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Good Labor Report Propels Bond Yields to 16-Year High

e Stock markets are reacting to rising bond yields.
¢ Relationships between stocks, bonds, oil, and gold change and rules of thumb don’t always hold true.
e As volatility picks up, diversification is even more important.

The S&P 500 is trading about 8% lower since August 1 as the 10-year Treasury yield went from around 4% to over
4.80% in roughly two months. The 10-year Treasury yield is considered as a benchmark for consumer loans such as
mortgages and business loans. While the interest rate on these loans will not match the 10-year Treasury yield, these
loans tend to be correlated, meaning when Treasury yields rises so do interest rates on these loans. For instance, the
national average for a 30-year fixed mortgage has recently climbed above 7%, reaching the highest level in decades.

The rise in bond yields has sent both bond prices and equity prices falling. Additionally, oil prices are rising, and gold
prices are falling. This has many investors scratching their heads. Shouldn’t bonds go up when stocks fall? Shouldn’t
oil prices be falling if a possible recession is coming? And finally, while inflation is moderating it is still relatively high,
shouldn’t gold do better? While it may seem like we are living in an upside-down world, these relationships change over
time, and these general rules do not always apply. Let us break it down.

First, bond yields move inversely to bond prices. So, when bond yields rise, bond prices fall. This isn’t a general rule,
though. This will always be the case. If yields rise, bond prices must be adjusted lower to compensate would-be bond
investors for the new prevailing market yield. During times of stock market stress, investors typically flock to bonds for
safety and thus bid up bond prices and drive down bond yields. However, now we are seeing equity investors react to
rising bond yields. Higher yields equate to higher borrowing costs for corporations meaning lower future earnings. You
could argue that stock and bond investors alike have been fighting the Fed, and they are starting to take the Fed’s word
when they say they will keep short-term interest rates higher-for-longer. Confirming the Fed’s narrative, job openings
surprised to the upside and the labor market remains resilient. And while core inflation is still moderating, headline
inflation, which includes food and energy prices, is re-accelerating. Though core inflation doesn’t include these volatile
categories, if oil prices remain at these levels, it will start to impact other areas of the economy as most goods are
shipped by either land, air, or sea.

So, why are oil prices rising if some economic metrics are raising red flags about a potential recession? During a
recession, oil prices fall because demand falls. Less people will drive to work, buy goods and services, and go on
vacation. All this requires less oil. While these are all good points, this is only one side of the equation. Demand will fall
in a recession. The supply side of the equation is driving oil prices higher. Most recently Saudi Arabia and Russia
decided to cut production. Additionally, while the risk of recession is elevated it is less elevated than before as economic
data has been stronger than expected recently and job data continues to remain strong.

Finally, while gold can hedge against inflation, the correlation isn’t one- for- one. Gold is not always a good hedge
against inflation. Currently, the fall in gold prices has more to do with the strength of the U.S. dollar than inflation.
Stronger than expected economic data combined with higher-for-longer interest rates has the U.S. dollar appreciating
versus other world currencies. Gold is generally dollar denominated, so a strong dollar can push down global gold
prices.

Market volatility has been relatively low in 2023 until recently, and we have been expecting more. With the recent rise
in bond yields, we have finally seen volatility pick up. All the scenarios we discussed can change quickly, making
diversification crucial. Equity investors could flock to bonds for safety and the relatively high yields, which would pressure
bond yields lower. Oil- producing countries could increase supply and recession fears could impact demand eventually.
Finally, it isn’t wise to fight the Fed, but the Fed is data- dependent, so if inflation and economic data weaken, it will
likely reverse course. 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 the appropriate portfolio to your personal
situation.
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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), 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.
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