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Recession Fears Overblown 
 

Photo Source: Pixabay.com 

 
Key Highlights 
 

o Markets experienced a global growth slowdown – not a recession. 

o Market pundits have been warning about a flattening yield curve and a potential recession for most of 

the 1st quarter. 

o Had you listened to those pundits, you would have missed out on one of the best quarters since the 

Great Financial Crisis. 

o Global growth slowdown likely to trough in the first half. 

o Maintain a globally diversified, multi-factor, and multi-asset ETF portfolio. 

 
 

https://pixabay.com/illustrations/financial-crisis-stock-exchange-544944/
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Executive Summary 
 

o We suggested in our 4th quarter commentary that volatility would remain high in 2019 unless there 
was a material improvement in trade negotiations, the U.S. Federal Reserve became more 
accommodative, or global economic data improved. Two of these three risk factors materially 
improved in the 1st quarter which resulted in a strong rally in equities globally. 

 
o Furthermore, we wrote that the U.S. Federal Reserve needed to be more accommodative with not 

only their interest rate policy but also with their balance sheet unwind in order to ensure stability in 
the financial system. Essentially, this is what the Federal Reserve announced at its March FOMC 
meeting.  

 
o The S&P 500 Index increased by 13.65% in the 1st quarter which was its best quarterly return since 

2009. From December 24, 2018 through March 29, 2019, the S&P 500 Index is up a remarkable 
21.22%. 

 
 
U.S. Federal Reserve 
 

o The U.S. Federal Reserve Chairman, Jerome Powell, kept the federal funds target range unchanged at 
2.25-2.50% at the March FOMC meeting. Moreover, the Federal Reserve indicated no plans for 
interest rate hikes in 2019 and provided a more accommodative policy path over the next couple of 
years. The Federal Reserve plans to wind down its balance sheet normalization beginning in May 2019, 
with the program concluding at the end of September 2019. 

 
o The Federal Reserve now expects a slightly higher unemployment rate in the coming years. The 

unemployment rate is now projected to be 3.7% at year-end, up from 3.5% previously. The 
unemployment rate is projected to increase in 2020 and 2021. 
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Yield Curve 
 

o The inversion of the U.S. yield curve is a topic that the financial media has discussed quite a bit lately. 
Specifically, the 3-month Treasury bill vs. 10-year Treasury bond yield curve turned negative for the 
first time since 2006 (see chart below).  

 

Source: Bloomberg, Astoria Portfolio Advisors 
 

o However, not all parts of the U.S. interest rate yield curve have inverted. For instance, the 2s10s spread 
remains positive at 14bps as of March 29, 2019 (see chart below). In fact, the 2s10s spread has 
historically been more regarded for recession concerns. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Bloomberg, Astoria Portfolio Advisors 
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o According to J.P. Morgan Research, 7 out of the 8 U.S. yield curve inversions since 1960 were followed 
by a recession. However, contrary to the negative concerns of an inversion by the financial media, 
equites historically have produced strong returns in the quarters following an inversion. Moreover, 
according to J.P. Morgan Research, the number of months between the 2s10s inversion and the 
subsequent recession has increased (17 months) for the prior 3 inversions compared to the prior four 
instances (9 months). Moreover, J.P. Morgan’s Research group notes that there was a 22-month lag 
between the time the yield curve inverted in 2008 and the subsequent recession. The bottom line 
from Astoria Portfolio Advisors is that portfolios should certainly be rebalanced to prepare for a late 
cycle environment, but investors shouldn’t panic over recession fears just yet.  
 

o The NY Federal Reserve Bank maintains a Recession Probability Index for the next 12 months ahead. 
Currently, the NY Federal Reserve’s Recession Probability Index for 2020 stands at 24% (see chart 
below).  

 

Source: Bloomberg, NY Federal Reserve Bank, Astoria Portfolio Advisors 
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Tariffs 
 

o Trade discussions between the United States and China continue to progress in a positive direction. 
We have argued that if there was a trade resolution, International Developed and Emerging Market 
equities would stand to benefit the most. Year to date, International equities have posted strong 
returns which we will discuss below.  

 
 
Economic Data, Valuations, and Portfolio Construction 
 

o Global economic data deteriorated in 2018 and remains weak in 2019. The J.P. Morgan Global 
Manufacturing Purchase Managers Index, which is a measure of economic health for the 
manufacturing and service sector, has steadily declined since early 2018 (see chart below). A 
slowdown in the Chinese and European economies along with trade concerns have been among the 
key drivers behind the global growth weakness.  

 

Source: Bloomberg, JP Morgan, Astoria Portfolio Advisors 
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o The United States economy isn’t immune to the global growth slowdown. The Atlanta Fed GDPNow 
Forecast Model is 1.71% as of March 29, 2019. It is worth noting that the model reached a 2-year low 
of 0.17% on March 12, 2019. We believe the weakness in global economic data will trough in the 1st 
half of 2019. In fact, the stock market’s significant rally in 2019 could very well reflect our view.  

 

Source: Bloomberg, Atlanta Federal Reserve Bank, Astoria Portfolio Advisors 

 
o According to FactSet, the S&P 500 Index forward P/E ratio is 16.3x as of March 29, 2019 and is slightly 

below the 5-year average (16.4x) but above the 10-year average (14.7x). Our preference is for U.S. 
stocks with above average growth, strong balance sheets, and low financial leverage.  
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o Despite investors being 'all in' on defensives to start 2019, several cyclical sectors have outperformed 
the S&P 500 Index in the 1st quarter. Technology (+19.4%), Industrials (+16.6%), Energy (+15.4%), and 
Consumer Discretionary (+15.3%) have all outperformed the S&P 500 by a healthy margin in the 1st 
quarter. 

 

Source: Bloomberg 

 
o Our strategic models went overweight equities in mid-January (after being underweight in 2018) as we 

felt a more accommodative Federal Reserve would bode well for stocks. Plus, we thought U.S. 
valuations were very attractive after the massive decline in the 4th quarter. Our ETF portfolios are now 
overweight U.S., underweight Europe, underweight Japan, and overweight Emerging Market equities 
relative to our benchmarks.  

 
 
International Equities 
 

o On the back of the Federal Reserve’s more accommodative stance, International Developed and 
Emerging Markets equities posted strong returns in the 1st quarter. The Shanghai Stock Exchange 
Composite Index (China) increased by 23.94% (in CNY terms), the Euro STOXX 50 Index (Europe) rose 
by 12.85% (in Euro terms), the MSCI Emerging Markets Index was up 10.26% (in USD terms), and the 
Nikkei 225 Index (Japan) increased by 6.81% (in Japanese Yen terms). The Bloomberg Dollar Spot Index 
(BBDXY) increased by 0.21% in the 1st quarter.  
 

o In our view, International equities remain attractive as they are trading at a sizable valuation discount 
compared to the U.S. stock market. According to ETFAction.com, the iShares MSCI ACWI ex U.S. ETF 
(ACWX) currently has a P/E ratio of 13.07 based on 2019 analyst estimates. This is significantly lower 
than the SPDR S&P 500 ETF (SPY) which has a P/E ratio of 16.74x based on 2019 analyst estimates.  
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Fixed Income 
 

o U.S. interest rates declined across various maturities in the 1st quarter. Yields on 2-year, 10-year, and 
30-year U.S. Treasury Bonds were 2.26%, 2.40%, and 2.81% respectively as of March 29, 2019. Given 
that the U.S. yield curve is relatively flat, we believe ultra-short duration bond funds are providing 
investors with a more attractive opportunity compared to longer duration bonds.  

 
o We were cautious on the fixed income marketplace in 2018 as we thought yields and inflation would 

rise. This was the right call for the majority of 2018 as the Bloomberg Barclays U.S. Aggregate Bond 
Index was down 2.65% from January 1, 2018 through November 2, 2018. However, as the stock market 
began its decline in the 4th quarter, bonds staged an impressive rally in the final 7 weeks. For the 
calendar year of 2018, the Bloomberg Barclays U.S. Aggregate Bond Index was up 0.01%.  
 

o The Bloomberg Barclays U.S. Aggregate Bond Index is up 2.94% as of the end of the 1st quarter. We are 
now less pessimistic on U.S. fixed income bonds in 2019. However, we continue to prefer owning 
higher quality U.S. bonds across our portfolios. We maintain an overweight position in U.S. municipal 
bonds and U.S. mortgage-backed securities, both of which are highly rated. In fact, over 70% of our 
fixed income bonds are rated AAA or AA. Our largest underweight is in U.S. Treasury securities. 
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Commodities 
 

o Along with stocks and bonds, commodities rebounded in the 1st quarter. The Bloomberg Commodity 
Index increased by 5.70% although, once again, there were notable divergences across the complex. 
The United States Oil ETF (USO) increased by 29.40%, Invesco DB Base Metals ETF (DBB) increased by 
10.72%, the SPDR Gold ETF (GLD) rose 0.63%, and the Invesco DB Agriculture ETF (DBA) declined by 
2.77%.  

 

Source: Bloomberg 
 

o We do not think rising inflation is a major risk for the economy. We are closely monitoring the New 
York Federal Reserve Underlying Inflation Gauge Index which has steadily declined since June 2018 
(see chart below).  

 

Source: Federal Reserve Bank of NY, Bloomberg, Astoria Portfolio Advisors 
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o We have written that gold was attractive in a multi-asset portfolio as it serves as a valuable diversifier 
during times of stress. As a reminder, our gold allocation helped soften our portfolio volatility in the 4th 
quarter as gold rose 7.53% while the S&P 500 Index declined 13.52%. As highlighted above, Gold was 
up marginally in the 1st quarter showing that its low correlation to stocks still exists.  

 
 

Alternatives and Market Timing 
 

o In 2018, our view was that liquidity would decline due to higher U.S. interest rates and the U.S. 
Federal Reserve implementing their Quantitative Tightening program. We repeatedly wrote that a 
continuation of trade protectionism polices could further increase the probability of a full-blown trade 
war, leading to a decline in stocks. For these reasons, we included alternatives across all our ETF 
portfolios in 2018.  
 

o However, higher interest rates and a full-blown trade war are less of a risk factor at this juncture, so 
we have reduced some of our alternatives exposure in our strategic ETF portfolios. We are primarily 
utilizing bonds (and cash) to dampen our portfolio volatility during stressed markets in our strategic 
portfolios. However, our Multi Asset Risk Strategy (MARS) ETF Portfolio still maintains a healthy 
allocation towards alternatives.  

 
o Our view has been that timing the market top and bottom is extremely difficult and that investors are 

incentivized to stay fully invested in strategic asset allocation portfolios. The last two quarters proved 
our point. The S&P 500 Index declined 13.52% in the 4th quarter and rallied 13.65% in the 1st quarter of 
2019. We continue to advocate not only to stay fully invested but to maintain a globally diversified, 
multi-factor, and multi-asset ETF portfolio.  

 
In our next report, we will drill further into the fundamental characteristics of Quality ETFs.  
 
Best, John Davi 
Founder & CIO of Astoria  
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Warranties & Disclaimers  

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. This website and information presented 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. This website and information 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. 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. Any ETF Holdings shown are for illustrative purposes only and are subject to 
change at any time. 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. 
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