching whether equity volatility spills over into credit markets. To 

date, broader financial conditions remain orderly, and we do not see evidence of systemic stress. 

Investment Perspective: Discipline Over Reaction 

Periods of geopolitical stress often test investor resolve. History suggests that disciplined, diversified portfolios are better positioned 

to navigate these environments than reactive strategies. Short-term volatility can be uncomfortable but allowing emotions to drive 

long-term decisions often leads to poor outcomes. 

Maintaining diversification, keeping a long-term perspective, and focusing on fundamentals rather than headlines remain critical. 

Our team continues to monitor developments closely and remains focused on the underlying drivers of markets rather than 

day-to-day noise. As always, investors should avoid being distracted by short-term swings and work with their financial professional 

to determine strategies aligned with their goals, time horizon, and risk tolerance. 
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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) refers to the network of independent retail firms encompassing, among others, those that are 

members FINRA/SIPC; Cetera Advisors LLC, Cetera Wealth Services, LLC (f/k/a Cetera Advisor Networks), Cetera Investment 

Services LLC (marketed as Cetera Financial Institutions or Cetera Investors), and Cetera Financial Specialists LLC. Those that 

are Securities and Exchange Commission registered investment advisers; Cetera Investment Management LLC and Cetera 

Investment Advisers LLC, .CFG is located at 655 W. Broadway, 11th Floor, San Diego, CA 92101. 

Avantax Planning Partners, Inc, is an SEC registered investment adviser within the Aretec Group, Inc. (dba Cetera Holdings). All 

of the referenced entities are under common ownership 

Disclosures 

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. 

The S&P 500 is an index of 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 the large cap universe. 

 


