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What Changing Fed Policy Means for Portfolios, Money Market Assets

e With inflation moderating, the Fed will likely pause their interest rate hikes soon.
e A change in Fed policy impacts asset classes differently.
e Depending on objectives, reassessing money market allocations may be warranted.

Many investors have been tactically holding more cash in their portfolios as the Fed has pushed short-term interest
rates from close to zero to over 5%. Subsequently, money market assets have climbed from nearly $3.5 trillion before
the pandemic to over $5.5 trillion. However, the likelihood of an upcoming Fed pause, and eventual pivot, could prove
to be a great opportunity to put some excess cash back to work in more traditional risk asset classes, like equity and
fixed income.

Federal Reserve (Fed) Chair Jerome Powell recently delivered an update on the outlook of the American economy,
following days of meetings with fellow central bank officials in Jackson Hole, Wyoming for their yearly economic
symposium. While acknowledging the progress against the fight against inflation, he was stern that future rate hikes
could be necessary. Also, while we don’'t know when the Fed will pause and eventually pivot, investors are forward-
looking, and the stock market is often said to anticipate nine months in the future. The stock market could begin to price
in the optimistic news well before the Fed’s actions.

So why do so many people think the Fed will pause soon and perhaps cut rates in 2024? If we listen to the Fed, they
have repeatedly said they would be data dependent. If we look at the data, the headline Consumer Price Index (CPI)
for July was 3.2%, down from June 2022’s peak of 9.1%. Core CPI (which excludes volatile food and energy) remains
more elevated at 4.7%, but that’s similarly down from 2022’s high of 6.6% in September. Inflation data seems to strongly
suggest that the worst of inflation is likely behind us.

An interest rate pause and/or cut would be welcomed by equity investors, as equities could benefit from lower rates.
Lower rates equate to lower borrowing costs to expand operations, and thereby generating more growth. And when
companies can more cheaply borrow and deploy extra cash to expand operations, investors are often willing to pay
more to own a slice of those companies, hence driving equity prices higher. An overall market environment of falling
rates is generally seen as stimulating for the economy and equity markets.

However, a pause in rate hikes might signal that Fed officials believe a recession could be lurking. While equity investors
should be optimistic about a Fed pause and the potential of future rate cuts, they should not underestimate the reasons
for the pause and rate cuts. While we currently think a possible recession could be mild, one should consider long-term
objectives when allocating to equities. There could be more volatility in the near term.

Bond investors on the other hand could potentially benefit from both a recession and corresponding rate cuts. In a
recession, investors usually flock to high quality bonds for safety, driving up bond prices. Additionally, bond prices move
inversely to bond yields. If the Fed cuts rates, this could drive up bond prices more. Any price appreciation would be in
addition to the bond yields investors are already receiving. While bonds currently yield less than money market rates,
money market rates will drop when the Fed cuts rates and they won’t benefit from any price appreciation.

We reiterate the importance of having a long-term investing plan that comprehensively addresses personal goals, time
horizon, risk tolerance, and many other factors unique to each investor’s situation. Investors should consider whether
now is an appropriate time to reassess their cash allocations, since many investors have been tactically keeping cash
on the sidelines. Both equities and fixed income strategies could benefit from a change in Fed policy. As always, please
connect with 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 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.
Glossary

The S&P 500 is a capitalization-weighted index of 500 stocks designed to measure performance of the broad
domestic economy through changes in the aggregate market value of 500 stocks representing all major industries
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