
W W W . A S T O R I A S T R A T E G I C W E A L T H . C O M
T E X A S - B A S E D  -  S E R V I N G  C L I E N T S  N A T I O N A L L Y

P A G E  |  1

WHEN RISK MATTERS
The first half of 2022 is now behind us, but what a difficult market environment it was: the U.S. "stock
markets post[ed] [the] worst first half of a year in over five decades" and investors appear to be "bracing
for more volatility ahead" (Source: WSJ). Even broad-based U.S. bonds are down 11% year-to-date (as
measured by the Bloomberg Aggregate Bond Index) - the typically more stable part of a portfolio.

It is during times like these that the investor witnesses that risk and return are indeed quite linked. While
fixed income was down for the quarter, it was down "only" 4.7% vs. 16.9% for the broader U.S. stock
indexes (as measured by the Bloomberg Aggregate Bond Index and the CRSP US Total Stock Market,
respectively), so fixed income did provide a decent buffer for the broader rout in stocks although it was
not left unscathed. Further, investors are reminded that not all riskier or growth-oriented strategies
actually translate to higher realized growth (particularly depending on the timeline) - especially when
some investors have chased ever higher and higher valuations. Crypto and technology companies in
particular have faced the brunt of the declines for the year. With the swift declines bringing many equity
markets down 20% from their previous highs (referred to as a bear market), it is important to recognize
that the average bear market sees declines of 41% with an average duration of 20 months, so it is
potentially too early to say we have seen the bottom of this market. However, the average subsequent
bull market is a growth of 162% over 50 months (Source: JP Morgan), but by dwelling on the bear
markets (usually measured by months) one can easily lose sight of the often largely positive growth that
can happen in bull markets (measured most often by years). 

The consumer is ever adaptable and while they make adjustments to spending in the short-term that can
certainly cause some continued market pain, the long-term results speak for themselves. Instead of
throwing in the towel, we can instead recognize the litany of things (mostly positive) that we cannot see
or begin to calculate in our futures that tends to tilt the scales of wealth creation in investors' favors. If
instead we use this as an opportunity to "stress-test" our financial plans, it can allow us to be more
mindful and intentional about what is really important to us (timelines, goals, expenses, or priorities) and
recalibrate accordingly. As appropriate, it may also be a time to reconsider idle cash or assets that could
be put to other long-term use or to accelerate an investment action plan given that forward-looking risk-
adjusted returns now tilt to above-average possibilities when coming off of bear market territory. Please
speak with your Client Advisor to discuss your specific circumstances to see what - if any - action is
appropriate. Sometimes staying the course is as good an action as any. 

Read on as we discuss inflation, recessions, and why (most) investors should remain patient. Wishing that
you and your family had a great 4th of July! 
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BONDS

SHORT-TERM:         (4.6%)

US AGGREGATE:   (10.4%)

GLOBAL:               (13.9%)

STOCK MARKETS

DOW:                    (14.4%)

S&P 500:               (20.0%)
    LARGE CAP US    

S&P 400:              (19.5%)
    MID CAP US

S&P 600:              (18.9%)
    SMALL CAP US

INTERNAT'L:         (18.4%)

EMERG. MKTS:     (17.6%)

COMMODITIES

OIL:                      50.8%

GAS:                     48.9%

GOLD:                  (1.5%)

1-See disclosure for index notes
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One of the most commonly accepted conditions of a recession is if there are two consecutive quarters of
negative GDP readings. However, technically speaking the National Bureau of Economic Research (NBER) is
the official score-keeper when it comes to calling a recession - we'll set that technical difference aside
though for now since there is a lot more that goes into it. For all intents and purposes, we could be in an
environment where we do not have an "official" recession, yet we experience two consecutive quarters of
GDP contraction. Or, we could flop between negative readings for Q1, potentially eek out a positive Q2 -
although some of the early indications are possibly leaning toward a negative Q2 as well, and then slip back
into negative for Q3 and/or Q4 for an overall lackluster 2022 (or early 2023). The reality is, we will not know
IF we have been in a recession until well AFTER the recession has happened - sometimes many months
after-the-fact. Either way, the issues we are experiencing now may be a temporary pause from the massive
restructuring the global economy has undergone since the start of 2020, and periodic set-backs and
adjustments like this are quite normal. 

There are a handful of issues that investors are focusing on with supply chain disruptions, inflation, and
interest rates, but the global economy has managed to find a way through many environments that have
been thrown at it. Make no mistake that global supply chains may continue to be stressed with lockdowns
in China as well as many big-box companies having overstocked on goods that consumers do not seem to
want right now after the exceptional 2020-2021 consumption binge. 

While the consumer has been relying more and more on credit recently (often indicating stress from
expenses - particularly with prices at the pump at sky high values), they are still in a generally more stable
position compared to several years ago. Although housing prices and the cost of mortgages have increased
substantially, the average consumer has not moved in the last two years, so the true impact across the
broader economy is somewhat muted. Housing prices have increased substantially in the last decade - thus
equity in peoples homes has increased alongside it - which may provide an extra layer of flexibility for
consumers compared to their positioning during the Global Financial Crisis where home values dropped
upwards of 60% and wiped out trillions of dollars of equity. It is unclear if housing prices may see downward
pressure this go-around since inventories and housing starts continue to be very low. An alternative
scenario to price declines is it could simply mean below average growth looking forward.

From here, the path forward depends in large part on whether we tip into a recession later this year or
early next year (or quite possibly that we could be in recession as of the time of this writing) since the
probability of those events has increased significantly in recent months. However, the stock market is
forward looking, and in almost every scenario over the last 50 years, the market has found a bottom well
before the worst of the economic news actually happens. So waiting until the recession occurs usually
results in having missed a bit of the recovery that has been underway from a markets perspective. What we
do see over time is that markets continuously make new highs, and we grow greater and stronger than we
ever thought possible. Recall that in the first quarter of 2020 when COVID-19 was wreaking havoc on the
markets, the Dow Jones Industrial Average hit levels that it had touched approximately five years prior!
With such negative news, most people could not possibly fathom the Dow reaching 30,000 anytime in the
next decade. Looking further back, even with this market selloff that we have had, the Dow recovered and
continues to hover around 31,000 - a level also unfathomable to many in 2009 when it temporarily dropped
below 8,000!

Recession or not?
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One of the difficulties in peeling back the layers of how market declines of this nature can (and do) recover is in
some cases a function of the daily pricing of everything where it is always in our faces. However, few investors have
that short of a timeline that a daily price makes any difference in the long term. Take your car or your house as an
example, would "knowing" what someone else would pay for them at each moment help you make long-term
decisions? Most likely not. And, most people have a series of decades worth of future cash inflows and/or outflows
to potentially reach their target objectives. The same may not necessarily be said for non-productive assets like
cryptos, currency bets, or commodities prices to name a few, but the U.S. economy is a force to be reckoned with.  

This year has seen a massive reset of prices, yet the underlying "engine" that runs the financial ship in the form of
interest and dividends has been largely left intact. For example (and at risk of being too simplified), if a person had
$1 million in a diversified fixed income strategy, it’s likely those same assets may be priced around $900,000 (or less)
at the end of June. Notably, the annual cash flows that come from the fixed income portfolio to an investor may
have been around $20,000 at year-end, yet in spite of the market price decline, that same investor is still able to
generate $20,000 of cash flow, despite the price dropping to $900,000 or less. Further, reinvestment capabilities as
the portfolio evolves over time have actually increased with now-prevailing rates being higher. It’s the pricing
mechanism that has adjusted and not the cash flow - something that often serves as a mechanism to feed
reinvestment of dividends or living expenses and cash needs. Certainly, credit quality and dividend reliability
become critical during times of distress, but companies across the board continue to have a decent amount of
flexibility, debt service capacity, dividend coverage, and cash. So, the portfolio can chug along and recover over a
period of time all the while paying coupons and/or dividends to the investor. The price becomes "noise" that
distracts us from what is at work behind the scenes that is what more reliably gets us from point A to point B. Plus,
as interest rates have risen, newer capital and/or reinvestment plans become more attractive which may help offset
price reductions as well as potentially improve forward-looking assumptions.

With inflation top of mind - and more interest rate increases anticipated from the Fed since short-term rates may
approach 3.25-3.5% by year-end, below is a chart that illustrates several key components of inflation to help
understand whether some may be transitory. What part of your expenses do you anticipate remaining at a new-
heightened level? With energy, there has seldom been a time where prices have remained elevated indefinitely, and 

A reset of prices - now what?
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they have been subject to very significant
swings, so even though recent prices are
high today and could continue to remain
elevated in the near term given the war,
at some point they should normalize.
Another area that has continuously
provided very significant disinflationary
pressures is technology: the price of
computer chips, TVs, and more broadly
electronic goods have collapsed over the
last 20 years. But, costs such as shelter
and dining out may be pervasive at a
newer, higher level where a new "floor"
for those expenses is established.
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The focus seems to be on whether we will or will not enter a recession. But, the typical recession is
usually somewhat benign. Unfortunately, we have the Global Financial Crisis from 2008/2009 and the
recent Pandemic recession as outliers in our mind assuming declines of those magnitudes are "normal."
See the graphic representation of recessions going back to the 1920s. The larger the bubble, the bigger
the economic contraction. The higher up the bubble, the longer the recession lasted. 

We have helped clients navigate many economic environments, and we will continue to help clients
navigate new and different curveballs that are thrown our way. Investing takes a lot of discipline and
patience, but more specifically, it involves helping clients manage the innate behaviors to sell when
markets decline - no one wants to own anything that goes down in value - so as to attempt to avoid
permanent impairments to capital versus more temporary adjustments. 

On August 13, 1979, Bloomberg had a cover story that said "The Death of Equities" (Source: Bloomberg).
It took a gloomy three years for the market to bottom in 1982, but it went on to see some of the greatest
wealth creation in history. The S&P 500 (a proxy for large-public companies in the U.S.) returned over
7,000% over the following three decades (total return, dividends reinvested). So much for throwing in
the towel! 

                                       Source: JPMorgan Guide to the Markets, June 30 2022

Sincerely, 

Kirby Jacobson, CFA, CFP® & The Astoria Team
CIO, Principal

CLOSING REMARKS
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We believe the information provided herein is reliable, but we do not warrant its accuracy or completeness. This
material is not intended as an offer or solicitation for services or for the purchase or sale of any financial
instrument. If an investor has specific questions regarding their portfolio, then please consult your Client Advisor
regarding your unique situation. 

Past performance is not indicative of future returns. It should not be assumed that recommendations made in the
future will be profitable or will equal the performance of securities one currently holds. An investor should
carefully consider all risks inherent in investing (including, but not limited to, the permanent loss of capital). 

Diversification does not guarantee investment returns and does not eliminate the risk of loss.

If the reader is a client of Astoria Strategic Wealth, Inc. ("ASW") and there have been any changes to a client's
circumstances, then please notify your Client Advisor at ASW. All changes to items including, but not limited to
goals, circumstances, risk preferences, liquidity needs, taxes, modification to the long-term strategy, and any items
material to the client's situation must be communicated in writing. Advisory services for ASW clients are offered
through Astoria Strategic Wealth, Inc., a Registered Investment Advisor. 

1-Indexes referenced are total returns, gross of fees, taxes, and transaction costs and are not directly investable.
Source: yCharts. 
Indexes are as follows: Short-term bonds: Bloomberg Barclays US Government/Credit 1-5 Year; US Aggregate:
Bloomberg Aggregate US Bond Index; Global: Bloomberg Barclays Global Aggregate; Dow: Dow Jones Industrial
Average; S&P 500: S&P 500 Total Return (large-cap US); S&P 400: S&P 400 Net Total Return (mid-cap US); S&P 600:
S&P 600 Net Total Return (small-cap US) ; International: MSCI ACWI EX-US Net Total Return; Emerging Markets:
MSCI Emerging Markets Net Total Return; Oil: Bloomberg WTI Crude Oil Subindex Total Return; Gas: Bloomberg
Natural Gas Subindex Total Return; Gold: Bloomberg Gold Subindex Total Return.

DISCLOSURE
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