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Commentary

Possible Impact of Tariffs on the Economy and Financial Markets

e Over the weekend, President Trump imposed tariffs on imports from Canada, Mexico, and China.

e Using 2018 tariffs as a guide, similar policies can be expected to impact global economies and financial
markets.

e With high uncertainty, diversification is even more prudent.

Over the weekend, President Trump signed an order imposing 25% tariffs on imports from Canada and Mexico,
as well as 10% tariffs on China. There are partial exemptions such as Canadian energy imports that will be subject
to a lower 10% rate. These tariffs on China, Mexico, and Canada may have broad-reaching effects on the
economies of all these nations, global trade, inflation, and financial markets. Using 2018 tariff policies as a baseline,
similar measures today may influence supply chains, corporate earnings, and consumer prices while contributing
to market volatility.

U.S. Economy: The tariffs on China, particularly on technology-related imports, could lead to greater input costs
for U.S. manufacturers. With China serving as a major exporter of electronics, machinery, and consumer goods,
higher tariffs may also result in higher costs passed onto American businesses and consumers. Tariffs on Mexican
and Canadian goods could disrupt the automotive, agriculture, and manufacturing sectors. U.S. businesses reliant
on North American supply chains may face production slowdowns and reduced competitiveness in global markets.

Global Economy: The impact on the global economy may be substantial, as tariffs may contribute to slower global
growth. However, the impact will not be equal across countries. Per U.K. based economic research firm Capital
Economics, Chinese exports to the U.S. make up less than 3% of its GDP. Contrast this to Canada and Mexico,
which exports to the U.S. represent close to 20% of their respective national GDP. Both countries will likely look to
cut their interest rates and depreciate their currencies. The estimated decline in Canada’s GDP is around 2.5% to
3.0%, while Mexico’s GDP could decline around 2%. Retaliation should be tempered given the U.S. importance to
the economies of both countries.

Inflationary Pressures: A tariff-induced rise in import costs will likely fuel inflation, as businesses pass some of
these higher expenses onto consumers. The 2018 tariffs led to price increases in key consumer goods and these
new tariffs could have a similar effect, particularly in technology, autos, and food products. With inflation likely
rising, these price pressures could impact Fed interest rate policy, potentially delaying rate cuts.

Financial Markets: Similar to 2018, U.S. equities could see a selloff and increased volatility, especially in those
sectors with significant global exposure such as technology, industrials, and consumer discretionary. With
companies facing tariff-induced higher input costs and reduced demand, they could face margin pressures.
Unfortunately, market valuations today are much higher than they were in 2018.

In 2018, the price-earnings ratio of the S&P 500 prior to tariffs were around 18.9x on future earnings (on January
26" of 2018). Tariffs and market volatility caused stocks to fall about 16%, when the P/E ratio of the S&P 500
bottomed out at 14.2x to future earnings on December 215t of 2018. Today’s market valuation is much higher than
2018 with a P/E ratio of 22x to future earnings. Higher valuations have priced in market perfection and any
uncertainty, such as tariffs, adds to worries and impacts market sentiment.

Overall, with this weekend’s tariff news, we do expect U.S. equities to decline on less optimistic market sentiment,
potential weaker economic growth, and corporate profit concerns. With that said, domestic sectors and asset
classes less reliant on imports, such as small cap companies, may see relative outperformance and, if we use
2018 as a base case, any market sell-off could be short-lived. After the 2018 tariffs, equity markets returned to pre-
tariff levels by mid-2019.
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Looking at the bond market, inflationary concerns may lead to rising U.S. Treasury yields, putting downward
pressure on long-term Treasury prices. Corporate bonds, particularly in trade-sensitive industries, could see
widening spreads as investors price in economic uncertainty and potential earnings downgrades.

Capital Economics notes that the revenue from the tariffs could reach close to $250 billion a year for the U.S. That
would equate to around 0.8% of GDP. If this revenue doesn’t get infused back into the economy through tax cuts
or increased federal spending, it could also drag down U.S. GDP, although it would reduce the federal deficit.

Tariff news over the weekend, along with elevated market valuations, adds risks to our current equity market
outlook. A correction, or a 10% pull back from the peak, is possible. Corrections typically occur about once a year
and the S&P 500 hasn’t seen a correction since October 2023. We think it is prudent to be well diversified to
mitigate risk. It is important to stay focused on your own long-term financial goals and avoid getting caught up in
the market enthusiasm or trying to call the next bear market. As always, please consult your financial professional
for guidance during these times.
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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.

About Avantax

Avantax, Inc. (Avantax) is a wholly owned subsidiary of Aretec Group, Inc. (dba Cetera Holdings). Avantax is a unique
community within Cetera Holdings. Avantax Investment Services, Inc., a subsidiary of Avantax, Member FINRA / SIPC.
Located at 3200 Olympus Blvd, Suite 100, Dallas, TX, 75019.

Avantax and Cetera Financial Group are under common ownership.

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 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 an index of roughly 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 large cap universe.
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