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GLOBAL GROWTH SLOWDOWN + DOWNSIDE RISK FROM TRADE = 

MORE DEFENSIVE POSITIONING ACROSS STOCKS AND BONDS

Á Increased concerns about global growth slowing and downside risks from trade resulted in deteriorating macro-economic conditions in the first 
half of 2019. As a result of the prevailing financial conditions, the U.S. Federal Reserve has signaledit is open to cutting interest rates to stimulate 
growth and sustain the current economic expansion.

Á The S&P 500 index produced a return of 17.35%in the first half of 2019, its best first half since 1997. In our view, the current year to date index 
returns in the U.S. are unlikely to continue at this rapid pace.

Á We continue to advocate a globally diversified, multi-factor, multi-asset ETF. Moreover, we strongly believe sticking with a long-term investing 
Ǉƭŀƴ ǿƛƭƭ ƛƴŎǊŜŀǎŜ ǘƘŜ ǇǊƻōŀōƛƭƛǘȅ ƻŦ ŀŎŎƻƳǇƭƛǎƘƛƴƎ ƻƴŜΩǎ ŦƛƴŀƴŎƛŀƭ ƎƻŀƭǎΦ

Á At its June meeting, the U.S. Federal Reserve Chairman, Jerome Powell, announced that the committee would keepthe U.S. federal funds rate 
target range steadyat 2.25-2.50%.However, the Federal Reserve provided a strong indicationthat it is open to cutting interest ratesin order to 
sustain the current economic expansion.

Á A significant number of the committee members now favor an interest rate cut of 50bps before year end. Seven members now see 50bps of rate 
cuts in 2019, one sees a 25bps rate cut, and eight members see interest rates on hold. That's a significant shiftfrom the March FOMC meeting 
where eleven members saw rates on hold this year.

Á In our view, the Federal Reserve is reacting to a weaker global growth environment, rising uncertainty about trade policy, and negative sentiment 
about the global economic outlook.

Executive Summary

U.S. Federal Reserve
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THERE IS NO CLEAR PATH TOWARDS A COMPREHENSIVE  TRADE 

RESOLUTION

Á The inversion of the U.S. yield curve is a topic that the financial media continues to caution followers. Historically, a negative yield curve implies 
investors expect future short-term rates to be lower as the Federal Reserve eases policy in response to a potential recession. According to J.P. 
Morgan Research, 7 out of the 8 U.S. yield curve inversions since 1960were followed by a recession.

Á While the media has been focusing on the 3-month Treasury bill vs. 10-year Treasury inverted yield curve, not all parts of the U.S. interest rate 
yield curve are inverted. For instance, the 2-year vs. 10-year spread remains positiveat 24.82bpsas of June 28, 2019. In fact, the 2-year vs. 10-
year spread has historically been more of a bellwether for predicting economic recessions and has been steadily steepeningsince the 4th quarter 
of 2018.

Á According to J.P. Morgan Research, the number of months between the 2-year vs. 10-year inversion and the subsequent recession has increased 
(17 months) for the prior 3 yield curve inversions compared to the prior four inversions (9 monthsύΦ aƻǊŜƻǾŜǊΣ WΦtΦ aƻǊƎŀƴΩǎ wŜǎŜŀǊŎƘ ƎǊƻǳǇ ƴƻǘŜǎ 
that there was a 22-month lagbetween the time the yield curve inverted in 2008 and the subsequent recession.

Á The NY Federal Reserve Bank maintains a Recession Probability Index for the next 12 monthsŀƘŜŀŘΦ !ǎ ƻŦ aŀȅ омΣ нлмфΣ ǘƘŜ b¸ CŜŘŜǊŀƭ wŜǎŜǊǾŜΩǎ 
Recession Probability Index for 2020 stands at 29.62%.

Yield Curve

Tariffs

Á The G20 summit took place on June 28, 2019. The U.S. administration announced that it will hold off on 25% tariffs on the remaining US$300 
billion U.S. imports from China. China announced that it would continue to purchase agricultural products from the U.S. Moreover, both countries 
announced it will roll back some non-tariff barriers such as restrictions on high-tech exports by U.S. companies. 

Á The bad news is that uncertainty remains as there is no clear path towards a comprehensive resolution. From Astoria's perch, we believe that 
lingering uncertainty will continue to provide an overhang on the global economic outlook and trade and will lead a drag on global growth in the 
second half of 2019 and into 2020.
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ECONOMIC DATA CONTINUES TO GET WORSE

Á Global economic data has deteriorated 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. A slowdown in various economies globally along with trade concerns have been 
the key drivers behind the weakness in manufacturing data.

Á The U.S. economy ƛǎƴΩǘ ƛƳƳǳƴŜto the global growth slowdown. The Atlanta Fed GDPNowForecast Model is 1.50%as of June 28, 2019. On August 1, 2018, this 
model was forecasting GDP to be 4.95%.

Á aŜŀƴǿƘƛƭŜΣ aƻǊƎŀƴ {ǘŀƴƭŜȅΩǎ .ǳǎƛƴŜǎǎ /ƻƴŘƛǘƛƻƴǎ LƴŘŜȄ ǊŜŎŜƴǘƭȅ ƘŀŘ ƛǘǎ largest one-month declinesince 2002 and is near its 2008 Great Financial Crisis level .

Á U.S. stock valuations are neither cheap nor expensive. According to FactSet Research Systems, the S&P 500 Index forward P/E ratio is 16.6x as of June 28, 2019 
and is slightly above the 5-year average (16.5x) and the 10-year average (14.8x).

Á From a long only ETF factor perspective, Quality, Size, andMomentumhave outperformed the most thus far in 2019.

Economic Data, Valuations, and Portfolio Construction

Á hƴ ǘƘŜ ōŀŎƪ ƻŦ ǘƘŜ ¦Φ{Φ CŜŘŜǊŀƭ wŜǎŜǊǾŜΩǎ ƳƻǊŜ ŀŎŎƻƳƳƻŘŀǘƛǾŜ ǎǘŀƴŎŜ ƛƴ ǘƘŜ мǎǘ ǉǳŀǊǘŜǊΣ LƴǘŜǊƴŀǘƛƻƴŀƭ 5ŜǾŜƭƻǇŜŘ ŀƴŘ 9ƳŜǊƎƛƴƎ Markets equities posted 
strong returnsin the 1st half of 2019. The Shanghai Stock Exchange Composite Index (China) increased by 20.96% (in CNY terms), the Euro STOXX 50 Index 
(Europe) rose by 19.81%(in Euro terms), the MSCI Emerging Markets Index was up 11.06%(in USD terms), and the Nikkei 225 Index (Japan) increased by 
7.53% (in Japanese Yen terms).

Á The Bloomberg Dollar Spot Index (BBDXY) decreasedby 0.75%in the 1st half of 2019. 

Á According to ETFAction.com, the iShares MSCI ACWI ex U.S. ETF (ACWX) currently has a P/E ratio of 13.60x based on 2019 analyst estimates. This is 
significantly lower than the SPDR S&P 500 ETF (SPY) which has a P/E ratio of 17.47xbased on 2019 analyst estimates. 

Á In our view, Emerging Market equities (China in particular) remainattractive for long term investors as they are trading at a substantial valuation discount
compared to the U.S. stock market. According to ETFAction.com, the iShares MSCI China ETF (MCHI) is projected to have 15.00%EPS growth based on 2019 
analyst estimates whereas the S&P 500 ETF (SPY) is projected to have only 3.75%.

International Equities
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ASTORIA'SETF POSITIONING ACROSS FIXED INCOME

Á U.S. interest rates declined across various maturitiesin the 1st quarter. Yields on the 2-year, 10-year, and 30-yearU.S. Treasury Bonds were 
1.75%, 2.01%,and 2.53% respectivelyas of June 28, 2019. Given that the U.S.yield curve is relativelyflat , we believe ultra-short duration bond 
funds are providing investors with a more attractive opportunity compared to longer duration bond funds. 

Á The Bloomberg Barclays U.S. Aggregate Bond Index is up 6.11% as of the end of the 1st half. We continue to prefer owning higher quality U.S. 
bondsacross our portfolios. We maintain an overweight positionin U.S. municipal bondsand U.S.mortgage-backed securities, both of which 
are highly rated. In fact, between 75-80%ƻŦ ƻǳǊ ŦƛȄŜŘ ƛƴŎƻƳŜ ōƻƴŘǎ ŀŎǊƻǎǎ ōƻǘƘ !ǎǘƻǊƛŀΩǎ ǎǘǊŀǘŜƎƛŎ ŀƴŘ ŘȅƴŀƳƛŎ 9¢C ǇƻǊǘŦƻƭƛƻǎ ŀǊŜ ǊŀǘŜŘ ŜƛǘƘŜǊ 
AAAor AA.

Fixed Income

Commodities

Á Along with stocks and bonds, commodities posted positivereturns in the 1st half. The Bloomberg Commodity Index increased by 3.83%although, 
once again, there were notable divergences across the complex. The United States Oil ETF (USO) increased by 24.64%, Invesco the SPDR Gold ETF 
(GLD) rose by9.86%,DB Base Metals ETF (DBB) climbed by 0.71%, and the Invesco DB Agriculture ETF (DBA) declined by 2.18%.

Á We do not think rising inflation is a major risk for the economy.This is in fact a key reason why the U.S. Federal Reserve stopped raising interest 
rates. We are closely monitoring the New York Federal Reserve Underlying Inflation Gauge Index which hassteadily declined since June 2018 .

Á We have written that gold was attractivein a multi-asset portfolio as it serves as a valuablediversifierduring times of stress. As a reminder, our 
gold allocation helped soften our portfolio volatility in the 4th quarter of 2018 as gold rose7.53%while the S&P 500 Index declined 13.52%.

Market Timing

Á Our long-standing view is that timing the market top and bottom is extremely difficultand that investors are incentivized to stay fully invested. 
The past 3 quarters have proved our point. The S&P 500 Index declined 13.52%in the 4th quarter of 2018 and then rallied 17.35%in the 1st half 
of 2019. We continue to advocate not only to stay fully investedbut to maintain a globally diversified, multi-asset portfolio.
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Source: Morgan Stanley Research.

MORGAN STANLEYõS BUSINESS CONDITIONS INDEX IS NEAR ITõS 

2008 GREAT FINANCIAL CRISIS LEVEL

There has been a 
significant drop in 
aƻǊƎŀƴ {ǘŀƴƭŜȅΩǎ 

Business Conditions 
Index.
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Source: WisdomTree, 
https:// mobile.twitter.com/JeffWeniger/status/1144344707599929345/
photo/1

Is China as 
risky as market 
pundits claim?

CHINAõS 5 YEAR CDSLEVEL IS CURRENTLY AMONGST THE LOWEST 

IN ALL OF EMERGING MARKETS
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Source: Bloomberg, Astoria Portfolio Advisors. Data accessed on June 28, 2019.
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HISTORICALLY,AN INVERTED YIELD CURVE HAS PRECEDED A 

RECESSION.THE 3-MONTH 10YEAR CURVE HAS INVERTED.
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Source: Bloomberg, Astoria Portfolio Advisors. Data accessed on June 28, 2019.
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WHILE THE 3-MONTH 10YEAR CURVE HAS INVERTED, THE 2 YEAR 10 

YEAR HAS BEEN STEEPENING.
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Source: Bloomberg, Astoria Portfolio Advisors. Data accessed on June 28, 2019.
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THE NY FEDERAL RESERVE BANK MAINTAINS A RECESSION PROBABILITY 

INDEX FOR THE NEXT 12 MONTHS AHEAD. CURRENTLY, THE NY FEDERAL 

RESERVEõS RECESSION PROBABILITY INDEX FOR 2020 STANDS AT 29%.
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Source: Bloomberg, Astoria Portfolio Advisors. Data accessed on June 28, 2019.
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GLOBAL ECONOMIC DATA 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.
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Source: Atlanta Federal Reserve Bank, Bloomberg, Astoria Portfolio Advisors. Data accessed on June 28, 2019. 
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THE ATLANTA FED GDPNOW FORECAST IS CURRENTLY 1.49%, 

WHICH IS UP FROM A CYCLE LOW OF 0.17% ON MAR 11, 2019.
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Source: Bloomberg, Astoria Portfolio Advisors. Data accessed on June 28, 2019.
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ALONG WITH STOCKS AND BONDS, COMMODITIESPOSTEDPOSITIVERETURNSIN THE 
1ST HALF. THE BLOOMBERG COMMODITY INDEXINCREASED BY3.83%ALTHOUGH, ONCE AGAIN, 
THERE WERE NOTABLE DIVERGENCES ACROSS THE COMPLEX.THE UNITED STATES OIL ETF 
(USO)INCREASED BY24.64%,INVESCOTHE SPDR GOLD ETF (GLD)ROSEBY9.86%,DB BASE METALS 
ETF (DBB)CLIMBEDBY0.71%,AND THE INVESCO DB AGRICULTURE ETF (DBA) DECLINED BY 2.18%.
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ON THE BACK OF THEU.S.FEDERAL RESERVEõS MORE ACCOMMODATIVE STANCE IN THE 
1ST QUARTER, INTERNATIONAL DEVELOPED AND EMERGING MARKETS EQUITIES POSTEDSTRONG 
RETURNSIN THE 1ST HALF OF 2019.THE SHANGHAI STOCK EXCHANGE COMPOSITE INDEX 
(CHINA) INCREASED BY20.96%(IN CNY TERMS), THE EURO STOXX 50 INDEX (EUROPE)ROSE 
BY19.81%(IN EURO TERMS), THE MSCI EMERGING MARKETS INDEXWAS UP 11.06%(IN USD TERMS), 
AND THE NIKKEI 225 INDEX (JAPAN)INCREASED BY7.53%(IN JAPANESEYEN TERMS).

Source: Bloomberg, Astoria Portfolio Advisors. Data accessed on June 28, 2019.
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Source: Federal Reserve Bank of NY, Bloomberg, Astoria Portfolio Advisors. Data accessed on June 28, 2019.
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THE NEW YORK FEDERAL RESERVE UNDERLYING INFLATION GAUGE 

INDEX WHICH HAS STEADILY DECLINED SINCE JUNE 2018. 


