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Navigating Uncertain Markets

What a difference a month makes. We started the
year on a strong footing, with the S&P 500 up 6.2%
in the month of January. However, February was a
different story. In the newsletter published on
February 9, we cautioned that a near-term pullback
in equities would not be unusual, as the market
seemed to be telling the Federal Reserve that it did
not believe the possibility of seeing rates higher for
longer. Investors also appeared to be telling
company management teams that the sales and
earnings headwinds they were experiencing would
most likely be short-lived. We made the case then
that equity market expectations needed to adjust to
the data. The market has retreated close to 3% from
that time, and unfortunately, we believe that further
adjustments in expectations might be necessary.

Personal Consumption Expenditures (PCE) data
published in February gave indications that inflation
may be proving to be more resilient than expected,
increasing the probability that the Fed would need
to keep interest rates elevated, and decreasing the
probability of a “Fed-pivot” in the near term. This
began the shake out of speculative investors out of
equities, those who had invested in anticipation of
the elusive pivot. Believe it or not, this process is
healthy for the market, helping remove some of the
speculative “froth”. Going forward, inflation
expectations and the Fed’s actions required to
contain it will be key for equity market performance.

Another important dynamic at play stems from
companies’ earnings expectations. Inflation, and the
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possibility of slower economic growth, has an
impact on earnings growth, which is something
management teams expressed in the most recent
earnings season. In fact, this past reporting period
was the first earnings season where we saw year-
on-year declines in earnings since 2020. The
current Wall Street consensus is for earnings per
share to contract over the next 1to 2 quarters but
are then expected to rebound after that. If interest
rates need to stay elevated for longer, or even rise
higher than expected, the Street’s expectations of
an earnings recovery would be pushed further out,
possibly sending markets lower.

In an uncertain environment, where the
proverbial tide does not lift all boats, careful
sector and stock selection are key. Looking for
sectors and companies with earnings that are
sustainable, diversified, or of greater quality is
important. At this point in the market cycle, when
overall earnings tend to be on the downswing,
sectors in the defensive and cyclical value areas of
the market tend to outperform. These include
sectors such as Consumer Staples, Energy,
Industrials, and Financials. We are seeing these
sectors perform better not only on a fundamental
analysis basis, but also on important technical
analysis attributes such as Price Breadth.

Price Breadth measures the percent of stocks in a
particular sector that are trading above their 200-
day price moving averages. In essence, it gives a
sense of which sectors are seeing their stock
prices hold up relatively well and which sectors are
trending down. The logical question that comes to
mind is “Don’t we want to buy stocks when their
prices are down?” The answer is absolutely, yes.
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However, just because prices in certain sectors are
holding up better than the rest of the market, does
not mean that stocks in these sectors have not
seen their prices go down also. As a matter of fact,
the Industrials and Financials sectors are currently
trading 13%-15% lower than they were a year ago.
What we have to remember is that in a market that
has the potential to continue trending downwards,
we do not want to hold stocks that are going down
faster than the market. A prudent mix of offense
and defense sometimes proves to be the best
way to navigate uncertain markets. That being
said, tactical exposure to the aforementioned
sectors could be attained through ETFs or for more
risk tolerant investors, individual equities.

Within Energy, the Energy Select Sector SPDR ETF
(XLE) and the VanEck Oil Services ETF (OIH) are
good vehicles to gain diversified exposure to
energy production and service companies in the
United States. An investor with a higher tolerance
for risk could consider Shell PLC (SHEL), BP PLC
(BP), and ExxonMobil (XOM). These companies are
leading global producers with large earnings and
cash flow generation. Additionally, SHEL and BP are
also focusing on developing sustainable and green
energy assets such as blue hydrogen and LNG. In
the oilfield services industry, Haliburton (HAL),
Schlumberger (SLB), or Baker Hughes (BKR) could
also be considered. These three companies have
well diversified revenues streams, as they offer
services on a global scale to end customers
ranging from larger Super Majors to small
Exploration and Production companies.

The Consumer Staples Select Sector SPDR ETF
(XLP) provides an effective way to get exposure to
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large, diversified companies in this sector with
operations across the globe. Companies such as
Pepsico (PEP), Mondelez International (MDLZ), or
Nestle ADR (NSRGY) have diversified revenue
streams across products and geographies.

The iShares Global Industrials ETF (EXI) or the
Vanguard Industrials ETF (VIS) both provide
diversified exposure to the Industrials sector. With
an expense ratio of 0.40%, EXI is costlier than VIS
at 0.10%. However, EX| does have its holdings
diversified across the United States, Europe, and
Asia, while VIS consists predominantly of U.S.
holdings. As a result, EXI’s holdings generally trade
at a slight valuation discount to those in VIS. From
an individual equity perspective, risk tolerant
investors could consider companies such as
Lockheed Martin (LMT), Airbus ADR (EADSY),
Siemens ADR (SIEGY), or United Airlines (UAL).
Apart from UAL, these companies have diversified
business lines in their individual niches and trade at
relative valuation discounts when compared to their
peers. As an airline, UAL has a less diversified
business profile; however, it also trades at a relative
discount and is in the midst of repositioning its
operations to capitalize on favorable industry
dynamics.

The iShares US Financials ETF (IYF) or the Vanguard
Financials ETF (VFH) both provide diversified
exposure to the Financials sector, although at an
expense ratio of 0.10%, VFH is less costly than IYF
at 0.40%. From an individual equity perspective, a
risk tolerant investor could consider J.P. Morgan
Chase (JPM) or Morgan Stanley (MS).

These two companies are leaders in the financial
industry, have diversified business lines within that
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industry, and trade at attractive historical relative

valuations.

It is important to keep in mind that the ETFs and
individual equities mentioned here can exhibit high
degrees of volatility and are not suitable for every
investor. These investments are best considered on
a case-by-case basis, based on a particular
investor’s willingness and ability to tolerate risk. If
you need more information or would like to discuss
these potential ideas in more detall, please do not

hesitate to contact the Insigneo Research Team.
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Important Legal Disclaimer

Insigneo Financial Group, LLC comprises a number 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://insigneo.com/disclosures/ or via
www.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
informacién 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
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 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 jurisdiccion en la que dicha oferta o solicitud
no esté autorizada o a ninguna persona a la que seailegal hacer dicha
oferta o solicitud. Las inversiones en cuentas de corretaje y de
asesoramiento de inversiones estan sujetas al riesgo de mercado,
incluida la pérdida de capital.
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La informacion base del presente informe puede sufrir cambios, no
teniendo Insigneo Securities LLC ni Insigneo Asesorias Financieras SPA
la obligacién de actualizar el presente informe ni de comunicar a sus
destinatarios sobre la ocurrencia de tales cambios. Cualquier opinion,
expresion, estimacion 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
publicacién 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 Inversién se
encuentra registrado bajo el N° 1063 de la Comisiéon Nacional de
Valores (CNV) e inscripto ante la Inspecciéon 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 informacién
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 informaciéon 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 opinidn, expresion, estimacion y/o recomendacion
contenida en este informe constituyen el juicio o visidon 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.



