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Markets Show Resilience
To Start 2023
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If 2021’s predominant market theme was inflation and 2022’s was the
Impact of rising interest rates on asset prices in response, the theme so far
in 2023 has been volatility. Boosted by the U.S. Bureau of Labor Statistics’
report of continuing declines in inflation at the end of 2022, markets began
2023 with strong gains in January.! This decline in price pressures was

accompanied by surprisingly resilient economic data, particularly in the labor
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market. These forces combined to increase investors’ hopes that the Fed could engineer an economic soft
landing, a tricky balancing act whereby the economy slows and inflation moderates but not enough to trigger a
recession.

In February, however, hopes for an economic soft landing suffered a setback as the decline in inflation stalled
and the labor market remained tight.2 This led investors to price in the expectation that substantially higher
interest rates would be required to combat inflation in the coming months, which weighed on both stock and
bond prices.?

The final month of the first quarter began with investors still focused on inflation and potential interest rate
hikes, but the sudden failure of Silicon Valley Bank shifted investor focus to the health of the banking system.
When Signature Bank of New York failed just days later, sparking fears of a widening crisis, the Federal
Reserve and the Treasury Department created new lending programs aimed at shoring up regional banks and
preventing bank runs. But concerns about the health of the banking system persisted and those fears weighed
on markets through the middle of March.* However, while the Federal Reserve hiked interest rates again at the
March meeting, policy makers signaled that they are very close to ending the current rate hike campaign.® That
admission, combined with no additional large bank failures, eased concerns about a wider crisis at quarter end.

As the old saying goes, it takes a difference of opinions to make a market. Given that markets were
impressively resilient in the face of the most serious risk to financial stability and the banking system since the
start of the pandemic, it's no wonder that there are a wide range of opinions as to whether the worst is behind
us and what Q1’s rebound in asset prices means for the remainder of 2023. The ultimate answer lies in the
fallout from the regional banking crisis, inflation’s trajectory, and Fed policy.

A month ago, central banks faced a dilemma: how to fight inflation without undue damage to the economy and
jobs. Now they face a more complicated trilemma: how to achieve those two objectives while also keeping the
banking system stable. This is a tall task, and while headwinds remain in place with elevated volatility likely as
the data is digested, there remains a path for future positive returns.

Despite breathless comparisons in the financial media between this year’s banking crisis and the Financial
Crisis of 2008, there are important differences between the two periods and regulators have already
demonstrated their commitment to ensuring we do not experience a repeat of those trying times. As we begin
the new quarter, there is reason for hope that this crisis has been contained by their efforts. Whether or not
that’s true, regulators and government officials have shown they are ready and willing to use any and all tools
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at their disposal to prevent a broader loss of confidence in the banking system. That's an important, and
positive, difference from 2008.

Looking beyond the banking crisis, inflation remains a major longer-term influence on the markets and the
economy, and whether or not inflation resumes its decline this quarter will be very important for the path
forward. More specifically, the decline in inflation stalled a bit in the January and February data, but if inflation
resumes its decline in the second quarter, that should provide a powerful tailwind for both stocks and bonds. If
it persists, that is likely to weigh on asset prices just as it did in February.

Finally, after one of the most rapid policy-rate-tightening campaigns in recent memory, the Fed has signaled
that it's close to being done with interest rate increases, thereby removing a material headwind on the
economy.® Assuming they deliver on that expectation, the odds of a soft landing improve.

Portfolio volatility is stressful for all of us, but if you zoom out to keep a long-term perspective, it's easier to see
why author Morgan Housel in The Psychology of Money describes volatility as a “fee” and not a fine. Volatility
is sometimes the cost of investing—not an indication that investors are doing anything wrong. More
importantly, that fee is not paid unless you sell your investments. We could see more bad news in the coming
weeks and months, but history tells us that having a plan to stay invested through volatility can benefit
investors over the long run.

Thank you for your trust and partnership. Please do not hesitate to contact us with any questions, comments,
or to schedule a portfolio review.

This material is provided for informational purposes only and should not be construed as investment advice. Different types
of investments involve varying degrees of risk. Discussion or information contained in this presentation does not substitute
personalized investment advice from Parallel or another professional advisor of your choosing. Any opinions or forecasts
contained herein reflect the subjective judgments and assumptions of Parallel Advisors, LLC (“Parallel”). Parallel cannot and
does not provide warranties nor representations as to the reliability or accuracy of the content it shares.
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Important Disclosure Information

”

Parallel Advisors, LLC (“Parallel Advisors” “we,” “us” or “our”) hereby provide these disclosures and disclaimers. You
acknowledge your understanding of these disclosures and disclaimers with respect to the Parallel Advisors activities
and you, including with respect to the document, information or website (“Communication”) that linked to these
disclosures and disclaimers.

Information Purposes Only. Any material provided in our Communication either directly or through cross-reference
to another site is for informational purposes only. Any information provided in our Communication does not purport
to be, and is not intended to be, financial, legal, accounting, tax or investment advice. Parallel Advisors does not
represent that the securities, products, or services discussed in our Communication are suitable or appropriate for
any or all investors. The information provided, therefore, should not be viewed as financial, legal, accounting, tax or
investment advice.

Past Performance. Past performance is not necessarily indicative of future results. Any investment involves
significant risks, including loss of the entire investment. Future market conditions are unpredictable, and may vary
significantly from current and past conditions, particularly given current worldwide market uncertainty. Some of the
investment strategies presented in our Communication may involve transactions in foreign currencies. A foreign
currency is a currency other than that issued by the government of the country in which you are domiciled or, in
some cases, in which you reside. Transactions in foreign currencies may introduce additional risk to the investment
transaction.

Risks. Persons engaging in investment activities should be aware that investing is an inherently risky activity.
Depending on the nature of the investment, these risks include, but are not limited to, interest rate, foreign currency,
liquidity, credit, legal, and political risk. The information contained in our Communication is based on factual
assumptions that may not be applicable to the particular circumstances of any user accessing our Communication
scientific assumptions that are liable to require revision due to changing circumstances, and statistical assumptions
that are based on confidence levels which may require revision. For these reasons, no representations or
warranties, expressed or implied, are made to the accuracy or applicability of any information contained in our
Communication or any linked site to any particular viewer specifically, or to all viewers generally. Also, no
representations or warranties, express or implied, are made as to the result any viewer might experience from using
any of the information contained in our Communication or to any linked site.

Third-Party Sources. Links to other websites from our Communication are for convenience only. Information,
including that obtained from outside sources, is believed to be correct, but the firm cannot guarantee its accuracy.
Information on this website is subject to change at any time without notice. Research on the site is provided only as
a sample of research and analysis. Some or all of the information contained in this report may be dated and,
therefore, this information should not be the basis to purchase or sell any securities. We make no representation
about whether any research led to any particular transaction or any profitable investment decision. No endorsement
of any third-party products, services or information is expressed or implied by any information, material or content
referred to or included on, or linked from or to our Communication.

No Investment Advice. Nothing contained herein constitutes investment, legal, tax or other advice nor is it to be
relied on in making an investment or other decision. All information contained herein is subject to in its entirety to a
separate agreement. An investor should consider the relevant investment objectives, risks, charges and expenses
carefully before investing. It remains your responsibility to advise Parallel, in writing, if there are any changes in your
personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous
recommendations and/or services, or if you would like to impose, add, or to modify any reasonable restrictions to
our investment advisory services. A copy of our current written disclosure statement discussing our advisory
services and fees is available upon request. The scope of the services to be provided depends upon the needs of
the client and the terms of the engagement.



	Markets Show Resilience To Start 2023 
	Despite Continued Uncertainty

