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JULY STARTED with a return of market volatility, although markets finished the month on 
the upside. The volatility began primarily in the tech sector as the “Magnificent 7” stocks 
— along with most other stocks in the Nasdaq index — sold off. Despite the sell-off, the 
rotation into small cap and value-oriented stocks was significant, limiting the downside 
move and accounting for the recovery at the end of the month. The markets look for 
reasons to correct throughout the year, a reminder of how sensitive the public markets 
can be to economic reports as opposed to investor expectations. 

Relative to the uptick in volatility, there were initial concerns that the economy may be 
slowing more than the Federal Reserve had predicted or intended with its restrictive 
interest rate policy. That accounts for the more substantial market moves than we had 
become accustomed to year-to-date. The poor jobs report at the outset of August 
indicates that the economy was slowing more significantly than initially thought, putting 
the “soft-landing” scenario in jeopardy as unemployment increased to 4.3 percent — 
the highest level since 2021. The markets corrected significantly August 5 on the news, 
continuing a peak-to-trough decline of 8 percent in the S&P 500 index. The financial 
markets would prefer softer labor market to ease inflation, but not so soft as to raise the 
specter of a recession. With the subpar job report, the risk of a recession increased — 
or at least the perception of risk — and volatility returned. Economic data also created 
doubt about what the Fed might do about cutting interest rates. In the previous six 
weeks, the U.S. Government’s 10-year Treasury bond moved from a yield of 4.45 percent 
annually (beginning of July) to a current yield of 3.9 percent. As slower economic growth 
was being priced into the markets, investors flooded the bond markets, driving bond 
prices up and yields down, leading to a significant decline in interest rates, including 
mortgage rates. 

More recent data is causing a swift rebound from the August 5 sell-off. Retail sales are 
more robust than expected and inflation data is benign. The most ideal scenario for the 
economy and markets is the combination of low inflation, low interest rates, and low 
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unemployment, which would allow the economy to continue growing. Throughout the 
rising interest rate cycle that began in January 2022, the economy and markets have 
been resilient. The inflation data looks increasingly promising, and the Federal Reserve 
is eyeing an interest rate cut in September of as much as a half percent. The main 
question in today’s financial markets is whether the “soft-landing” scenario is still most 
probable or if the economy will slow more substantially as the Fed begins to loosen its 
interest rate policy. 

Given the market volatility over the past six weeks, and considering the current pressure 
on tech stocks, the rotation to small cap and value stocks, and declining interest rates, 
portfolio diversification is paying off. Bonds have started to move in a positive direction 
and other investments in a diversified portfolio have benefited from sector rotation. 
Given the uncertainty of the economy and interest rate policy, there is no substitute 
for diversification. It has proven beneficial through the recent correction, serving as a 
reminder to limit concentration in a long-term investment portfolio. 

Going forward, expect the markets to be sensitive to economic and inflation data. 
Volatility could continue, though there is longer-term opportunity as interest rates look 
to be on the decline and cash balances are still relatively high. 
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Investment Advisory Services offered through HBK Sorce Advisory LLC, doing business as HBKS® Wealth Advisors, an SEC registered advisory firm. Not FDIC Insured — Not Bank 
Guaranteed — May Lose Value, Including Loss of Principal — Not Insured By Any State or Federal Agency.
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Steven Rinn is a principal and senior financial advisor in the HBKS office in Erie, Pa. His 
expertise extends to comprehensive financial planning, retirement planning, insurance 
and asset management. He can be reached at (814) 836-5776, or by email at srinn@
hbkswealth.com.

IMPORTANT DISCLOSURES
The information included in this document is for general, informational purposes only. It does not contain any investment advice and does not address 
any individual facts and circumstances. As such, it cannot be relied on as providing any investment advice. If you would like investment advice 
regarding your specific facts and circumstances, please contact a qualified financial advisor.

Any investment involves some degree of risk, and different types of investments involve varying degrees of risk, including loss of principal. It should 
not be assumed that future performance of any specific investment, strategy or allocation (including those recommended by HBKS® Wealth Advisors) 
will be profitable or equal the corresponding indicated or intended results or performance level(s). Past performance of any security, indices, strategy 
or allocation may not be indicative of future results.

The historical and current information as to rules, laws, guidelines or benefits contained in this document is a summary of information obtained from 
or prepared by other sources. It has not been independently verified, but was obtained from sources believed to be reliable. HBKS® Wealth Advisors 
does not guarantee the accuracy of this information and does not assume liability for any errors in information obtained from or prepared by these 
other sources.

HBKS® Wealth Advisors is not a legal or accounting firm, and does not render legal, accounting or tax advice. You should contact an attorney or CPA if 
you wish to receive legal, accounting or tax advice.
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