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We’ve had plenty of growth 
scares over the past decade. 

This one is being driven by rates 
which are screaming higher.

The Fed is massively behind the 
curve, but we think their 

lessons have been learned. We 
expect rate hikes to be front 

loaded. 

Expect Fed Funds to be 3%-3.5% 
before their end of this 

tightening cycle.

The average time between a 
rate cut vs. the last rate hike is 5 
months. Will we see rate cuts in 

2023?

Inflation sensitive assets were 
ignored for the past 10 years. 

They are still cheap and serve as 
a good hedge against the 

deflation risks prevalent in most 
portfolios. 

We think CPI stays above 5% for 
another 2-3 years.

Stay OW short duration assets. 
Avoid long duration assets.

Whereas 2021 was characterized by 
easy money, peak economic growth, 
and peak corporate profits, 2022 is 

nearly the opposite. Money is being 
taken out of the system and we 
likely won't repeat the robust 

economic and earnings growth.

Astoria’s Current & Prospective Economic Outlook 

We might see peak inflation in 
2022. However, that doesn’t 

mean the bull market in 
inflation sensitive assets is over, 

but the rate of change could 
slow.
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Astoria’s Current & Prospective Economic Outlook (Continued) 

Q2 2022

What's the best case scenario 
for the Fed? They hike rates 

aggressively, tone down their 
balance sheet unwind, and the 
recession is contained to a few 

pockets of the market.

Will the bear make its ways 
from long duration assets 

(tech, bonds) over to value 
stocks, and inflation sensitive 
assets? Our base case is no, 

but we acknowledge that the 
Fed has very rarely ever 
managed a soft landing. 

Portfolio diversification will be 
crucial. Bear markets (and we 
are in one) must be invested 

very differently.

Should you fear a yield curve 
inversion? The answer is no, 

but portfolios should be 
properly diversified, include 

alternatives, and have a 
margin of safety.

Take profits in your winners 
especially if they are in the 

longer duration bucket.
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Astoria’s Macro Insights
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Bonds had a treacherous Q1

Q2 2022

Source: Bloomberg

US Investment Grade Bonds Suffer Worst Quarter Since 1980
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Source: Ryan Labs, Bianco Research, LLC

Bloomberg US Aggregate Index Monthly Total Returns

Let's not forget that bonds were in a bull market for the past 40 

years
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Sentiment is at 30 year lows. Is this a contrarian signal?  We think 

so.

Q2 2022

Source: Bespoke Investment Group, American Association of Individual Investors (AAII.com)

AAII Investor Bullish Sentiment: 1987-Present
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Per a CNBC segment at the Exchange: An ETF Experience 

Conference, inflation is #1 worry for advisors

Q2 2022

Source: CNBC TV

Inflation is the #1 Worry for Advisors

https://twitter.com/astoriaadvisors?lang=en
https://www.linkedin.com/in/john-davi-93414510/
https://www.astoriaadvisors.com/
https://www.facebook.com/AstoriaAdvisors/
https://www.instagram.com/astoriaadvisors/
https://www.youtube.com/channel/UC7ZACYMmID1JVm-gnR4ZorA


9Copyright 2021 Astoria Portfolio Advisors LLC

Astoria has been ahead of the curve with our Inflation Solutions.  

Our Inflation Sensitive ETF SMA model portfolio was created back 

in November of 2020.

Q2 2022

Source: AXS Investments, Astoria Portfolio Advisors

PPI in the Inflation Conservation 

Astoria's John Davi Highlights Inflation Sensitive ETF
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Inflation is a global problem

Q2 2022

Source: Bloomberg

Inflation Numbers in Both Germany and Spain are Shockingly High
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PPI in Italy remained at about 40% for a second month

Q2 2022

Source: Bloomberg

Italy PPI Manufacturing YoY 2010=100 – Last Price
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Source: Refinitiv, BLS, Federal Reserve, Twitter @JeffWeniger. Data as of 3/21/2022.

US Inflation vs. Fed Funds Rate

Either the Fed Funds rate needs to meaningfully rise, or CPI falls 

significantly. Our view is that the former is more likely to occur.
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US equities have historically underperformed both developed 

and emerging market stocks during previous hiking cycles

Q2 2022

Source: Bank of America Research Investment Committee, Global Financial Data, Bloomberg

Annualized Equity Total Returns for Hiking Cycles back to 1954
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Year curve inversions tend to precede a recession. However, the 

recessions usually occur with a lag once the curve inverts.  

Q2 2022

Source: Bloomberg

2-Year and 10-Year Yield Curve
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Multiples for large-cap indices have historically compressed 

when interest rates rose

Q2 2022

Source: LPL Research, FactSet. Data from March 1962 through March 23, 2022. Indexes are unmanaged and cannot be invested in directly. Past 
performance is no guarantee of future performance. PE = price/earnings ratio.

Higher Interest Rates Tend to Mean Lower Stock Valuations
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High PE ratios have historically led to lower S&P 500 Index 

returns

Q2 2022

Source: IBES, Refinitiv Datastream, Standard & Poor’s, JPMorgan Asset Management. Total annualized in percentage points. Data represents 
monthly data points since 1988.

S&P 500 Forward PE Ratios & Subsequent 10-year Returns
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Source: Bank of America Research Investment Committee, Global Financial Data

US Energy Market Cap as a % of the S&P 500

The Energy sector represents only 3% of the S&P 500! Back in 

2008, the sector was 15% of the index.
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The weight of cyclicals in the S&P 500 is at 100-year lows

Q2 2022

Source: Twitter @MichaelKantro

S&P 500 Index Composition
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Energy earnings estimates have risen sharply over the past 

month

Q2 2022

Source: LPL Research, FactSet. Data as of 4/13/22. Indexes are unmanaged and cannot be invested in directly. 

One Month Change in Consensus 2022 S&P 500 Earnings Per Share
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Source: Twitter @AstoriaAdvisors, Bloomberg, Astoria Portfolio Advisors 

Astoria on Bloomberg TV

Astoria has been quite clear about avoiding long duration assets
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Will we see rate cuts in 2023?

Q2 2022

Source: Twitter @MichaelKantrowitz

Number of Months from Last Rate Hike to First Cut 
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Astoria’s Current & 

Prospective Economic 

Outlook 
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How Portfolios Should be Allocating in 2022

Diversification is always smart. However, sticking to the same allocations 
may not pay off in inflationary times. The inflation sensitivity of the assets 
you hold will factor heavily into overall portfolio performance. Certain 
cyclical stocks and commodities have traditionally fared better in times of 
high inflation and others have characteristics suited for Inflation 2022-
style. The key is in the selection of the sectors and players most likely to 
benefit from rising prices.

Whereas 2021 was characterized by easy money, peak economic 
growth, and peak corporate profits, 2022 appears to be the opposite. 
Money is being taken out of the system, and the economy likely won't 
repeat the robust economic and earnings growth from last year.

We believe that the current weakness in the equity and bond market can 
be attributed to a growth scare and not a full-blown pending recession. 
Admittedly, we have seen pockets of acute weakness in sectors such as 
long dated nominal bonds, unprofitable technology, and hyper growth 
stocks. However, our base case is that this extreme weakness does not 
spread more broadly to all US equity sectors. Inflation sensitive assets 
avoided the acute weakness and relatively outperformed in Q1.

2022 = 
Different

Inflation
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How Portfolios Should be Allocating in 2022 (Continued)

Our view is that the Fed has been slow to react to the 
high growth of inflation and will lean on aggressive rate 
hikes to tame the stubbornly high levels of inflation. We 
estimate that the Fed Funds effective rate could reach as 
high as 3% before this tightening cycle is over. From our 
perch, despite a large year-to-date rally in inflation 
sensitive assets, such assets may still provide a level of 
portfolio protection and may have the potential to further 
benefit from higher levels of inflation. Inflation was 
notably lower over the past decade as interest rates fell 
and the overall cost of capital was cheap. Our view is that 
these dynamics spurred the growth of the technology 
sector which resulted in lower prices for goods and 
services and dampened inflation. Those forces are now 
working in reverse as interest rates and inflation are 
rising.
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How Portfolios Should be Allocating in 2022 (Continued)

As a result of the deflationary forces 
over the past decade, inflation sensitive 
assets were largely ignored as capital 
was allocated to deflationary sectors 
such as technology, consumer staples, 
and utilities, as well as nominal bonds. 
These asset classes performed well on a 
risk-adjusted basis which enforced the 
concept of reflexivity. The better these 
asset classes performed, the more 
capital flowed into them. However, our 
view is that we are entering into a 
paradigm shift where interest rates are 
on the rise and could remain 
structurally higher in the years to come. 
Under this new paradigm shift, assets 
that performed well when the discount 
rate was low may not produce the same 
level of risk-adjusted performance as 
interest rates rise.

Many inflation sensitive assets are still trading at a 
discount compared to the broader US large-cap core 
index and growth indices. For instance, the S&P 500 
Energy sector trades at a 10.6 Price-to-Earnings ratio 
based on 2022 estimates while the S&P 500 and 
NASDAQ-100 index trade at a 19.6 and a 25.5 Price-
to-Earnings ratio, respectively, based on 2022 
estimates.

Admittedly, inflation sensitive assets have seen strong 
returns over the past 12-18 months. That does not 
imply that the upside is limited, but we acknowledge 
that the rate of change could slow in the future. 

?
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How Portfolios Should be Allocating in 2022 (Continued)

As the inflation outlook remains heightened, investors will likely 
be paying strong attention to the next FOMC Meeting which is 

scheduled for May 3rd – May 4th. Market participants will likely 
focus on the possibility of any inter-meeting rate hikes, which 

could cause heightened levels of volatility if unanticipated. The 
size of the next increase, whether the hike is 25bps or 50bps, is 

also likely to be debated by the market in the coming weeks.

We expect heightening volatility to be one of the main stories for 
the balance of 2022. There is a direct linkage between easy money 

and lower levels of volatility. This reflexive concept is apparent 
when looking at the size of the Fed balance sheet, equity prices 

and implied volatility.
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How Portfolios Should be Allocating in 2022 (Continued)

Moreover, the spread between the 2-year US Treasury and the 10-
year US Treasury is close to inverting. This has historically sent an 

ominous signal to the marketplace. What does this mean for overall 
portfolio construction? We believe broadly owning a portfolio of 

diversified sets of asset classes, as well as owning multiple factors, 
inflation hedges, and alternatives will be paramount in 2022.

In summary, we believe there are three notable risks 
that the economy faces: 1) the Fed is behind the curve 
2) the Fed is looking to unwind its balance sheet at the 

same time it’s hiking interest rates 3) inflation 
continues to remain high. Will the economy be able to 
withstand these risks without going into a recession? 
Only time will tell, and we plan on addressing these 

risks in coming blogs and research reports.
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 Disclaimers | Not FDIC/NCUA Insured | Not a Deposit | May Lose Value | No Bank Guarantee | Not Insured | Past Performance is Not
Indicative of Future Returns

 As of the time of this writing, Astoria held positions in PPI on behalf of its clients. Please note that Astoria Portfolio Advisors serves as a 
subadvisor to the AXS Astoria Inflation Sensitive ETF. The information contained does not imply a recommendation for PPI. Readers should 
consult their financial advisor to determine if PPI is a suitable investment for their portfolio. For more information on PPI, please click here.

 There are no warranties implied. Astoria Portfolio Advisors LLC is a registered investment adviser located in New York. Astoria Portfolio Advisors 
LLC may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from registration requirements.

 Astoria Portfolio Advisors LLC’s web site is limited to the dissemination of general information pertaining to its advisory services, together with 
access to additional investment-related information, publications, and links. Accordingly, the publication of Astoria Portfolio Advisors LLC’s web 
site on the Internet should not be construed by any consumer and/or prospective client as Astoria Portfolio Advisors LLC’s solicitation to effect, or 
attempt to effect transactions in securities, or the rendering of personalized investment advice for compensation, over the Internet. Any 
subsequent, direct communication by Astoria Portfolio Advisors LLC with a prospective client shall be conducted by a representative that is either 
registered or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.

 For information pertaining to the registration status of Astoria Portfolio Advisors LLC, please contact the state securities regulators for those 
states in which Astoria Portfolio Advisors LLC maintains a registration filing. A copy of Astoria Portfolio Advisors LLC’s current written disclosure 
statement discussing Astoria Portfolio Advisors LLC’s business operations, services, and fees is available at the SEC’s investment adviser public 
information website – www.adviserinfo.sec.gov or from Astoria Portfolio Advisors LLC upon written request. Astoria Portfolio Advisors LLC does 
not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information prepared by 
any unaffiliated third party, whether linked to Astoria Portfolio Advisors LLC’s web site or incorporated herein and takes no responsibility therefor. 
All such information is provided solely for convenience purposes only and all users thereof should be guided accordingly.

 Astoria’s website and the information presented in this report is for educational purposes only and does not intend to make an offer or 
solicitation for the sale or purchase of any specific securities, investments, or investment strategies. Investments involve risk and unless 
otherwise stated, are not guaranteed. Be sure to first consult with a qualified financial adviser and/or tax professional before implementing any 
strategy. Our website and the information on our site are not intended to provide investment, tax, or legal advice.

 Past performance is not indicative of future performance. Indices are typically not available for direct investment, are unmanaged, and do not 
incur fees or expenses.
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 This information contained herein has been prepared by Astoria Portfolio Advisors LLC on the basis of publicly available information, internally 
developed data and other third-party sources believed to be reliable. Astoria Portfolio Advisors LLC has not sought to independently verify 
information obtained from public and third-party sources and makes no representations or warranties as to accuracy, completeness or reliability 
of such information.

 All opinions and views constitute judgments as of the date of writing without regard to the date on which the reader may receive or access the 
information and are subject to change at any time without notice and with no obligation to update.

 This material is for informational and illustrative purposes only and is intended solely for the information of those to whom it is distributed by 
Astoria Portfolio Advisors LLC. No part of this material may be reproduced or retransmitted in any manner without the prior written permission 
of Astoria Portfolio Advisors LLC.

 Investing entails risks, including possible loss or some or all of the investor’s principal. The investment views and market opinions/analyses 
expressed herein may not reflect those of Astoria Portfolio Advisors LLC as a whole and different views may be expressed based on different 
investment styles, objectives, views or philosophies. To the extent that these materials contain statements about the future, such statements are 
forward looking and subject to a number of risks and uncertainties.

 Any third party websites provided on www.astoriaadvisors.com or in this report are strictly for informational purposes and for convenience. 
These third party websites are publicly available and do not belong to Astoria Portfolio Advisors LLC. We do not administer the content or control 
it. We can not be held liable for the accuracy, time sensitive nature, or viability of any information shown on these sites. The material in these 
links are not intended to be relied upon as a forecast or investment advice by Astoria Portfolio Advisors LLC, and does not constitute a 
recommendation, offer, or solicitation for any security or any investment strategy. The appearance of such third-party material on our website 
does not imply our endorsement of the third party website. We are not responsible for your use of the linked site or its content. Once you leave 
Astoria Portfolio Advisors LLC's website, you will be subject to the terms of use and privacy policies of the third-party website.
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