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Inflation Report Surprises Higher

e Today’s CPI report was stronger than expected and pressured financial markets.
e We still expect disinflation and the Federal Reserve to cut interest rates.
e As volatility picks up, diversification and staying focused on your goals is even more important.

U.S. financial markets struggled today on the heels of a higher-than-expected inflation report. The consumer price index,
a broad-based measure of the prices consumers face for goods and services across the economy, increased 0.3%

for the month. On a 12-month basis, that figure came out at 3.1%. The strength of this report raised questions about
whether the Federal Reserve (Fed) will delay expected rate cuts, which caused a drop in both U.S. equities and bonds.

Despite today’s inflation surprise, we expect the Fed to cut interest rates and navigate the economy into a so-called
“soft landing” to avoid a recession. While today’s inflation report was strong on an acceleration in the owners’ equivalent
rent component, the rest of the report showed plenty of disinflation in the economy. In fact, as we noted today, if you
remove these shelter costs from CPI, this inflationary measure is only 1.5% on a 12-month basis as key goods prices
such as clothing, medical care commodities, and used cars continue to decline. With inflation slowing and the fact that
high interest rates weigh on economic growth, we anticipate that the Fed will still lower interest rates by the summer,
though not likely as soon as markets had hoped.

While the threat of a 2024 recession rises, since the Fed might need to keep interest rates higher for longer than
anticipated, we feel the economy is robust enough to handle it. For example, fourth quarter U.S. GDP was 3.3%, well
above expectations, the job market remains very strong with the unemployment rate at 3.7%, and current sectors in
recession, such as manufacturing and housing, are showing clear signs of stabilization, if not improvement. Taken
together, the economy will feel some pressure if rates stay high too long, however, it is coming from a position of
strength.

In our opinion, today’s market reaction was somewhat expected. The financial markets had been overly optimistic that
the Fed would cut interest rates more than the Fed said they would in their last Summary of Economic Projections back
in mid-December. This was seen in the increase in stock market valuations that saw the price-earnings ratio of the S&P
500 rise from about 17x forward 12-month earnings to over 20x 12-month earnings in the past three months. The surge
in valuations reflected near flawless optimism that neither inflation nor the economy would experience any bumps, and
we all know that the last mile is always the hardest.

Today’s volatility is an example of market fluctuations that we can expect as investors try to understand to what degree
the Fed will cut rates. More importantly, as we have noted since the S&P 500 correction in late October, we expect
markets will be volatile, but they can also present opportunities for long-term investors. We are extremely confident that
inflation is slowing and the Fed will lower interest rates this year. Also, we are optimistic that the worst is behind us in
terms of corporate earnings. In fact, according to Factset, the current earnings growth for 2024 is expected to rise to
10.9% from the current estimate of 1.2% for 2023. Since corporate earnings tend to lead stock prices, this is a strong
positive.

Until we get more clarity on inflation, the Fed'’s interest rate plans, and corporate earnings, we do expect market volatility
to remain elevated. But again, market volatility is a normal part of investing. Case in point, as we noted last month, from
1980 — 2023, the S&P 500 has been positive in 36 of these years, yet the average intra-year drawdown was -14.2%.
Market volatility is a normal part of investing. Diversification helps to protect against this volatility. Given the potential
positives that we see on the horizon, markets can change abruptly and reverse course quickly. Your financial
professional can help you stay focused on your personal financial goals. As always, please contact your financial
professional with any questions about tailoring your portfolio to your personal situation.
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This report is created by Cetera Investment Management LLC. For more insights and information from the team, follow

@CeteralM on X.

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 nhumber 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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