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fund operations & strategy 

in Uncertain Economic Times 

In today’s economic environment, with interest 
rates rising, high inflation and a technical recession 
having already begun, economists are talking about 
the US economy in terms of stagflation for the first 
time since the 1970’s. With July’s inflation rate 
running at 8.5% percent year over year, just off 
June’s 40-year high of 9.1%, the Federal Reserve has 
aggressively raised interested rates, four times in 
2022. 

The Federal Funds rate rising 2.25% in the last five 
months and the Federal Reserve’s vow to continue 
its fight against inflation have triggered fears of a 
possible recession. Many see a technical recession 
already under way with two consecutive quarters of 
negative growth (Q1 at an annualized rate of -1.6% 
and Q2 at -0.9%), although the persistent strength 
of the employment market has some observers 
reluctant to characterize the current economy 
recessionary.

Source: Federal Reserve Bank of Cleaveland     |     fred.stlouisfed.orgShaded areas indicate U.S. recessions
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The Federal Reserve recently noted that given persistently high inflation, multiple interest rate hikes are 
possible in 2022 if inflation does not slow to pre-pandemic levels.


“FactRight

With their purchasing power draining away with each passing month of inflation, even fully-employed 
consumers are feeling hesitant about expenses and investments with a future looking so uncertain. The 
unemployment rate currently stands at a fifty-year low of 3.5% with wage gains typical of a tight labor market. 



Source: Bureau of Labor Statistics via FRED
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Still, American workers, though commanding high wages, express a conflicting levels of confidence in current 
economic conditions. The Consumer Confidence Index generally reflects consumer feelings towards the 
overall economy relative to the strong consumer confidence in 1985. With 1985 consumer confidence 
represented as 100, today’s consumer confidence stands at 97.5.  

Index, 1985 - 100
– Consumer Confidence Index

Source: The Conference Board, NBERShaded areas represent periods of recession

The Present Situation Index—based on consumers’ 
assessment of current business and labor market 
conditions—fell slightly to 141.3 from a very strong 
147.2 last month. 

The Expectations Index, however, based on 
consumers’ short-term outlook for income, business 
and labor market conditions, ticked down to 65.3 
from 65.8.

August 2022 phoenix american



August 2022phoenix american

Index, 1985 - 100
– Present Situation and Expectations Index

Source: The Conference Board, NBERShaded areas represent periods of recession Present Situation Expectations
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This score is based on survey results also measuring 
consumer confidence relative to that of 1985, with 
that year represented by 100. Current consumer 

sentiment stands at 55.1 up from 51.5 a month ago 
but down from 70.3 last year. This is nearly as low a 
level of consumer sentiment as 2008 during the 
Great Recession. It would seem that there is 
currently a large gap between Americans’ 
perception of the health of the economy as a whole 
and their perception of their own personal 
economic prospects. 

Consumer Sentiment reflects consumer 
perceptions of their own personal 
circumstances.

– Consumer Sentiment Index
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Since 2008 we have witnessed massive government bailouts beginning with the TARP bailouts, to 
combat the financial crisis, and culminating with $4.6 trillion being spent through the CARES Act and 
other relief measures to combat the impacts of the Covid-19 pandemic. For more than a decade after the 
2008 crisis, economic growth was stubbornly slow, and the pandemic did not help matters. For all the 
government’s efforts to grow the economy, real economic growth averaged a paltry 2.3% per year from 
mid-2009 through 2019, and actually contracted by 3.4% in 2020 before growing by 5.7% in 2021.

The Conference Board forecasts 2022 Real GDP 
growth will come in at 1.3% year-over-year and that 
2023 growth will slow to 0.2% year-over-year, with a 
broad downturn in the economy on its way. If the 
Federal Reserve is not able to engineer a

“soft landing”  or even a softish landing” in the 
words of Chairman Jerome Powell, high interest 
rates and inflation may be squeezing returns & 
driving expenses for alternative investments for two 
or more years to come.

– Real Gross Domestic Product
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Source: U.S. Bureau of Economic Analysis     |     fred.stlouisfed.orgShaded areas indicate U.S. recessions
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When inflation remains persistently high, the Fed raises rates to make money more expensive in an effort 
to tame spending and subdue inflation. If that doesn’t work it does it again until it succeeds. This is 
important to know because the Fed is “strongly committed” to bringing down inflation and appears 
resolved to do whatever it takes. As the Fed must now shift its focus to stabilizing prices, it does so at the 
peril of its other mandate, economic growth. In order to bring inflation under control without failing on 
its other mandate, the Fed must slow down economic growth without “stalling” the country into 
recession. Jerome Powell says that a “softish landing” is plausible. 

“FactRight
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The federal funds rate is currently 2.25% to 2.50%. This 
is considered neutral rate territory (a rate deemed to 
neither stimulate nor restrict the U.S. economy). The 
expectation is that the Fed is on track to increase rates 
to the 3.00%-3.50% range by the end of 2022, an 
upward revision of 1.5 % from March expectations and

a rate considered mildly restrictive of economic 
activity. While this year-end rate remains below the 
historic average of 4.61% (as it has since 2007), the 
aggressive size and pace of rate hikes in response to 
alarmingly high inflation has been the story. 

The Fed's policy tools are nothing like high-tech modern airplane controls, they are much more like a 
rudimentary stick and rudder control that only offer unpredictable responsiveness. Inflation may be 
coming stubborn and persistent, causing many to be skeptical of the prospects for a “softish landing,” 
whereby the economy suffers only a brief recession. The risk to alternative investment offerings is that 
Inflation may only be able to be controlled at the cost of a prolonged recession. A prolonged recession 
may impact real estate-focused alternatives in a variety of ways, including decreasing the occupancy at a 
high-rise hotel, shrinking the demand for factory space by producers of goods, or increasing the demand 
for low-rent housing. When it comes to our investment expectations for alternative investment 
programs, risks on the horizon oftentimes never materialize, but vision coupled with hindsight helps us 
better prepare for all potential realities.

“FactRight

–TRADINDECONOMICS | FEDERAL RESERVE
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Fed Chairman Jerome Powell appears to be relatively optimistic, insisting that the economy is not in 
recession, that the Fed will remain vigilant against inflation and that the pace of what he calls “unusually” 
large interest rate hikes will end at some point. He suggests, “there are a number of plausible paths to a 
‘softish’ landing.” 



considerations for

fund sponsors

With these economic headwinds in mind, 
investment fund sponsors should be looking at the 
elements of their strategies and operations that can 
help them survive and thrive through whatever 
economic conditions may arise. Of course, the best 
time to prepare for a crisis is before it unfolds but

During the Great Recession of 2007-09, some fund 
sponsors did well even in an environment where 
banks were not lending due to the collapse of the 
housing market and the sub-prime mortgage crisis. 
Business Development Companies (BDCs) were

there are still steps fund sponsors can take to make 
their programs more resilient to economic volatility. 
Considerations of staffing levels, operations and 
strategic vulnerability to economic forces are worth 
looking at even after economic forces have begun 
to move. 

formed to lend to qualified borrowers and other 
innovative solutions evolved but it was only the 
fund sponsors that were prepared for the crisis that 
were able to leverage opportunities rather than 
struggle with preventable issues. 

Far-larger-than-expected payrolls gains for July, data for which was issued on Friday, puts a third hike 
of that size (.75%) squarely in play for the next Fed meeting in September. 

–Reuters

“

If there is long-term inflation in the economy, alternative offering managers will undoubtedly be met 
with inflated production costs and financing costs, but to what extent will they be able to pass through 
such increases, perhaps in the form of higher rents and/or higher-priced asset sales? The relative 
elasticity of an alternative program’s underlying strategy is just one valuation topic RIAs and broker-
dealers will consider.

“FactRight
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button up the

back office 

An important consideration for fund sponsors in 
this environment is operational costs. Is the 
expense of employing in-house back-office staff 
justifiable with outsourced services available? Even 
if so, can in-house operations affordably be 
maintained without an unacceptable level of key-
person risk? An over-reliance on one person or a 
small group of people to manage the critical back-
office processes of investor management and fund 
accounting creates a business risk that manifests 
itself particularly in a tight labor market. If key 
employees are lured away by attractive wages and

Consolidation of vendors for cost savings, efficiency 
and compliance also helps to prepare fund 
management for whatever economic shock may 
come along. Multiple service providers can 
represent unnecessary expense, potential for 
miscommunication and issues of data security. 

benefits packages or should they have a prolonged 
illness or retire abruptly, fund operations will suffer, 
deliverables will be delayed and management will 
experience investor dissatisfaction, audit issues and 
regulatory compliance failures. A deep bench of 
back-office staff is a key advantage of outsourcing 
operational functions in addition to process 
efficiency, economies of scale and insulation from 
inflation in the labor market. These considerations 
are especially relevant now as some predictions 
emerge of a long downturn.  

Consolidating services with one administration 
vendor gives you pricing power, less complexity in 
your operations and the elimination of key-person 
risk. It also represents a stable and effective 
operational architecture that ensures effective data 
flow and cash flow among all the participants in the 
industry. 

The risk to alternative investment offerings is that inflation may only be able to be controlled at the cost 
of a prolonged recession.


“FactRight



A single administrative partner that encompasses fund accounting, investor services, tax, web portal and 
communications streamlines and simplifies processes among all the industry participants involved in a fund’s 
investments. 
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Investors tend to be edgy and more demanding 
during times of economic uncertainty. This is the 
time when investors should be feeling reassured by 
the diversification to alternatives in their portfolio 
but substandard operational performance in terms 
of investor services and reporting from a fund 
sponsor can shake investor confidence. A broad 
partnership with a single established fund 
administration provider enhances a sponsor’s 
reputation for stability and reliability in the eyes of 
investors (particularly institutions) and financial 
advisors. Professionalism and promptness in 

investor service is never been more important than 
during difficult economic times. 



A single outsourced fund administration 
partnership, encompassing all back-office 
functions, also enables fund management to focus 
its attention on addressing the challenges of the 
economic environment. The operational 
distractions of investor relations, portfolio 
accounting and compliance are never more 
detrimental to performance than when there are 
important fund management decisions to be made.  
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strategic

review 

Economic downturns often result in enhanced due 
diligence from new investors, especially 
institutions. Now is the time for fund sponsors to 
review their strategies not necessary for the 
purpose of a full pivot but for the purpose of 
considering potential strategic risks in a fast-
changing economic environment. It is important to 
recognize assumptions made in an investment 
strategy that amount to bets on the stability of key 
indicators.

If debt positions or other fund obligations create a 
vulnerability to changes in interest rates, foreign 
exchange rates or stock market values, the size and 
pace of change in market conditions can create 
situations where a fund sponsor is forced to use 
operating income to service an unanticipated 
deficit at the expense of investor distributions. The 
opportunity cost and the reputational cost among 
investors can be devastating. 

Once interest rates start moving quickly (and we have seen this year how quickly they can move) a fund 
sponsor can be greatly limited in his options. When credit spreads blow up or any economic indicators begin 
to fluctuate dramatically, sponsors should examine their strategies for any weak points that could potentially 
represent significant risks.  

For alternative investments, if inflation proves to be stubborn, as it was throughout most of the 1970s and 
early 80s, the Fed will be forced to shift its policies away from “easy money” and toward “tight money” 
(by continually raising the Fed funds rate, which leads to higher T-Bill rates) to deter spending. Newly 
issued alternative investment programs would likely have to pay more for both equity capital and debt 
financing, while existing programs would be hit with higher financing costs on floating rate debt, 
refinancing debt and any debt that is yet to be secured.

“FactRight

– Spreads  Signal Caution
US investment-grade credit risk premiums breached 150 basis points



the predictably

unpredictable

Abrupt unanticipated upheavals happen. Sponsors 
that are prepared are able to seize opportunities. 
Those that are not can be trapped in a long-term 
struggle to stay above water. Shocks to the system 
are rarely predictable but they occur with a 
regularity that deserves attention.

Just as the Yom Kippur War of 1973 resulted in an 
Arab oil embargo on the United States aggravating 
economic conditions and the Iranian Revolution in 
1979 precipitated an oil shock in an already 
recessionary economy, the 2022 war in Ukraine - 
nothing anyone could have predicted - caused not 
only an oil shock but world-wide effects throughout 
the economy that could have been guarded against 
with strategic and operational preparation. 

An economic downturn can be the result of a 
bubble mentality in markets such as the real estate-
driven Great Recession of 2007-09. They can come 
out of the blue as when the 911 attackers hit the 
Twin Towers in New York. And there is always the 
potential for a disruptive international war.

There is no reading the future. Economic upheaval 
is rarely predictable. But sponsors and investors 
learned in the wake of the Covid-19 pandemic that 
fund managers with a firm and flexible 
administration architecture and with strategic 
objectives geared to adapt to unexpected economic 
changes experienced the least disruption to 
operations and were better able to seize on the 
many opportunities that arose.

Unprecedented easy money for years on end (coupled with the war in Ukraine contributing to higher gas 
prices) rather than spurring desired growth, has taken us straight from slow growth to undesirable 
inflation.

“FactRight
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Phoenix American Financial Services, Inc. provides fund administration, fund accounting, 

investor services, sales and marketing reporting services and back-office outsourcing to 

fund sponsors in the alternative investment industry. 



Founded in 1972 as an equipment leasing fund sponsor, the company is celebrating 50 

years as a premium “full stack” provider of back-office and administration services for 

private equity and venture capital funds.



The Phoenix American Aviation ABS Group, including its Irish subsidiary, PAFS Ireland Ltd, 

provides managing agent and accounting services for asset-backed securitizations (ABS) 

and other structured finance in the commercial aircraft and aircraft engine leasing 

industry. 
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factright
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FactRight’s risk management experts provide unbiased, comprehensive due diligence on 

sponsors and products in the alternative investment industry. The company’s highly 

credentialed professionals include CPAs, MBAs, JDs, CFAs and CFPs.



FactRight cuts through legal and regulatory documentation and analyzes offering 

structures and performance to unearth unique investment opportunities. 



A passion for assisting clients in navigating alternative investments and establishing best-

in-class platforms drives FactRight to continuously update its research to provide timely, 

relevant information on risk mitigation and alternative investment strategies.



Raise capital. Acquire assets. We've got the rest.

1 (866) 895-5050 



www.phxa.com


