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The Debt Ceiling and Your Portfolio

e The debt ceiling has been reached, and the clock is ticking before the U.S. will miss payments on its obligations.

e Market fluctuations will likely worsen as political brinkmanship could last until the last second.

e Positioning your portfolio based on the headlines is not advised. Your advisor can help you focus on your long-
term risk and return objectives.

The United States hit the debt ceiling in January and now the United States Treasury Department is using what they
call “extraordinary measures” to continue paying government operations. It estimates that these measures may not be
sufficient to continue paying obligations as early as June. You have probably heard about this in the news and
conversations, but what exactly is the debt limit and what does this mean for your investments? This is a very
politicalized topic as both Republicans and Demaocrats publicly debate this contentious issue. We will attempt to take
the politics out of this debate and discuss this topic as it relates to your investments.

What is the Debt Ceiling?

The debt ceiling is the maximum amount of debt the U.S. government is authorized to borrow by law. While Congress
has already authorized spending commitments, the U.S. government is spending more than it receives in tax revenues,
creating a budget deficit. To pay for this deficit, the government must issue more debt (Treasury bonds), but the
maximum amount of debt written into law has been reached. Approaching the debt limit is not unprecedented and the
Treasury Department points out that “since 1960, Congress has acted 78 separate times to permanently raise,
temporarily extend, or revise the definition of the debt limit.” This time does feel different, however, as COVID stimulus
spending caused debt to GDP to surpass World War 1l levels and congressional divisions seem deeper. Defaulting on
the debt and not making payments on commitments, however, is more unprecedented.

Why is the Debt Ceiling Important?

The debt ceiling is so important because failing to raise the debt could cause the government to not meet legal
obligations such as paying Social Security, Medicare, and interest on the debt. If Congress disagrees on a debt limit,
that could lead to a default on U.S. Treasuries, making countries less willing to buy America’s debt (Treasury bonds).
In 2011, a credit rating agency downgraded the U.S. from AAA to AA+ partly due to a debt limit battle.

If a default did occur, the government would likely delay payments to bondholders, but it would pay a steep price. The
ramifications would be huge — potential downgrades by rating agencies, elevated levels of market volatility, and a
worsening economic situation. Furthermore, what cannot be measured is the indirect effect from businesses. With
uncertainty in Washington and its potential effect on the economy, business leaders may be reluctant to increase capital
expenditures or hire additional workers — both clearly not a good sign for the economy.

Should | Make Changes to My Portfolio?

It is possible, but in our view not probable, a fight over the debt ceiling could cause a U.S. default. There is often a lot
of political brinkmanship, but a default would not be desirable for either party. If we look back to 2011, there was another
contentious debt ceiling debate after the financial crisis, and while it came down to the wire, the debt limit was raised.

Overall, we are entering a potentially volatile period for the financial markets. Increased uncertainty combined with
below-trend economic growth will likely lead to sharp market fluctuations. To mitigate the risk of volatility, we remain
committed to increased diversification. Please continue working with your financial professional to help you align your
portfolio with your long-term investment objectives. It is easy to get distracted by the noise and sensational headlines.
Creating a financial plan that you can monitor and follow helps to avoid the distractions and to stay focused on what you
can control.
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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), 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 humber 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.

¢ Cetera



https://twitter.com/ceteraim?lang=en

