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Are portfolios positioned for higher inflation?
Positioning for Higher Inflation will be the Portfolio Construction Topic in 2022
o The number one question coming from advisors is, “how should I prepare their portfolios for higher
inflation?” Astoria Portfolio Advisors has had an out of consensus view that inflation would be higher
than most were expecting. We began running inflation linked strategies in mid-2020.
o As a refresher, cyclically oriented sectors such as energy, materials, industrials, and financials have
historically shown higher sensitivity to rising inflation. Indeed, energy stocks were the best performing
sector in the US last year (see chart below).

Exhibit 1
2001 Return by Sector

Source: FactSet. Data as of December 31, 2021.

o Keep in mind that cyclicals are still trading at a discount to the market. For instance, the S&P 500
Energy sector trades at 12 PE ratio based on 2022 estimates. Hence, in Astoria’s opinion, inflationlinked assets still offer an attractive margin of safety.
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PPI: Biggest Jump since the Index’s Inception
o It has been a perfect storm for higher inflation. Supply chains broken plus tons of liquidity being
pumped into the system by governments and central banks translated to higher-than-expected
inflation.
o The Producer Price Index (PPI) rose 9.6% over the 12 months ended in November. This was the biggest
jump since the PPI was first calculated in November 2010. November PPI saw a 0.8% increase in
headline prices and 0.7% increase in both core measures. This reflects a rise from the October data, as
supply chains and labor markets remain constrained as we progressed through the holiday shopping
season.
o The next PPI reading will come out January 13th at 8:30 am EST. We believe elevated inflation levels
will be the key theme in 2022. We will need to watch to see if continued elevated inflation pressures
will impact consumer spending which can potentially hurt the US economic recovery.

Exhibit 2
United States PPI

Source: FactSet. Data as of December 14, 2021.
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CPI: Largest Inflation Print in 40 Years
o It’s not just PPI which has reached elevated levels. As the chart below shows, the current level of the
Consumer Price Index (CPI), another widely followed economic indicator for inflation, is at a 40-year
high. Remember, inflation was largely ignored over the past decade, and as we have indicated on
countless occasions in the past 18 months, Astoria thinks we are still in the early stages of the inflation
cycle.
o Moreover, as we have argued in the past, we think inflation will remain structurally higher in the years
ahead for the following reasons:
▪

Supply chains take years to build. Apple cannot simply move their supply chains from Asia and
build a factory in New Mexico overnight. It takes years…

▪

Corporations have pricing power which they haven’t had in some time. People are willing to pay
higher premiums for goods/services.

▪

Monetary stimulus continues to increase. M2 money supply has risen about 40% over the past
2 years. This is twice as much as the pace of monetary expansion following the 2008-2009 crisis.

Exhibit 3
United States CPI

Source: FactSet, US Department of Labor. Data as of December 10, 2021.
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60/40 Portfolios are Not Prepared for Higher Inflation
o For the past 10 years, investors have experienced portfolio gains from lower interest rates which have
resulted in large gains in US growth and technology stocks as well as outperformance in interest rate
products. From our perch, a 60/40 portfolio may struggle if interest rates continue to rise (as they have
since middle of 2020) unless appropriate inflation hedges are put in place.
o From a portfolio management standpoint, most portfolios are very much tilted towards deflationary
strategies namely growth/technology stocks on the equity side and traditional interest rate products
on the fixed income side. Both will struggle if rates continue to rise. Case in point: in the first week of
January of 2020, interest rates spiked considerably, and we saw the following returns:
▪
▪
▪
▪

QQQ (growth stocks): -4.5%
S&P 500: -1.9%
XLE (energy stocks): +10.5%
KBWB (large-cap money center banks): +10.1%

▪
▪

AGG (core US bonds): -1.4%
IEF (7–10-year Treasuries): -2.0%

TIPS are Not the Best Inflation Hedge
o Last year, approximately $40 bln went into TIPS related ETFs. TIPS, while gathering significant assets in
2021, are simply not enough to hedge inflation risk in Astoria’s opinion. Why? TIPS ETFs were up on
average 4-5% in 2021 and yes, they did outperform the Bloomberg Barclays Aggregate US Bond Index.
However, CPI grew 6.8% year over year as of November’s measure. Hence, TIPS investors still
underperformed on an inflation adjusted basis. Astoria’s investment disciple is to focus on after tax,
after inflation, and risk adjusted returns. We remain steadfast that inflation linked strategies should be
a core holding in investor portfolios.
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Exhibit 4
TIPS ETFs AUM

Source: ETFAction. Data accessed on January 4, 2022.

Best,
John Davi
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Warranties & Disclaimers
As of the time this article was written, Astoria held positions in PPI, XLE, SPY, QQQ, KBWB, VTIP, STIP, and AAPL on
behalf of its clients. 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 website 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
website 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.
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.
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 website 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 are for
educational purposes only and do 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 the 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 the possible loss of some or all 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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