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The Fed and Corporate Earnings Will Dictate Market Direction

e Equity markets have a strong October.
e Market direction will be driven by Fed rate hike plans and corporate earnings.
e Volatility will remain as we continue forward in this rate hike cycle.

The month of October saw the equity markets perform well with the Dow Jones Industrial Average having its best
monthly gain since January 1975. Driving market strength was the combination of optimism that the Federal
Reserve (Fed) may slow its pace of rate hikes and third quarter earnings season has not been as bad as investors
feared. Looking forward, we continue to believe markets will take their cue from the Fed and corporate earnings.

The Fed and their anticipated rate hike plans remain of utmost concern to investors. Concerns around the Fed’s
rate hike plan to address persistently high inflation and the potential ramifications of high rates on the economy
and corporate earnings have pressured equities this year. The Fed again meets this week to decide interest rate
policy and the markets have priced in an increase of 0.75%. There has also been some chatter that the Fed may
not be aggressive in their December meeting, though that meeting is so far from now. The key to this week’s
meeting is the press conference and whether the head of the Fed, Jay Powell, has a less hawkish tone about
the Fed’s outlook.

From our perspective, we continue to believe the Fed will prove less hawkish than they have suggested as signs
of disinflation continue to emerge and the strong US dollar continues to hurt our economy. On the inflation front,
though it is still uncomfortably high, goods prices and asking rent, a harbinger for current rent, continue to
weaken. These are leading indicators of inflation and the impact on CPI and PCE inflation reports may not be felt
until 2023. Dollar strength, along with the struggles of foreign economies facing increasing fiscal policy support
and rising interest rates, will likely push our economy closer to a recession. Our base case is that if a recession
does occur, it likely would take place in the first half of 2023 since it usually takes about 12-15 months for the
economy to feel the full effect of Fed rate hikes. The Fed began this current rate hike cycle in March of this year.
With that said, if we fall into a recession, we continue to expect it to be mild given the continued strength in the
labor market, the still underlying strong homeowner balance sheets in an environment of deteriorating housing
market fundamentals, and our belief that a recession will not affect the entire economy at once but instead roll
through it in sections at a time. We don’t expect a deep recession causing significant contraction.

The direction of corporate earnings is the other area likely to drive markets. Today, earnings estimates for the
S&P 500 are expected to rise about 7 to 9% per year. In our opinion, these are a bit high given the Fed rate hike
cycle, strong dollar, and generally slowing economic growth. Because earnings generally drive stock prices in
the long run, a cut in expected earnings growth could pressure equity markets.

Looking forward there is good and bad news likely to weigh on investor minds and keep volatility elevated. On
the good news front, if we have a recession, we anticipate it to be mild and similar to the 2001 recession. Since
markets have priced in a steeper recession, a recession that is only mild could help equities. On the bad news
front, similar to 2001, the stock market could still struggle on downward earnings revisions. Prior to the 2001
recession, earnings estimates were revised higher in the dot.com bubble (to levels well above pre-dot.com
trends). This is comparable to today’s work from home (WFH) environment when earnings estimates were
revised above pre-WFH levels. Despite a mild 2001 recession, earnings estimates back then were revised
sharply lower (below pre-dot.com levels) and 2023 could be a similar story. At the end of the day, corporate
earnings, and any Fed policy shifts, will dictate market direction. In these volatile times, please continue to work
with your financial professional to make sure you are properly diversified to help mitigate market volatility and
your portfolio is aligned with your long-term investment objectives.
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This report is created by Cetera Investment Management LLC. For more insights and information from the
team, follow @CeteralM on Twitter.

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.
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