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The Consumer Will Decide the Shape of the Economic Recovery

» Consumer spending accounts for roughly 70% of U.S. gross domestic product.
¢ The amount that consumers have to spend, and their mobility may decline soon.
e We continue to expect a longer economic recovery than many investors anticipate.

All eyes are on the consumer (that is to say, all of us) as investors look for clues to the shape of
the economic recovery. While the stock market's recovery currently looks like a V-shape, the
economic and corporate earnings recoveries are just starting to come off their lows and may not
look like a V. We think the economic recovery will be longer and look more like a U, which could
cause more stock market volatility as investors adjust their expectations. But enough with the
letters and shapes—the consumers who make up roughly 70% of gross domestic product in
America will decide how the recovery looks.

Consumer spending will be determined by two main factors: how much the consumer has to
spend, and how much mobility the consumer has to spend the money they have. There has been
a rise in online spending, but consumers will need the ability to get out of their homes to spend
money on big-ticket items like vacations, restaurants and bars, and sporting and entertainment
events.

The first factor, the amount people have to spend, has been mostly augmented by the government
through a program that encouraged employers to keep their workers employed and additional
unemployment benefits for those that were unfortunate enough to lose their jobs. These programs
kept money in the hands of consumers, but they are set to expire soon. If the government does
not extend them, consumers will have less money to spend, and we anticipate more layoffs and
hardship for people that are already laid off. Jobless claims for new unemployment benefits have
been gradually declining from record highs, but are already at extremely elevated levels compared
to before the pandemic.

We've been tracking the second factor, social distancing, through unique metrics that we
generally don't follow in typical recessions. For example, we've been looking at data on TSA
check-ins to monitor airport traffic, and the number of restaurant reservations across the country.
There are a couple of components to social distancing—the virus being the predominant one.
With the recent uptick in COVID-19 cases, local governments are rolling back their eased
restrictions and would-be consumers are back at home. Once the virus is more under control and
local governments loosen restrictions again, the next obstacle will be people’s fear of the virus
and how comfortable they are using their new- (or perhaps old-) found freedom of going out and
enjoying different activities. With the new restrictions imposed by local governments and rise in
virus cases, we have seen sharp spikes in social distancing metrics, which does not bode well for
consumer spending. Retail sales recently spiked, but our social distancing indicators may be
pointing towards more declines in retail sales ahead.
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The implications of the consumer having less money to spend with fewer opportunities to spend
it are enormous. We are already seeing major retailers and many small businesses file for
bankruptcy protection. U.S. retailers are on pace to close over 20,000 stores this year, compared
to 9,000 last year. We are also seeing an increase in mortgage delinquencies. Banks, who loan
money to businesses and consumers, are taking note. Three major U.S. banks set aside almost
$28 billion for bad loans last quarter; a level only surpassed by the last quarter of 2008.

The American consumer is so important to the economy that we will be paying close attention to
data that relates to them and their activity. And while we do see challenges ahead, we don't want
to paint a completely dire picture. Consumer spending is coming back, and we don't think there
will be another nationwide shutdown. We do feel there will be more equity volatility, though, as
investors reassess the shape of the recovery, which we believe will take longer than many
investors are anticipating. We continue to recommend sticking to risk tolerances consistent with
your long-term goals and objectives and being diversified among sectors and asset classes.
These are challenging and uncertain times, but your financial professional can help you stay on
course.
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and registered investment advisers.
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Cetera Financial Group (Cetera) is a leading financial advice firm. It empowers the delivery of an Advice-
Centric Experience® to individuals, families and businesses across the country through independent
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“Cetera Financial Group” refers to the network of independent retail firms encompassing, among others,
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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
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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 investment adviser representative is registered with. Please consult with your investment
adviser representative for their 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 professional 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 an index of 500 stocks chosen for market size, liquidity and industry grouping (among
other factors) designed to be a leading indicator of U.S. equities and is meant to reflect the risk/return
characteristics of the large cap universe.

The Dow Jones Industrial Average is a price-weighted average of 30 U.S. blue-chip stocks traded on the
New York Stock Exchange and NASDAQ. The index covers all industries except transportation, real estate
and utilities.

The Russell 2000 Index measures the performance of the small cap segment of the U.S. equity universe
and is a subset of the Russell 3000 Index representing approximately 10% of the total market capitalization
of that index. It includes approximately 2000 of the smallest securities based on a combination of their
market cap and current index membership.

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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