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Recession Deferred But Not
Cancelled

* Recent US economic data suggest that growth
remains buoyant as there is particular resilience in the
labor market and strength in services. Unfortunately,
stronger growth is simultaneously raising the odds of
persistent inflation as the latest figures have come in
higher than expected as well.

* In contrast, the feedback from companies during this
current earnings season has been one of slowing
growth and lower inflation. This has been reflected in
weak aggregate guidance from management teams.

Ahmed Riesgo
Chief Investment Officer

Insigneo * So, which outlook are we to give greater credence?

* Our proprietary Insigneo-Forefront Recessionary
Indicator (“IFRI”) is reflecting an approximately 40%
chance that the US economy will experience a reces-
sion over the next 6-months. One can track the evolu-
tion of the IFRI over time, going all the way back to 1971
with the shaded areas demarcating official historical
US recessions as designated by the National Bureau
of Economic Research.

Probability of a US
Recession according Probability of a US Recession Over the Next

to IFRI 6 Months Using Our Probit Model is 40%

40.35%

(Pseudo-R*2 = 55.63%)

Probability of a US Recession Over the Next
12 Months Using Our Probit Model is 89%

Source: Insigneo-Forefront (Pseudo-R"2 = 56.52%)
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Forecasted Recession Probability for 2-Quarter Forward Period Using All Macro Leading Indicators

January 1971 — February 2023
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Source: Insigneo-Forefront Recessionary Indicator

* However, over the next 12-months, the IFRI is assign-
ing 89% odds that the US economy will fall into a
recession. Although there could be multiple inflection
points along the way, we are fairly confident that the
US economy will eventually succumb to, at a minimum,
recession-like conditions, implying falling growth and
inflation rates most likely by early to mid-2024.

* Our IFRI is a statistical probit model, and it is only one
factor input into our overall framework of subjective
recessionary probabilities. Some other factors include,
but are not limited to, geopolitical risk assessment,
monetary and fiscal policy evaluations, and domestic
political appraisals (e.g., 2024 election considerations).

e Incorporating all factors, our subjective US reces-
sionary probabilities currently are as follows:

1) Over a six-month horizon, 50% chance of no

recession, 45% chance of a mild recession, and 5%
chance of a severe recession.

2) Over a twelve-month horizon, 75% chance of a
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mild recession, 15% chance of a severe recession,
and 10% chance of no recession.

* There are two main takeaways from this assessment.
First, a US recession has likely only been delayed rather

Subjective Recessionary Probabilities Over 2
Quarters Incorporating All Factors

Mild
Recession

No
Recession

Severe Recession

Source: Insigneo
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Subjective Recessionary Probabilities Over 4
Quarters Incorporating All Factors

Mild
Recession

No
Recession

Severe Recession

Source: Insigneo

than averted. Second, the increased odds of a severe
recession largely arise from the heightened risk of a

Fed policy mistake stemming from overtightening

financial conditions. Within our framework, a “severe
recession” is defined as one where the US unemploy-

ment rate exceeds 6%.

Market Implications

e As previously mentioned, there are competing
narratives stemming from recent economic data and
earnings season. The former picture, which is one of
stronger growth and higher inflation, suggests an
environment where the Fed will continue hiking rates
above current market expectations. This will be a
challenging environment for both US rates and

equites. The latter scenario, one of weaker growth
and lower inflation, would be a tailwind for rates as it
would imply rate cuts, or, at a minimum, a Fed pause
would be forthcoming. The equity implications are

insigneo

more nebulous, since it will largely depend on the
effects on forward EPS estimates since the multiple
contraction should cease.

* For now, we are maintaining our tactically
neutral equity and rates asset allocation given the
balance of risks. Our fixed income preference for
Investment Grade over High Yield continues to make
sense as high quality bonds tend to outperform in an
environment of diminishing growth and inflation. On
the equity side, we continue to favor equites outside
the US over their American counterparts. Chinese
equites remain our top tactical conviction trade for
the year.

* We will look to turn outright bearish on US equities
should we a) get further evidence of a second inflation-
ary wave developing, and/or b) reach our S&P 500
target levels of 4100/4300.

* In terms of selection preferences, we continue to
believe that beta will be subsumed to alpha in this
environment. Stock and sector selection matter
more than they have in the recent past.

* Our inclination remains to be overweight under-val-
ued and under-owned sectors of the US market like
energy. On a style basis, we retain our bias to Value
at the expense of Growth.

* The most prevalent sources of uncertainty continue
to be the timing of the onset of the US recession, and
an escalation of the Ukrainian conflict. Other relevant
sources of risk are the ongoing Iranian Israeli proxy war,
and the looming US debt ceiling showdown during
the summer months.

* More defensive portfolio positioning will likely
be necessary later this year. B



Important Legal disclaimer

Insigneo Financial Group, LLC comprises anumber of operating businesses
engaged in the offering of brokerage and advisory products and services
in various jurisdictions, principally in Latin America. Brokerage products
and services are offered through Insigneo International Financial Services,
LLC, headquartered in Puerto Rico, and through Insigneo Securities, LLC,
headquartered in Miami. Both are members of the Financial Industry
Regulatory Authority (FINRA) and Securities Investors Protection
Corporation (SIPC). Investment advisory products and services are offered
through Insigneo Advisory Services, LLC, an investment adviser registered
with the Securities and Exchange Commission. In Uruguay, advisory
services are offered through Insigneo International Asesores de Inversion
Uruguay, SA, Insigneo Asesores de Inversion Latam, SRL, and Insigneo
Asesores de Inversion de Uruguay, SRL, in Argentina through Insigneo
Argentina, SAU, and in Chile through Insigneo Asesorias Financieras, SPA.
Collectively, these eight operating businesses make up the Insigneo
Financial Group. To learn more about the Broker Dealers including their
conflicts of interest and compensation practices, please go to https://
insigheo.com/disclosures/ or via ww.finra.org. To learn about Insigneo
Advisory Services, LLC and any conflicts related to its advisory services,
please see its Form ADV and brochure which can be found at Investment
Advisor Public Disclosure website https://adviserinfo.sec.gov/

FOR AFFILIATES LOCATED IN CHILE

Insigneo Asesorias Financieras SPA se encuentra inscrito en Chile, en el
Registro de Asesores de Inversion de la Comision para el Mercado
Financiero. Este informe fue efectuado por area de Research & Strategy
de Insigneo Securities LLC. o sus proveedores, en base a la informacion
disponible a la fecha de emision de este. Para evitar cualquier conflicto de
interés, Insigneo Securities LLC dispone que ningun integrante del equipo
de Research & Strategy tenga su remuneracion asociada directa o
indirectamente con una recomendacién o reporte especifico o con el
resultado de una cartera.

Aunque los antecedentes sobre los cuales ha sido elaborado este informe
fueron obtenidos de fuentes consideradas confiables, no podemos
garantizar la completa exactitud e integridad de estos, no asumiendo
responsabilidad alguna al respecto Insigneo Securities LLC, Insigneo
Asesorias Financieras SPA ni ninguna de sus empresas relacionadas.

Este material esta destinado unicamente a facilitar el debate general y no
pretende ser fuente de ninguna recomendacion especifica para una
persona concreta. Por favor, consulte con su ejecutivo de cuentas o con su
asesor financiero si alguna de las recomendaciones especificas que se
hacen en este documento es adecuada para usted. Este documento no
constituye una oferta o solicitud de compra o venta de ningun valor en
ninguna jurisdiccién en la que dicha oferta o solicitud no esté autorizada o
a ninguna persona a la que sea ilegal hacer dicha oferta o solicitud. Las
inversiones en cuentas de corretaje y de asesoramiento de inversiones
estdn sujetas al riesgo de mercado, incluida la pérdida de capital.

La informacién base del presente informe puede sufrir cambios, no
teniendo Insigneo Securities LLC ni Insigneo Asesorias Financieras SPA la
obligacion de actualizar el presente informe ni de comunicar a sus
destinatarios sobre la ocurrencia de tales cambios. Cualquier opinion,
expresion, estimacién y/o recomendacion contenida en este informe
constituyen el juicio o vision de area de Research & Strategy de Insigneo
Securities LLC. o sus proveedores, a la fecha de su publicacion y pueden
ser modificadas sin previo aviso.

FOR AFFILIATES LOCATED IN URUGUAY

En Uruguay, los valores estan siendo ofrecidos en forma privada de
acuerdo al articulo 2 de la ley 18.627 y sus modificaciones. Los valores no han
sido ni seran registrados ante el Banco Central del Uruguay para oferta publica.

FOR AFFILIATES LOCATED IN ARGENTINA

Insigneo Argentina S.A.U. Agente Asesor Global de Inversion se encuentra
registrado bajo el N° 1053 de la Comision Nacional de Valores (CNV) e
inscripto ante la Inspeccion General de Justicia (IGJ) bajo el N° 12.278 del
Libro 90, Tomo —, de Sociedades por Acciones. Este informe fue efectuado
por area de Research & Strategy de Insigneo Securities LLC. o sus
proveedores, en base a la informacion disponible a la fecha de su emision.
Para evitar cualquier conflicto de interés, Insigneo Securities LLC dispone
que ningun integrante del equipo de Research & Strategy tenga su
remuneracion asociada directa o indirectamente con una recomendacion
o reporte especifico o con el resultado de una cartera. Aunque los
antecedentes sobre los cuales ha sido elaborado este informe fueron
obtenidos de fuentes consideradas confiables, no podemos garantizar la
completa exactitud e integridad de estos, no asumiendo responsabilidad
alguna al respecto Insigneo Securities LLC, Insigneo Argentina S.A.U. ni
ninguna de sus empresas relacionadas. La informacion base del presente
informe puede sufrir cambios, no teniendo Insigneo Argentina S.A.U. la
obligacion de actualizar el presente informe ni de comunicar a sus
destinatarios sobre la ocurrencia de tales cambios.

Este material esta destinado Unicamente a facilitar el debate general y no
pretende ser fuente de ninguna recomendacion especifica para una
persona concreta. Por favor, consulte con su ejecutivo de cuentas o con su
asesor financiero si alguna de las recomendaciones especificas que se
hacen en este documento es adecuada para usted. Este documento no
constituye una oferta, recomendacion o solicitud de compra o venta de
ningun valor negociable en ninguna jurisdiccion en la que dicha oferta o
solicitud no esté autorizada o a ninguna persona a la que sea ilegal hacer
dicha oferta o solicitud. Las inversiones en valores negociables estan
sujetas al riesgo de mercado, incluida la pérdida parcial o total del capital
invertido. Cualquier opinién, expresion, estimacion y/o recomendaciéon
contenida en este informe constituyen el juicio o vision de area de
Research & Strategy de Insigneo Securities LLC. o sus proveedores, a la
fecha de su publicacion y pueden ser modificadas sin previo aviso.
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