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April 5, 2023 — Interim Market Update “QUANTITATIVE DIS-INFLATION”
Greetings!

The last three weeks in the follow up surrounding the SVB bank failure, and the ongoing stress on the
regional banks, market volatility has been extreme. As such we felt a brief interim update was in order.

Despite the volatility, the market has shown signs of stability and strength in the weeks after the Fed
stepped in to backstop Silicon Valley Bank’s deposits and shore up the banking system with liquidity and
government guarantees. The Fed applied the same lessons learned in the 2008 financial crisis and 2020
covid crisis. What back then took months or weeks, the Fed can now shore up the financial system in a
matter of days.

We have been highly critical of this Fed Board as they have consistently been behind the curve.
However, what the Fed did in recent weeks, although highly unintentional, was in hindsight quite
brilliant. As the Fed’s rate hikes have been creating what is now obvious stresses on the banking system;
they are simultaneously stepping in to bail out depositors and providing banks unlimited liquidity, which
allows both rates to remain high while the Fed stops the damage they are causing. Kind of an
unintentionally orchestrated path of events by the Fed, similar to Quantitative Easing, where they
artificially manipulate rates with bond purchases or sales. So in this situation, we’ll just call what just
happened “Quantitative Dis-inflation!”

The market rebounded and finished March up 2%, in the hopes that the failed banks and stresses will
force the Fed to end their rate campaign soon. Repeating from our last letter, we still hold onto the
thesis that the market can finish the year higher, as the market correction of 2022 set up better
valuations for stocks. We do however continue to feel that any upside would be a second half of 2023
event, as the Fed’s year of rate hikes gain traction on the economy over the next few months. We also
need to see a reversal in Leading Economic Indicators, which have now been negative for 6 straight
months.

Despite the relief rally, we remain cautious, as the repercussions of the bank crisis should cause credit
to tighten up. As lending decreases, this will put a further drag on the economy.

The market is now overbought, due to indicators we find reliable, and we will not be chasing stocks up
here. Such entry points historically offer a more likely scenario of losing money in the short term. We
will continue to patiently wait the next oversold condition, where we will feel a higher risk allocation
is once again warranted. For now, we sit tight. Should the market continue to move higher, we will be
content to ride the stocks we do hold higher. We remain cautious... and patient.

We outperformed stocks and bonds in 2022, and we are matching the S&P this year, with less risk.

John F. Parisi -Managing Partner and Chief Investment Officer



LEI TOTL  110.00 As Of 02/28/23
Conference US Leading Index Ten E... Conference Boarc
LEI TOTL Index 06) Actions ~ 97) Edit ~ Line Chart

04/05/2005 =} 02,/28/2023 ] Local CCY IR s Events
D 30 1M &M YID 1¥ 5Y Max HMonthly v = Table + Related Dat [EiETE] « # Edit Chart &

Track Annotate News Zoom

110.00 120

2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021

ested Functions HCP Follow a index's daily price changes ECOC Evaluate interest rate futures strips

Disclaimer: The content of this letter is the work and opinion of John F. Parisi, Certified Investment
Management Analyst. It is provided for informational purposes only and is not considered and offer to
buy or sell securities nor as investment advice, as each client’s situation is personal to them. Our research
and comments are based on information we find credible, however perform your own due diligence as
errors of information can occur. If you are not a client of Parisi Gray, talk to your financial advisor before
acting on any of the topics discussed in this letter.



