ASTOR DYNAMIC
ALLOCATION STRATEGY 2018 PERFORMANCE REVIEW

This document will discuss three (3) main topics:
1.
2.
3.

Astor Dynamic Allocation
Strategy

Review of the Astor Dynamic Allocation (ADA) Strategy investment process
2018 performance of ADA and strategy adjustments throughout 2018
Current holdings and 2018 outlook for ADA

2018 Performance

Astor’s core belief is that equity values tend to rise when the U.S. economy is healthy (or above trend/
getting healthier) and tend to fall when the U.S. economy is weak (or below trend/getting weaker).
Therefore, Astor attempts to increase equity exposure during periods of economic expansion and
seeks to reduce exposure of equities when the economy shows signs of weakness.
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Strategy Objective: ADA seeks to find the appropriate balance of risk and non-risk assets for the given economic condition. Its core objective
is to help reduce or avoid losses during major wealth destroying events in equity markets associated with weak economic environments while
attempting to capture positive gains during equity bull markets.
The Astor Economic Index: Every month, roughly 100 economic data points are reported. Astor has identified key macro data points with trends
that have a tendency to correlate with movement in risk assets, or equities. Astor collects this data and applies a ‘score’ to each data point that
is based on rigorous research on how impactful that particular data point is in determining the health of the U.S. economy. For example, Astor
believes employment data is more meaningful compared to oil and gas inventories. The end result is a monthly score that determines the current
health of the U.S. economy. The chart (below) is Astor’s monthly score on the health of the economy going back over 15 years.
Astor Economic Index® 1999–2018

The Astor Investment Committee (IC)
uses the AEI to determine the overall
health of U.S. economy. When the index
is positively sloped, it is likely that
the IC is adding equity-like risk to the
strategy. When the index is negatively
sloped, it is likely that the IC is reducing
equity-like risk.
Source: Astor calculations. The Astor Economic
Index® should not be used as the sole determining
factor for your investment decisions. There is no
guarantee the index will produce the same results
in the future. An investment cannot be made in the
index.
 Astor Economic Index®

 Recession Periods

For more info on AEI, click here.

All information contained herein is for informational purposes only. Please refer to the important disclosure information at the end of this presentation for definitions,
additional information, and risks.
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Big Picture
Headed in to 2018, The Astor Economic Index® (AEI) was near its upper range due to a very healthy employment
and output picture in the United States. Despite an inflation scare in Q1, the economic fundamentals continued to
improve throughout the first three quarters of 2018 (see below for specific data). The economy slightly moderated
in Q4 as ISM Manufacturing retraced from levels we haven’t seen since 2004. As of 12/31/2018, the AEI was at levels
that suggest above trend economic activity, which Astor believes supports rising equity prices. However, the way the
Astor Investment Committee achieved the beta target drastically changed throughout 2018. More on that on page 3.

2018 ECONOMIC REVIEW
The strategy continued to have exposure to equity-like risk as the U.S. Economy remained strong.
Significant Economic Data Points:
▪▪

Labor Market: In February, a tight labor market was the catalyst for average hourly earnings to move up to 3.2% from 2.7%
(YoY). This move sparked fears of inflation which put downward pressure on equity markets.

▪▪

International: International markets were faced with exogenous headwinds. The Markit Eurozone Composite PMI peaked at
58.8 before falling four consecutive months to start 2018.

▪▪

U.S. Production: The output picture in the U.S. was very attractive for the first three quarters of 2018. ISM Manufacturing
recorded three readings above 60, which has not been seen since 2004. However, the index missed expectations in
December, which indicated the possibility of moderation in overall economic growth.

▪▪

Employment: The employment picture in the U.S. was attractive heading into 2018 and improved consistently throughout
the year. The unemployment rate was below 4% throughout the year with a record number of job openings (approximately
7.4M open jobs in August). Additionally, jobless claims continued the positive, downward trend throughout Q4.

▪▪

Payrolls: Job growth finished the year with a blockbuster jobs reports: non-farm payrolls increased by 312,000 (over
expected 176,000), continuing this quarter’s strong trend.

▪▪

GDP: GDP in Q2 and Q3 was above trend at 3.5%, driven in part by transient fiscal stimulus. Growth will likely moderate
towards the long-term trend in 2019.

Source: Bloomberg, MSCI (www.msci.com)

All information contained herein is for informational purposes only. Please refer to the important disclosure information at the end of this presentation for definitions,
additional information, and risks.

2018 PERFORMANCE REVIEW
Once the AEI establishes a beta target, the Astor IC analyzes various factors to determine what portfolio adjustments are needed
in order to position the strategy to be in line with the new beta target. You can see the current holdings of the Astor Dynamic
Allocation Strategy here.
The Astor Dynamic Allocation strategy takes a diversified, all-asset approach. Once the Astor Investment Committee (IC) established
a beta-target for the strategy (based off the Astor Economic Index®), the IC builds a portfolio of various assets that they believe
will reach the beta target while taking on the least amount of risk. Let’s take a look at how various equity categories performed
in 2018:
INDEX

CLASSIFICATION

Q4 2018

2018

Russell 2000

Small/Mid Cap Equity

-20.20%

-11.01%

S&P 500 TR

Large Cap Equity

-13.52%

-4.38%

Russell 3000

Broad Market Equity

-14.30%

-5.24%

Nasdaq 100

Technology Equity

-16.76%

0.04%

International

-11.90%

-14.43%

MSCI All World ex US

Despite the beta target for ADA being fairly consistent throughout 2018, roughly 50% of the portfolio turned over as Astor’s
Investment Committee saw risk premiums across various equity categories shift throughout the year. The general theme
throughout 2018 in Astor’s Dynamic Allocation strategy was a move from higher volatility equity exposure to higher-quality, lowervolatility equity exposure.
Going into 2018, there were several themes:
▪▪

Small and Mid-Cap Equity: Generally speaking, small- and mid-cap companies derive the majority of their revenue from the
domestic economy. They are less dependent on revenue abroad. These companies typically benefit from a strong, robust
U.S. economy. The U.S. economy had very attractive levels of employment, rising wages and strong output data. On the
other hand, large, multi-national companies are more vulnerable to trade wars and tariffs as larger-cap companies tend to
have a larger portion of their revenue from abroad.

▪▪

International: Headed into 2018, international equities showed attractive risk return characteristics, given expectations of
synchronous global growth and supportive monetary conditions within the euro area.

▪▪

Technology: Technology was expected to benefit from a supportive regulatory environment, tax reform and increased
consumer spending on the back of a tighter labor market and stronger wage growth.

As the risk picture evolved through 2018, the IC traded out of small-cap, mid-cap, technology and international exposure in favor
of broad, higher-quality equity exposure.

Strategy Exposure
December 31, 2017

Strategy Exposure
December 31, 2018

Equity - Quality

Equity - International

Fixed Income

Equity - Quality

Equity - International

Fixed Income

Equity - Technology

Equity - Small / Mid Cap

Other

Equity - Technology

Equity - Small / Mid Cap

Other

The allocations presented are as of the date indicated and are subject to change. The percentage of total assets and asset allocations presented here are those of
the Dynamic Allocation Composite for the period indicated. Any individual investor’s portfolio may be allocated differently than presented here due to many factors,
including but not limited to, timing of entry into the investment program, discretionary decisions by the clients and referring advisors, and custodial limitations or the
manner in which trades are executed. Asset class percentages are rounded. As such, actual position weights may vary and/or the sum total may not equal 100%.
All information contained herein is for informational purposes only. Please refer to the important disclosure information at the end of this presentation for definitions,
additional information, and risks.

Positive Performance Attributions:
▪▪

Investment Process: The equity markets experienced two major bouts of volatility in 2018. In February 2018, equity
markets fell by more than 10% in two weeks! However, equity markets bounced back, and the S&P 500 TR reached a new
all-time high on September 21, 2018. Sticking with the theme of ‘volatility’, over the next three months the S&P 500 lost
over -20%! As of 12/31/18, S&P 500 TR has risen off the lows. Astor believes that trying to time the market – or reacting to
price movement – does not work over the course of a full market cycle. If the fundamental underpinnings of the economy
are strong, Astor believes equity market pull-backs (or, corrections) will be recovered in days/months, not years/decades.
Staying disciplined has allowed Astor to avoid “whipsaw” risk – selling into corrections and missing recoveries.

▪▪

Technology: Although technology had a difficult Q4, the sector had strong relative performance vs. major equity indices for
the first three quarters of the year.

Negative Performance Attribution:
▪▪

International: The strategy began the year with ~13% in international equity. Generally speaking, international equity
underperformed all throughout 2018. The MSCI ACWI ex US index posted negative returns in Q1, Q2 and Q4. Q3 was only
positive by less than 1%. The strategy reduced exposure to international throughout the year, but any exposure hurt overall
performance.

CONCLUSION
Evaluate an investment based on its ability to produce desired results in given market environment. Far too often, investors look at
the past performance of a strategy as a criteria in their decision making process. U.S. equities are in the midst of a very impressive
bull market and Astor does not see ‘cracks’ in the economy that would suggest the end is near; however, Astor believes risk mitigation
is extremely important.

2019: What Could Be In Store? An excerpt from Rob Stein’s 2019 Outlook:
As we enter 2019, the economy is still on solid footing. Can a recession of any magnitude occur when 96.1% of the
workforce is employed and earning and spending more money? Probably not. Corrections in stocks? Sure, that
happens. Repricing of risk due to uncertainty? Again, it happens. In this current environment, though, a full-blown
wealth-destroying economic downturn, in my view, is unlikely. But this year, that environment could change.
The current economic expansion is one of the longest on record, but also among the weakest that we’ve seen. Expansions don’t die of old age; rather, they get murdered! Can’t tell you who/what the killer will be, but it won’t be
age.
There is a case for caution. Given the proprietary way Astor looks at economic data, this could be the first time
in many years that it wouldn’t take many disappointments in a few data series to reduce beta exposure. Further
acceleration in economic growth is unlikely to have the same impact on the market; in fact, slowing growth will
probably have a greater negative impact on the economy than the actual pace of growth might otherwise indicate.
The AEI being at such high levels could conceivably set the stage for beta reductions in our portfolios in response to
what would appear to be limited declines in the data.
The good news is how Astor manages portfolios with gradual reductions in exposure, so we can react accordingly to
economic deterioration if that occurs, and even change course if the data do not follow through. For 2019, I would
expect a bit more activity in beta adjustments in the portfolios.
For full 2019 Outlook, visit www.astoirm.com/2019outlook
Historically, the Astor Dynamic Allocation strategy has been able to reduce losses during wealth destroying events by reducing
equity exposure as economic fundamentals start to deteriorate. Astor is well positioned to take advantage of further gains in equity
markets, but when the environment begins to show signs of change, investors need to be positioned to systematically adjust risk.
Our investment process is built to identify and reduce risk to potentially protect investors from large losses.
All information contained herein is for informational purposes only. Please refer to the important disclosure information at the end of this presentation for definitions,
additional information, and risks.

Valuations are computed and performance is reported in U.S. dollars. Performance results assume the reinvestment of dividends. Certain client accounts may take
dividends as distributions. Gross-of-fee returns are shown as supplemental information only and represent “pure gross” returns. “Pure gross” returns are calculated
before the deduction of all fees, including trading, advisory, and administrative fees. Net-of-fee returns are calculated using a model charged quarterly. Certain accounts
pay fees outside of the composite account and thus, require a model fee for performance calculation. In order to maintain consistency, Astor calculates a model fee
across all composite accounts. The model fee is representative of the actual fees charged to client accounts, which covers trading, advisory, and other costs. The model
fee provides a more conservative estimate of performance. The 2017 annual model fee for the Dynamic Allocation Composite was 2.00%.
The performance shown is of the Astor Dynamic Allocation Composite. The Astor Dynamic Allocation Composite is a multi-asset, tactical allocation strategy that
exclusively uses exchange-traded funds (ETFs). The Composite will invest in a mix of asset classes, including equity, fixed income, commodities and currencies depending
on the economic and market environment. During economic contractions, the Composite seeks to reduce risk by utilizing defensive positioning such as inverse equity
and fixed income. The strategy may employ the use of unleveraged inverse exchange traded funds, designed to track a single multiple of the daily inverse performance
of a given index. For purposes of defining the composite of accounts, a minimum account size of $50,000 is imposed monthly.
The Composite seeks to achieve its objectives by investing in Exchange-Traded Funds (“ETFs”). An ETF is a type of Investment Company which attempts to achieve a
return similar to a set benchmark or index. The value of an ETF is dependent on the value of the underlying assets held. ETFs are subject to investment advisory and
other expenses which results in a layering of fees for clients. As a result, your cost of investing in the fund will be higher than the cost of investing directly in ETFs and
may be higher than other mutual funds with similar investment objectives. ETFs may trade for less than their net asset value. Although ETFs are exchanged traded, a
lack of demand can prevent daily pricing and liquidity from being available. Investors should carefully consider the investment objectives, risks, charges, and expenses
of the ETFs held within Astor’s strategies before investing. This information can be found in each fund’s prospectus. The Composite can purchase ETFs with exposure
to equities, fixed income, commodities, currencies, developed/emerging international markets, real estate, and specific sectors. The underlying investments of these
ETFs will have different risks. Equity prices can fluctuate for a variety of reasons including market sentiment and economic conditions. The prices of small and midcap companies tend to be more volatile than those of larger, more established companies. It is important to note that bond prices move inversely with interest
rates and fixed income ETFs can experience negative performance in a period of rising interest rates. High yield bonds are subject to higher risk of principal loss
due to an increased chance of default. Commodity ETFs generally gain exposure through the use of futures which can have a substantial risk of loss due to leverage.
Currencies can fluctuate with changing monetary policies, economic conditions, and other factors. International markets have risks due to currency valuations and
political or economic events. Emerging markets typically have more risk than developed markets. Real estate investments can experience losses due to lower property
prices, changes in interest rates, economic conditions, and other factors. Investments in specific sectors can experience greater levels of volatility than broad-based
investments due to their more narrow focus. The Composite can also purchase unleveraged, inverse fixed income and equity ETFs. Inverse ETFs attempt to profit from
the decline of an asset or asset class by seeking to track the opposite performance of the underlying bench-mark or index. Inverse products attempt to achieve their
stated objectives on a daily basis and can face additional risks due to this fact. The effect of compounding over a long period can cause a large dispersion between the
ETF and the underlying benchmark or index. Inverse ETFs may lose money even when the benchmark or index performs as desired. Inverse ETFs have potential for
significant loss and may not be suitable for all investors.
All information contained herein is for informational purposes only. This is not a solicitation to offer investment advice or services in any state where
to do so would be unlawful. Analysis and research are provided for informational purposes only, not for trading or investing. Astor and its affiliates are
not liable for the accuracy, usefulness or availability of any such information or liable for any trading or investing based on such information. There is no
assurance that Astor’s investment programs will produce profitable returns or that any account with have similar results. You may lose money. Past results
are no guarantee of future results and no representation is made that a client will or is likely to achieve results that are similar to those shown. Factors
impacting client returns include individual client risk tolerance, restrictions a client may place on the account, investment objectives, choice of broker/
dealers or custodians, as well as other factors. Any particular client’s account performance may differ from the program results due to, among other
things, commission, timing of order entry, or the manner in which the trades are executed. The investment return and principal value of an investment will
fluctuate and an investor’s equity, when liquidated, may be worth more or less than the original cost. An investment cannot be made directly into an index.
Please refer to Astor’s Form ADV Part 2A Brochure for additional information regarding fees, risks, and services.
2019-44

Portfolio Managers:
Rob Stein, John Eckstein,
and Bryan Novak

111 S. Wacker Drive, Suite 3950
Chicago, Illinois 60606
800.899.8230
www.astorim.com

