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Ripples of Fed Tightening Being Felt

e Last week two banks faltered, causing equities to sell off.
e The banks’ customer bases were not diversified and more sensitive to interest rates.
e Volatility will remain through this Fed rate hike cycle.

Last week, two California banks collapsed, causing stock markets to retreat. One of the bank closures was the second
largest in U.S. history with over $200 billion in assets. The news came as somewhat of a surprise and raised investor
worries. Will there be more bank closures, and will these two closures ripple through the economy?

Unique Banks with Liquidity Events, Not Solvency Events

These two banks served a very niche client base that is not representative of most other banks. The larger bank’s clients
were predominantly start-up companies and venture capital companies. The smaller bank’s customers were largely
customers in the cryptocurrency business.

The customer bases of these banks were not diversified, and their customers relied heavily on low interest rates. At low
interest rates, entrepreneurs can borrow money to start new companies. With the Fed raising interest rates at an
unprecedented rate, start-ups (which may not be net cash flow positive) had to use their existing cash balances to pay
rents and salaries as new investment capital dried up and borrowing costs rose. Since these banks’ customer bases
were not diversified, their customers were facing similar challenges simultaneously and needed their money at the same
time, causing a run on the banks. This is what caused the banks to close.

This liquidity crunch ultimately doomed the banks that were already hurting because their investments were
predominantly in longer dated U.S. Treasury assets. Because bond prices move inversely to yields, these bonds were
recently devalued when long-term bond yields rose. It is important to note that these were liquidity events and not
solvency events. While the banks’ asset values did fall with rising bond yields, the assets were performing, unlike 2008
when the underlying mortgage assets were not performing assets.

Systemic Risk?

It does not appear that these closures will be a systemic risk to the economy. The Federal Government has stepped in
and will allow customers of the large bank to have access to their cash. This relieves concerns around liquidity for the
customers at the bank as they begin trying to pay payrolls and other bills. We will be watching the government’s future
actions closely in the coming weeks. U.S. Treasury Security Janet Yellen made it clear that she is not in favor of bank
bailouts, but she seemed more sympathetic to customers’ liquidity needs.

Summary

This is a painful reminder of the consequences from the Federal Reserve tightening financial conditions. Fed tightening
is now showing its mark in banks as well as start-up companies and high growth companies. These recent events may
cause the Fed to pause their interest rate hikes sooner than previously expected, and even pivot and lower rates later
in the year. They may want to wait and observe the impact they are having on different areas of the economy, since
there is a lag between their policy moves and the impact from those moves. Since the Fed began to raise rates only
one year ago, much of the policy impact has not been felt yet.

We reiterate that this is not time to become more aggressive in your portfolios beyond your long-term investment
objectives. As we navigate mixed market signals and increasing uncertainty, please continue to work with your financial
professional to make sure you are properly diversified to help mitigate market volatility. Make sure your portfolio is
aligned with your long-term investment objectives.
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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 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.
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

The NASDAQ Composite Index includes all domestic and international based common type stocks listed on The NASDAQ
Stock Market. The NASDAQ Composite Index includes over 2,500 companies, spanning all 11 sector groups.
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