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Spooked by Brexit? The Markets Don’t Seem Too Scared

As trick-or-treaters don their costumes on this side of the pond, the U.K. could be surveying a frightful
prospect on its side: Brexit. More than three years after a referendum decided the country would leave the
E.U., the British face yet another deadline in what seems to be an endless game of kick the can. The latest
date to leave the E.U., Oct. 31 at 11 p.m., was set by the union after former Prime Minister Theresa May
failed to gain the necessary votes on a negotiated deal for a “soft” Brexit.

Parliament recently passed a law to avoid a no-deal (or “hard”) Brexit, so if current Prime Minister Boris
Johnson can’t negotiate an agreement by Oct. 19, another extension request may be in order. Of course,
the E.U. may not honor it but Johnson may have other tricks up his sleeve, as he has voiced determination
to stick to the Oct. 31 deadline with or without a deal. Given all this uncertainty, jockeying, and fluidity, how
are the markets reacting and what can investors expect down the road?

Valuations take Brexit into account

Since the June 2016 referendum, Brexit deadlines have come and gone with little clarity about the future
for the U.K. Although much discussion has surrounded the issues, the markets have generally been
somewhat complacent in response to recent developments while the British pound has trended lower.
Some of the most dire scenarios—those associated with a hard Brexit—appear to have been priced into
current relatively low equity valuations for the European region.

European economies are being impacted by Brexit concerns as well as an unresolved trade war, and data
is reflecting pressure in the region. The Eurozone Composite PMI, an indicator of trends in manufacturing
and services, fell to 50.4 in September from a reading of 51.9 in August. Additionally, the services index
alone reached an eight-month low of 52.0 in September. Such forward-looking data reports indicate that
uncertainties should continue to exert pressure.

Some trading partners exhibit weakness

The E.U. is an important trading partner of the U.K., with member states serving as the destination for about
46% of British-produced goods and services. Major exports include vehicles, services (such as advertising,
engineering, accounting, and research and development), financial services, travel services, and
pharmaceuticals. Should a hard Brexit take place, expectations are for a weaker pound, which could make
these exports more affordable for Europeans. However, cheaper British goods may not be enough to buoy
demand.

Germany, which represents a market for about 8.7% of U.K. exports and the largest economy in the E.U.,
has been showing signs of weakness. The country exhibited a decline in GDP in the second quarter, and
should the third quarter follow in negative territory, the country would officially be in a recession. Further,
Germany exports twice as many goods to the U.K. as it imports, further exposing this market to uncertainty
and risk from Brexit. Although the U.K.’s other large E.U. trading partners—the Netherlands, France, and
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Italy—are in better economic shape than Germany, it is unlikely that they can make up for Germany’s lost
purchasing power.

Impacts on the U.S.

The U.S. is also an important trading partner for the U.K., but the Brexit overhang is weighing down the
pound and making U.S. exports less competitive in price. The U.K. represents the fourth-largest export
destination for American goods and services, as reported by the U.S. Chamber of Commerce, with major
exports including aircraft, machinery, fuels, agriculture, and financial services. As Brexit is expected to
pressure the pound further, demand for American goods from this region will likely falter. Additionally, the
weaker pound is expected to have a negative impact on the tourism industry in the U.S., which has become
a relatively expensive travel destination for the British.

Overall, however, the direction of the U.S. economy and markets should not feel significant impacts from
Brexit. The U.S. has extended its economic expansion beyond 10 years, despite some signs of weaker
growth ahead. The strong dollar, a slowdown in global trade, and ever-present trade wars are contributing
to a contraction in manufacturing activity. Talk of a recession by some may be premature though, as the
services economy, consumer spending, and labor market all remain on solid footing.

In the U.S., equities will likely continue to exhibit some spikes in volatility if economic indicators disappoint
or if trade wars escalate. At the same time, bond yields should continue to move lower unless growth
resumes at a healthier pace, the Fed changes its dovish stance, or inflation rears its head.

Maintain a balanced perspective

The media, politicians, and the public may have a field day discussing and analyzing the horrors and
ramifications of Brexit, but the markets appear to have already accounted for any bad news, and valuations
in the E.U. are relatively low. As the end of the year approaches, investors may want to pause and
reconsider their long-term objectives and how their portfolios are structured to withstand market fluctuations
in Europe and beyond. Ensuring a portfolio is well-diversified and structured to absorb as much risk as is
comfortable to achieve the desired returns is one way to keep the Brexit monster at bay.
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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 and other investment advice to its affiliated broker-
dealers, dually registered broker-dealers and registered investment advisers.

About Cetera Financial Group®

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.

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.

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.

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.
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