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The Federal Reserve has two principal mandates: Achieving maximum

employment and maintaining price stability. In other words, achieving a
balance between unemployment and inflation. However, achieving this
balance is proving tricky this cycle, as unemployment remains
stubbornly low, and inflation stubbornly high.
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Unemployment, Inflation, and
the Federal Reserve

The current environment surrounding the financial
markets is fraught with questions. Many revolve
around the debt ceiling, the high probability of a
recession, the effects of the turmoil in the banking
system, and the actions of the Federal Reserve.
This last point is something that has been heatedly
debated by investors and the media alike.

The Federal Reserve has two principal mandates:
Achieving maximum employment and maintaining
price stability. In other words, achieving a balance
between unemployment and inflation. However,
achieving this balance is proving tricky this cycle, as
unemployment remains stubbornly low, and inflation
stubbornly high.

Looking at unemployment, the weekly Initial Jobless
Claims number reported yesterday showed
approximately 242,000 new applicants for
unemployment benefits, almost 20,000 less than
the previous week and nearly 10,000 less than the
consensus estimates of 254,000. Continuous
Unemployment Claims, or the number of people
that have been looking for jobs for several weeks,
also came in lower than expected, reported at 1.799
million versus the expected 1.82 million. What this
means is that, as of now, fewer people are losing
their jobs than previously expected, and those that
do can find new employment fairly quickly. In fact, it
is estimated that there are approximately 1.6 jobs
available for every person looking for employment.
Granted, this number fell from approximately 2 jobs
available per unemployed person last year, but it is



MARKET COMMENTARY | WEEKLY DISPATCH | May 19th, 2023

still above the historical average of 1-1.2 jobs, a level

that has been concurrent with manageable inflation.

With the unemployment rate at a 50-year low of
3.4%, it is hard to argue against the premise that
the labor market remains tight.

On the other side of the Fed’s dual-mandate,
inflation is proving to be stickier than initially
expected. Inflation is traditionally measured by the
Consumer Price Index or CPl. However, the Fed
tends to focus on Core CPI, which removes volatile
sectors like food and energy from its calculations.
As of last month, inflation, as measured by the CPI,
stood at 4.9% on a year-over-year basis. This
number has come down from the 8% level seen in
2022, but to give you a frame of reference, CPIl has
averaged 2.5% over the last decade. Removing last
year’s abnormally high number from the calculation,
the metric’s average drops to under 2%. Core CPI
has not moved much from April of last year, when it
stood at 6.1%, to its current level of 5.5%. Another
inflation metric followed by the Fed is the Personal
Consumption Expenditures Index or PCE, which
measures the prices of goods and services
purchased by consumers. Core PCE, which
excludes traditionally volatile food and energy, has
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remained largely unchanged since the beginning of
this year, standing at 4.6% as of its last
measurement in March. As we can see, although
inflation in general appears to be moving in the right
direction, it is doing so in a stubbornly slow fashion.

The question plaguing the markets at this point is:
What will the Fed do next regarding its dual
mandate? Jerome Powell has stated that fighting
inflation remains the primary concern. As we know,
the Fed has raised interest rates 10 times, by a total
of 500 basis points, since March of 2022 to try to
counter inflation. As we can see on the following
chart, the pace of rate hikes kicked into high gear in
the back half of last year but has slowed since.
Speculation now abounds on whether the Fed wiill
pause its rate increase at its next meeting in June
and begin cutting rates later this year. The data
show that markets are expecting a pause at the
next meeting and pricing in cuts later this year.
However, the Fed is pushing back, saying that
although it expects a reduction in rates in 2024 in
the range of 75 to 100 basis points, it will not cut
this year. In fact, it has not removed the probability
of another rate increase at its next meeting.We are
even seeing some dissent among Fed governors,

Fed Rate Hikes in the Current Hiking Cycle
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as 3 of the 7 governors are leaning towards
pausing, yet the remaining 4 are largely undecided.
Powell himself has said that he does not want to
stop too soon if inflation remains sticky, stating that
it is too premature to make that decision, and that
this will remain data dependent.

Our view is that the Fed will most likely pause at
its next meeting, and unlike the general market,
we believe that the Fed will not cut rates until
2024 unless economic conditions take a
meaningful turn for the worse. This view is shared
by Richard Clarida, Pimco’s Global Economic
Advisor and former vice-chair of the Federal
Reserve, as well as others in the industry. Needless
to say, our view is subject to change if we see the
data decisively pointing in a different direction, and
we will keep you informed with any updates or

changes.
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It is one thing if the Fed cuts rates because inflation
comes down while employment remains relatively
stable, akin to threading the needle with a soft
landing. It is another thing if the Fed cuts rates
because things are unraveling in the economy and
the Fed wants to avert further damage, a hard
landing. The first scenario would be good for the
markets, but given the reasonable possibility of the
second scenario, we feel it is better to be prudent
and position ourselves to protect profits and take
some chips off the table.

Click or scan this code to access more
insights at insigneo.com/insights



https://insigneo.com/insights
https://insigneo.com/insights

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 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 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 opinion, 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.



