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Investors Position for the New Phase of the Economic Cycle 

 

• The average daily trading range was high last week at nearly 3.5% compared to 0.97% in 2021. 

• Investor concerns may be more about valuations rather than fundamentals. 

• Volatility may remain as we enter a new economic environment with a less accommodative Fed.  

We are now entering a new phase of the economic cycle. The first phase of the economic recovery was driven by a 
very accommodative Federal Reserve (Fed), which kept financing costs low in two ways. First, it cut the Fed Funds 
Rate to essentially zero, which did the job keeping short-term bond yields low. Additionally, the Fed went a step 
further and engaged in quantitative easing or QE. What this means is that the Fed bought long-term bonds, creating 
artificial demand and pushing down long-term bond yields and everything tied to them such as mortgages rates, long-
term leases and corporate financing projects. This bond buying was very helpful because at the same time, the 
Federal government was increasing its debt and issuing long-term bonds to pay for massive amounts of stimulus. 
The economy was thus supported by both fiscal stimulus and the Federal Reserve. 
 
Now, the Fed is becoming less accommodative. Their plan is to stop bond purchases soon and the first of many 
expected Fed Funds rate hikes is likely in March. The Fed is pressured to act soon due to how well the economy has 
rebounded, particularly the labor market. Given GDP growth rebounded from a low number, last year was the highest 
rate of economic growth since 1984 at 5.7%. In addition, the labor market is recovering with the unemployment rate 
under 4%, but more importantly wage inflation is rising. While supply-side disruptions are causing increases in 
inflation, there are signs that more persistent inflation, like wage and shelter inflation, are also on the rise. By 
becoming less accommodative, the Fed can slow down economic growth and inflation. The Fed didn’t have to deal 
with high inflation in the last cycle. The consumer price index (CPI) climbed to 7% year-over-year at the end of 2021, 
the highest since 1982. 
 
This is a pivot point for the recovery. The economy will soon be in an environment with higher short-term interest 
rates and likely long-term rates as well. This has many impacts as different companies and sectors do better in 
different interest rate regimes. In general, technology stocks have struggled when bond yields rise, because their 
future earnings are discounted more. More established companies that tend to have dividends and have decent 
earnings can perform better. Their future earnings are less uncertain than high growth companies. This new paradigm 
has investors rebalancing portfolios, analyzing the Fed’s every word and reassessing corporate earnings forecasts. 
With all the new information, stock market volatility is climbing. The average daily trading range this week was nearly 
3.5% (2.04% YTD), compared to an average of 0.97% in 2021. Huge swings from positive to negative and vice versa 
were experienced last week. Investors are weighing the headwinds and tailwinds carefully. 
 
Headwinds 
 

1. The Fed has communicated it will begin hiking interest rates soon and will stop its long-term bond buying 
program. Clearly, inflationary pressures haven’t abated since December and the Fed will have to move faster 
than it previously anticipated. 

2. While GDP growth was a whopping 6.9% last quarter, economic growth is expected to slow. If we dig deeper 
into the GDP growth number last quarter, much of this growth was driven by companies building inventories 
and this may take away growth from the first quarter of 2022. Some forecast that GDP growth could even be 
negative this quarter as we saw in Germany in the fourth quarter of 2021 because of similar reasons. 

3. Corporate profit margins are at record highs, but companies are lowering future guidance or afraid to provide 
any guidance given rising wages and supply-side issues. 

4. The geopolitical backdrop is worsening with Russia/Ukraine and China/Taiwan news adding to uncertainty. 
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Tailwinds 
 

1. Despite the Fed’s hawkishness, there is still significant stimulus in the economy that can be spent. 
2. The consumer is in great shape with low debt/income levels and increased wealth. Consumers benefited 

from high savings rates early in the pandemic, recent stock market and home appreciation, and the ability to 
refinance mortgages at low rates. 

3. The larger sell-off in riskier parts of the market suggests more of a valuations concern and not a concern 
around fundamentals. 

4. Tight high-yield spreads also suggest there is no canary in the coal mine. Current spread widening was 
0.41%. The average spread widening in the past five stock market corrections was 3.97%. 

5. Inflation caused by supply-chain issues is anticipated to abate this year. 
 
When we combine the headwinds with the tailwinds, we get a mixed outlook for equities and bonds and for this 
reason, we expect more volatility while investors get a clearer picture navigating through this new economic 
environment. We spoke about many of these factors in our 2022 Outlook and continue to watch these factors 
carefully. We do expect more volatility but still don’t expect a big sell-off as we saw in early 2020. 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.  
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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 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. 
 


