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NOTE FROM THE CIO insigneo

The S&P 500 Reached Our
Target, So Time for A Quality Shift

* US recession risk has receded in the near-term but
remains elevated over a 12-month horizon. According
to our modeling, the probability of a mild US recession

over the next six months has fallen from 50% to 45%
due largely to a stabilization in the US banking sector.
In addition, the firmness in the labor market continues
to defy alternative measures of economic activity which
are much weaker. Ultimately, we hypothesize that labor
market data will converge with the softer economic
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] g ) data, rather than the other way around. Over the next
Chief Investment Officer 12 months, our proprietary recessionary probit model
Insigneo is signaling an exceedingly high chance of a US reces-

sion (>95%). Our overall subjective recessionary proba-
bilities incorporating all factors, suggests that the
probability that the US will enter a mild recession (i.e.,
the unemployment rate will breach 4% but remain
below 6%) is at 70%. Our US real GDP forecasts for
the year are unchanged at 11%. Bloomberg consensus
forecasts have migrated to our US growth forecast
throughout the year.

Subjective Recessionary Probabilities Over 2-Quarters & 4-Quarters Incorporating All Factors

® 45% Mild Recession ® 70% Mild Recession
® 10% Severe Recession 12 MONTHS ® 20% Severe Recession
10% No Recession

6 MONTHS

45% No Recession

Source: Insigheo
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 Recent US economic resilience also implies that the
forward path of Fed rate policy remains more salient
than many expected a few months ago. At this point,
the market has largely removed expectations for cuts
in the Fed Funds rate this year and pushed it out to 2024,
in line with the Fed’s stated preferences and our own

economic timeline. In fact, some have started to price
the possibility that the Fed will pause in June only to
raise rates by a quarter point again in July, although that

is not our base case. Much of that repricing comes
after surprise moves by the Australian and Canadian
central banks which surprised markets over the past
few days with unexpected rate hikes. It is premature,
in our view, to extrapolate the Australian or Canadian

domestic inflationary dynamics to the US. Although
progress on the disinflationary front has been slower

than what the Fed would like, there is now sufficient

deceleration across a broad array of indicators that
suggest a disinflationary trend is indeed in place.

— “Much of that repricing
comes after surprise moves by
the Australian and Canadian
central banks which surprised
markets over the past few days
with unexpected rate hikes”

» With respect to China, investor sentiment remains
negative, due to doubts regarding the robustness of
the country’s short-term growth momentum. There are
also lasting concerns regarding longer-term issues
like the Mainland’s unforgiving demographic issues,
Xi Jinping’s increasingly state-centrist and command
structure, a structural property market malaise, and

permanent geopolitical tensions with the US. Although
we harbor similar longer-term concerns and do believe
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that, overall, the Chinese equity market has become
less attractive over the long run, we similarly think that
the short-term concerns over growth have been
overstated and overshot fundamentals. The data for
May have already shown a reversal of the April weak-
ness. In addition, there is some signaling from the
government that further stimulus measures are forth-
coming. Our forecast for 2023 real GDP growth in China
is unchanged at 5.9%.

Market Implications

e For much of the year, we resisted the Wall Street
consensus and subsequent investor pessimism to be
underweight equities versus our strategic asset alloca-

tion bands. In our previous CIO Note (see here), we

stated that “more defensive portfolio positioning will
likely be necessary later this year.” With the S&P 500
reaching the upper band of our 4100 to 4300 target
range, we think it is prudent to shift our portfolios
more defensively by increasing our overall Quali-

ty-factor exposure.

* With valuation levels high on both an absolute and
relative basis, we think US broad market equity upside
is fairly limited from current levels. At the same time,
downside risk is fairly limited as well given the resilien-
cy of the US economic growth landscape and the
potential positive knock-on effects from the wide-
spread adoption of large language models to enhance
productivity.

* Recall that Quality-factor investing emphasizes both
a company’s profitability, as measured by return on
equity, and its financial leverage, as measured by its
debt to capital. In an environment of slowing growth
and higher-for-longer rates, companies with high

factor exposure to Quality should outperform.

* While the downside risk scenarios are fairly well
understood (e.g., inflation reaccelerating, Fed policy
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Short-term Trade Idea: Long QQEW vs. Short QQQ

— Invesco QQQ Trust Series 1
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mistake, a more severe recession, etc.), there is some
considerable upside risk as well and it stems largely
from an Al-driven productivity boom. So far this year,
all of the gains in the S&P 500 have been driven by
Al-linked stocks. In fact, if you strip the seven compa-
nies associated with the use, deployment, and/or
development of large language models, the remain-
ing index stocks (i.e., the 493 other companies that
comprise the index) are marginally down for the year.
In other words, market breadth is very narrow and
argues for a reversal. That said, if investors begin to
price productivity and profit boosts from Al, then the
S&P 500 could trade even higher from current levels.
And while we agree that the long-term productivity
and profit-boosting potential of Al is significant and

should be expected, there is little evidence in the
macroeconomic data that Al has lifted productivity
growth yet. Investors may be getting ahead of them-
selves in pricing this in while ignoring the looming

recessionary risks. So, while we do acknowledge that

the upside risk is there, we think it is too early to start
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Source: Bloomberg (as of 06/07/23)
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meaningfully pricing it into EPS estimates. Addition-
ally, the 1990s dotcom bubble taught us that produc-
tivity increased before resulting profits followed suit.

¢ Short-term Trade Idea: Earlier, we discussed the
narrowing of market breadth described previously in the
S&P 500 with gains materially disproportionately
related to Al-linked stocks. This is true in the Nasdaq
as well, and a reversal of this trend makes for an
interesting short-term trade idea where an investor
goes long an equal-weighted Nasdaq 100 index fund
and goes short the broader Nasdaq 100. As this graph
suggests, we have seen gaps like this reverse over time,
as occurred in late 2020 and late 2021. &



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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