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Bonds Are Having Their Worst Year Since 1994!

Astoria Has Been Warning About the Dangers Of The Bond Market.

o The Bloomberg Barclays US Aggregate Bond Index is currently having its worst yearly return since
1994 (see chart below).
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Source: Bloomberg, Astoria Portfolio Advisors. Year to Date returns for 2018 are as of October 18, 2018.

o To put 2018’s disappointing return into perspective, the Bloomberg Barclays US Aggregate Bond Index
has registered only 3 negative total return years in the past 40.

o At Astoria, we are not surprised by this year’s disappointing US bond returns. We have long warned
about the challenges that bonds face in an environment where valuations are expensive (hence, no
margin of safety), US rates are rising, and US inflation is trending higher. To read our previous blogs on
the danger of the bond market, click here, here, and here.
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10-Year Real Yields Are Up Nearly 40bps Since Late August 2018
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o Astoria has been particularly vocal about avoiding most traditional US credit and interest rate spread
products. Moreover, we have suggested that bonds would no longer provide the downside
protection towards equities as they did in the past.

Astoria Isn’t Surprised with the Equity Sell-Off Either.

o On abroader scale, Astoria isn’t surprised by the equity market selloff. In fact, we wrote an op-ed
article on ETF.com titled "Time to De-Risk Your ETF Portfolio" on Sep 13, 2018 (click here) arguing that
investors should tactically rotate their ETF portfolios into higher quality assets across asset class. Given
that the SPY ETF has fallen 7.3% (peak to trough post our article) and bonds are having their worst
year since 1994, Astoria believes we had the right call.
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Keep Your Eye On The VVIX. The Volatility of Volatility Index (VVIX) Spiked Higher In October And
Remains At Elevated Levels.
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Source: Bloomberg, CBOE, Astoria Portfolio Advisors
Don't Rely On Bonds to Hedge Your Equity Risk

o The Equity Risk Premium is well understood. Equities have outperformed all major asset classes over
extended periods of time (i.e. the concept of holding “Stocks for the Long Run”).

o Astoria has been vocal in suggesting that investors should earn their equity risk premium but in doing
so, construct a diversified portfolio, hedge equity risk appropriately, diversify across factor exposures,
largely avoid bonds, include inflationary linked assets, and utilize cash to produce attractive risk
adjusted returns across varying market cycles.

o Everyone looks like a hero when the market goes straight up (as it did last year) with no volatility. We
would argue that most of the 2012-2017 period exhibited abnormally low volatility along with a
momentum driven US market (by definition, QE provided a floor for most financial assets).

o Astoria argued that 2018 would be quite different. Astoria presented at a Bloomberg Best Ideas
conference in Dec 2017 (click here) and went on Bloomberg TV in Dec 2017 (click here) arguing that
investors needed to hedge their risk assets in 2018. That was our motto for this year and we continue
to believe that is the right strategy.

Most Portfolios That Use Stocks And Bonds Are Likely To Be Disappointed Thus Far in 2018.

o If 2018 ended today, most multi-asset investors would be disappointed if they relied solely on bonds
to hedge their equity risk. At the start of 2018, the consensus equity trades were to be overweight
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International Markets (EM and then DM in that order) and underweight the US equity
market. Meanwhile, SPY (S&P 500) has outperformed ACWX (All Country World ex US ETF) by 15%
from December 29, 2017 to October 18, 2018).

o As bonds have been in a powerful bull market for the past 40 years and have been mostly uncorrelated
to stocks, most investors use bonds to hedge their equity risk. When you factor in a traditional model
portfolio (60% stocks and 40% bonds) and adjust for the volatility of bonds, 2018 is likely to be tough
for investors that weren’t properly diversified.

Bonds Will Continue To Struggle If Inflation Break-evens Continue To March Higher.
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Why Do People Use Bonds?

o It's simple to understand why investors have gravitated towards bonds the past half a century. As
mentioned above, US bonds have produced only 3 negative years out of the past 40. Buying a broad-
based US bond portfolio, historically would have given you high income, diversification, and carry.
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Illustration only. Source: Astoria Portfolio Advisors

o Since 2009, investors have poured over $2 trillion into bond funds and ETFs. Unfortunately, most of
the historical attributes for bonds have declined significantly in our view.
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o In 2015 & 2016, investors began buying bonds for growth and bought dividend yielding stocks for
income and perceived levels of safety. That is the ultimate irony! Bonds are supposed to be a boring,
dull, and relatively low risk asset. Certainly, they aren’t designed to provide growth!

o Meanwhile, stocks are levered instruments, carry debt, and contain asymmetrical risks to the
downside. Stocks may appear to be low volatility when US rates fall below 2% but in an era of rising
US rates, high dividend yielding stocks are likely to become highly volatile.

o Inarecent Yahoo! Finance interview (click here), we commented that on a per unit of risk basis, cash
and ultra-short bond funds are significantly more attractive than high yield bonds or intermediate
corporate bonds.

o Astoria strongly believes that multi asset portfolios should look at other asset classes such as
commodities (a play on inflation and provides positive carry), alternatives (systematic HF replication,
convertible bonds, gold), and utilize cash to help soften the volatility of one’s portfolio (as opposed to
using bonds).

The Days Of Being Outright Long Beta Are Over.

o Nobody truly knows the direction of US rates. If we knew the forward level of US rates, we would all
position our portfolios accordingly.

o Astoria’s vantage point is that US rates are starting from such a low base and investors aren’t
providing themselves with any margin of safety should rates rise higher. Moreover, there are other
ways to generate income or to diversify one’s portfolio (this is exactly what Astoria’s ETF Model
Portfolios have been doing).

o Bonds were a great investment when central bonds globally gobbled up $15 trillion in financial assets
(a good chunk of which were bonds). Those days are now largely over (with the exception of the BOJ)
and Astoria believes that bonds will be securely

challenged in an environment where interest rates are trending higher, rising inflation, and expensive
valuations.

Everything Works...Until It Doesn’t. Hence, Why Astoria Has Advocated Hedging One’s Portfolio.
o There is a saying on Wall Street that everything works - until it doesn't. Well, bonds worked great
over the past 40 years but we believe the probability of material positive returns for traditional credit

and spread products will be challenged in the years to come.

o Inarecent blog (click here), Astoria highlighted that in 2018 there have been a series of events which
separately may appear “inconsequential” but packaged together represent an important trend. It
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started with the collapse of the VIX ETN product suite in Q1 2018. Around the same time, the
cryptocurrency space accelerated its decline (most coins are down 50-75% this year). China
subsequently began its decline (it is now down 50% since June 2015). The China slowdown along with
trade tariffs have put the broader EM equity, currency, and debt space into a bear market.

o As mentioned above, the US bond index is having its worst year since 1994. Some market pundits have
argued that there is a bear market brewing and has been rotating around various asset classes. We
tend to agree.

o Does that mean Astoria is bearish? No. We are attracted to assets where there is intrinsic value and
especially where we can purchase those assets below intrinsic value. But Astoria continues to
advocate alternatives, diversify across factor exposure, and to largely avoid bonds where there is no
margin of safety. Remember, markets trade on the margin and the rate of change ultimately drives
financial assets.

How Does Astoria Distinguish Itself?

o In Astoria's Multi-Asset Risk Strategy (MARS) ETF portfolio, we own 64% in stocks (of which we are
diversified globally and across factors) and we are hedging our risk via alternatives, gold, non-
traditional fixed income products, and cash. We believe products such as SRLN (Senior Loans), CWB
(Converts), VTEB (Munis), VMBS (Mortgage Backed), IGSB (Short Term Corporate Bonds: effective
duration = 2.7), QAI (Systematic HF replication), and IAU (Gold) offer a more compelling opportunity
than traditional bonds.

o Ifyou are interested in viewing our MARS ETF portfolio or any of the other solutions that Astoria
provides (income, strategic, tactical, and long-term asset allocation strategies), click here.

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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