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e An oil price war between Russia and Saudi Arabia is sending crude oil prices plummeting.

e The oil shock comes at a time when investors were gauging the impacts of COVID-19.

e We expect more market volatility and recommend diversification and working with your
financial professional to stay on track with your financial goals and objectives.

Over the weekend, Saudi Arabia’s state-owned oil company decided to cut oil prices by ramping
up production. This seems to be part of a plan to steal market share from Russia after the two
countries failed to reach an agreement on oil prices. As a result of this new price war, U.S. crude
oil prices fell over 20% to around $30/barrel. This also impacts U.S. shale producers. Aided by
new technology, the breakeven cost for drilling shale has been coming down, but U.S. shale
producers generally can’t make money with oil prices under S50 a barrel.

The price war sent stocks and high yield bonds sharply lower. The oil and gas sectors make up
over 10% of the high yield bond market and equity investors were already jittery over the new
COVID-19 virus so the news of a price war only amplified investor worries. U.S. equity futures
markets fell over 5% before the market open, triggering circuit breakers which halted trading.
After markets opened, the S&P 500 fell over 7% triggering circuit breakers on the New York Stock
Exchange. This halted trading for 15 minutes at the open. At the point of this circuit breaker, the
S&P 500 was down roughly 19% off its all-time high in February. A decline of 20% off its highs at
the market close, would signal a technical end to the current equity bull market. The slide in
equities has investors fleeing to high-quality government bonds and safety. Government bond
yields, which move in the opposite direction to bond prices, fell to all-time lows. The benchmark
10-year Treasury yield fell below 0.43% for the first time ever.

The oil price war has exacerbated the global market weakness that was already suffering from
the fallout of COVID-19. We do believe that the current market situation will worsen before it
gets better for many reasons. The biggest worry relates to the timing of this oil price war and
COVID-19. Unlike most prior market shocks, COVID-19 has affected both the supply and demand
sides of the economy. Potential travel limits, factory closings, and school closures impact the
supply side — the ability of economies to produce goods and services is reduced. On the other
hand, fewer trips to malls, restaurants, and sporting events impact the demand side and result



in lower consumer spending. Furthermore, sharp stock market drops also contribute to lower
consumer demand as household wealth is impacted. These supply and demand impacts can also
be linked as factory shutdowns which can reduce the income of consumers, which consequently
reduces their spending. Using China as a proxy for potentially how bad the economic fallout could
be due to COVID-19, some examples include the 80% drop in February car sales and the 17.2%
overall drop in Chinese exports during January and February.

Turning to oil, with oil prices down over 20%, the profitability and incentive to drill for oil in the
U.S. is reduced. Since the oil and natural gas industry supports 10.3 million U.S. jobs and nearly
8% of U.S. GDP (APl.org), less drilling will likely impact the U.S. labor market and overall economy,
especially as you factor in related jobs and reduced consumer and business spending.
Furthermore, with less oil drilling, we may also see an increase in bankruptcies for smaller oil
drillers. This risk and concern have been reflected in the recent jump in high yield bond spreads
as most small oil drillers have borrowed in this part of the financing market. Investors are
concerned that many of the companies may go bankrupt, therefore reducing the likelihood of
getting paid back.

While the market impact will be decidedly negative for the foreseeable future, we do have some
causes for optimism beyond this near-term pain. First, as seen by the plateauing number of cases
and deaths inside its borders, China has provided the world with a game plan on how to deal with
the virus including reduced social contact and monetary stimulus. With some signs of economic
normalcy emerging in its borders, as people have returned to work and started to spend money,
China has shown the world that there is a potential light at the end of the tunnel. Also, the sharp
drop in oil prices is an economic boon for their economy. For example, in 2019, China imported
a record 506 million tons of crude oil (10.12 million barrels per day), according to data from the
General Administration of Customs. Lower oil prices will help their economy. Investors have
taken notice of signs of economic improvement and lower oil prices as the Chinese stock market
is not hitting new market lows as seen in other countries.

Another case for optimism is global central banks and, in particular, the Federal Reserve (Fed).
While the Fed has already cut interest rates by one-half of one percent, there are signs that
further rate cuts are extremely likely. While there is likely more economic pain as COVID-19
spreads in the U.S., once cases plateau like they did in China, the combination of lower interest
rates and oil hovering around $30/barrel has provided consumers with essentially a tax cut.

Lastly, the sharp decline in stock prices has led to more reasonable market valuations. At the high
on February 19, the S&P 500 had a price-earnings ratio of 19.5X on forward earnings. Today, it
hovers around a much more attractive 16X earnings.



Markets are moving fast as investors digest new information. We remind you that markets can
move quickly in both directions though. Last week is a good example of that. It is widely known
in behavioral finance that the pain of losses hurts more than the reward of gains. That’s why we
tend to remember the losses more. Last week, the S&P 500 actually posted a gain of 0.60%. After
some pretty rough days, it was easy to forget the S&P 500 was up 4.22% last Wednesday. This is
an extremely volatile market and being diversified is very important by not having too much risk
exposure to one asset class or security. Focusing on long-term risk and return objectives is
important. Your financial professional can help you stay on course and focus on the things you
can control in your portfolio.
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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.
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Cetera Financial Group (“Cetera") is a leading network of independent firms empowering the delivery of
professional financial advice to individuals, families and company retirement plans across the country
through trusted financial advisors and financial institutions. Cetera is the second-largest independent
financial advisor network in the nation by number of advisors, as well as a leading provider of retail
services to the investment programs of banks and credit unions.

Through its multiple distinct firms, Cetera offers independent and institutions-based advisors the benefits
of a large, established broker-dealer and registered investment adviser, while serving advisors and
institutions in a way that is customized to their needs and aspirations. Advisor support resources offered
through Cetera include award-winning wealth management and advisory platforms, comprehensive
broker-dealer and registered investment adviser services, practice management support and innovative
technology. For more information, visit cetera.com.

"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.

Disclosures

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.
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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 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.
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