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Summary of views 

INVESTMENT GRADE FAVORABLE 

For taxable investors in high-tax states, the advantages of the tax-free income provided by municipal bonds must not be ignored. 

In the investment grade corporate sector, credit spreads are at ultra-low levels. Because of this, we advise investors to move up 

in credit quality. Opportunistically take advantage of higher rates in treasury sell-offs, as we continue to believe rates will be 

range-bound in the near-term. 

NEUTRAL

While overall housing market fundamentals continue to remain strong, headwinds continue to be present for the mortgage 

market. Two of these headwinds are the Fed slowing its rate of purchases and durations that can increase in certain rate-

changing environments. The best way to mitigate these risks is to use active management that balances the risk/return profile of 

this complex sector.

NEUTRAL

Credit spreads continue to set new lows for this credit cycle. With no broad risks on the horizon, spreads could continue to grind 

tighter or at least remain low for an extended period of time. Home runs are not prevalent in this space right now, but for yield-

orientated investors we suggest being cautious and balancing current yields against overall portfolio risk. 

MORTGAGE

SECURITIES

NON-INVESTMENT

GRADE

US LARGE CAP FAVORABLE

Throughout 2017 we recommended investors stay the course in US large caps, a view predicated on a favorable global 

backdrop and supportive fiscal policies. Looking ahead, we are maintaining our positive outlook but temper return expectations 

as much of the enthusiasm on tax reform and earnings growth has been pulled forward. Volatility has nowhere to go but up 

from current levels. 

NEUTRAL

We continue to recommend investors own exposure to US small caps, the market segment that stands to benefit the most 

from tax reform and a strong US economy. The broader index (Russell 2000) comprises what we believe are exceptionally 

expensive “growth” companies and attractively priced “value” companies – we prefer the latter. The broader index forward P/E 

of 27x earnings leaves us at Neutral.

FAVORABLE

Developed international economic and corporate fundamentals improved in 2017, and the data suggests continued momentum 

into 2018. Similar to our dampening view on US, we remind investors that equity markets quickly discount and returns in 2018 

will be less exciting and more prone to surprises. Uncertainty over the continuation of QE policies in Europe and Japan will be 

a headwind.

US SMALL CAP

INTERNATIONAL
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Summary of views (cont)

NEUTRAL

Led by a select number of Chinese technology stocks, emerging market returns exceeded market expectations in 2017. The 

participation was narrower than we would have preferred but also can’t be discounted; many of these companies are world-

class, with market capitalizations catching up to their developed market peers. Rebalance the 2017 outperformance and stay the 

course; there are too many positives to exit the asset class after a strong run.

NEUTRAL - DOWNGRADE

The global-listed infrastructure sector (ex MLPs) is coming off back-to-back years of mid-teens returns and appears fully valued, 

so we encourage investors to rebalance the profits into MLPs (US midstream). MLPs appear to have cleared last quarter's tax-

loss selling and has recently joined crude oil’s upward trajectory, but we are cautious that crude’s run may be extended given 

US producer's propensities to boost output. We move to Neutral on the asset class and recommend an equal balance.

NEUTRAL

Commodities continued to zigzag between complexes last year, as strong global economic growth momentum pushed 

industrial metals' prices seemingly through the roof, precious metals fared well, energy returns were mixed via a strong rally in 

crude oil coupled with a significant downdraft in natural gas, and it was a weak year for agriculture. This year may prove no 

different as we anticipate potential reversals within several complexes, leading us to remain Neutral on the asset class.

NEUTRAL

Internationally listed real estate remains attractive in terms of cash flow growth and favorable regional economic trends, 

leading us to continue to recommend a global allocation. US-listed real estate remains cheap compared to US equities on a 

forward valuation basis, but is susceptible to multiple contraction in the current rising rate environment. 

FAVORABLE

We remain constructive on directional strategies, especially equity long/short as stock correlations remain low. Event-driven 

remains a bit uncertain given merger spreads and corporate defaults are at multiyear lows. We like select opportunities such 

as insurance-linked funds in the property catastrophe space that are positioned to deliver higher risk-adjusted returns given the 

industry repricing following events last fall.

FAVORABLE 

Non-directional strategies may be due for a rebound and provide a good hedge against the possibility of a spike in volatility 

from current record lows, continued dispersion among equities, and a rising rate environment. Emerging market focused macro 

funds appear poised to continue to take advantage of opportunities in the fixed income and currency markets of developing 

economies.

EMERGING MARKETS

INFRASTRUCTURE

COMMODITIES

REAL ESTATE

DIRECTIONAL

NON DIRECTIONAL
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In our Q2 2017 Outlook published in April we shared our enthusiasm that after years of 
sluggish growth and an anemic consumer and business cycle, the US economy was 
finally showing signs of growth commensurate with a true business recovery. Since that 
writing, our confidence has been buoyed by a 3.2% GDP growth rate in the third quarter, 
a pickup in consumer confidence, a surge in industrial activity, and green shoots of 
inflation.

Although skepticism regarding the benefits of tax reform remains high, we encourage 
investors to reserve judgment. Corporations will deploy the excess cash flow into both 
growth opportunities and employee wallets – see Walmart, the largest US employer, 
announcing a broad increase in its minimum wage. We saw the economic signposts 
prior to tax reform, therefore we expect the additional tax stimulus to be nothing but 
beneficial to the business and consumer outlook – despite some of the naysayers.

While the economic growth statistics remain encouraging, our concern is that its duration 
could be short-lived due to the accompanying inflation potential and Federal Reserve 
response. A tight labor market already encouraging wage growth, rising commodity 
prices, high manufacturing utilization, and a three-handle on GDP are all ingredients for 
future inflation, potentially eliciting a Fed response that may catch complacent investors 
off guard. Even a small rise in long-term rates, whether aided by inflation fears or the 
Fed’s unwinding of QE, resulted in a negative investor response earlier this year. 

Outside of the US, both Europe and Japan are either contemplating or initiating actions 
to limit and unwind central bank balance sheets. 2018 is expected to be the first year in 
seven in which the big three central banks issue more bonds than they are repurchasing 
via QE - essentially the beginning of what we expect will be a very long and gradual 
unwinding of easing policies, likely creating pressure on bond prices.

Modest inflation is healthy for the economy and for equity markets, a reason we believe 
equity market returns will be attractive in 2018. Where we think 2018 will differ 
dramatically from 2017 is that the volatility of returns will accelerate – with inflation and 
interest rate volatility being the culprits. While volatility will be uncomfortable, we believe 
that corporate fundamentals will continue to support markets in the year ahead.

2017 marked an inflection year in the global economic 
recovery story, elevating earnings growth and market 
multiples to levels not seen since the mid-2000s, 
perhaps the beginning of a global, synchronized 
business cycle. The growth is welcomed but comes 
with an awareness that long-dormant inflation will rise 
and test the pace at which global quantitative easing 
policies are unwound by the world’s largest central 
banks.



WASHINGTON WATCH
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All eyes are on Washington, DC, for a multitude of reasons; but for fixed 

income investors the focus is on the Federal Reserve. The start of each new 

year brings a fresh set of FOMC voters, with the dove/hawk tilt leaning more 

hawkish compared with last year. Also, in February Janet Yellen will end her 

term as chairwoman and board member, relinquishing that title to Jerome 

“Jay” Powell. 

Over the past 10 years, the Federal Reserve fought tooth and nail to combat 

the effects of an unparalleled economic recession and has now slowly 

started to withdraw its support. Mr. Powell appears to have been chosen for 

the role of lead central banker (1) because he is not an academic by training, 

but also (2) because he is viewed as supportive of the previous chair’s 

blueprint guidance, and (3) he is open to paring back bank regulation. While 

it is always nice to have a blueprint to follow from your predecessor, 

sometimes plans change or need to adapt to a new environment. That could 

certainly turn out to be the case at the start of Mr. Powell’s term. 

2017 ended on a pretty high note. Economic growth was strong (3.2% for 

Q3), the stock market kept reaching new highs and the unemployment rate 

reached new lows (4.1%). Inflation continues to be stubbornly low. While 

wages started trending upward along with some measures of anticipated 

future inflation, realized core inflation continues to be stuck below the Fed’s 

long-run expectations (PCE 1.5% & CPI 1.7%).

The FOMC has raised rates 5 times in the past 2 years and expect to raise 

rates an additional 3 times in 2018. This number continues to be at odds with 

both the market, which expects 2, and some Wall Street firms, which expect 

4 increases in 2018. This discrepancy will be Mr. Powell’s first test to find 

consensus among voting members, set market expectations and balance 

data dependency against forward-looking indicators. No matter how many 

increases occur in 2018, it is important to remember that this tightening cycle 

will continue to be the shallowest in history.

FOMC Economic Forecasts

Historic Fed Funds Rate

Source: Bloomberg & Federal Reserve December 2017 meeting notes
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FORCES IMPACTING THE YIELD CURVE
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The interest rate curve has been experiencing a double whammy with the Fed raising rates on the front end while low inflation and low interest 

rates globally have lowered the longer end. With the Federal Reserve planning to slowly decrease the reinvestment of securities, the market 

will have to naturally absorb the increased supply of Treasuries, which could cause rates to rise. As an offset, global demand for US bonds 

remains strong with foreign buyers accounting for 40% of Treasury ownership and the Fed accounting for another 15%. Currently the spread 

between the 10-year and 2-year Treasury stands at 0.50%, its lowest spread in over a decade. Looking ahead, we expect the front end will 

continue to lift, however, it’s the long end that will stir debate. Forward expectations (left side, green line) call for flattening; however, there is 

also the chance that increased domestic growth and increased “animal spirits” from the newly passed tax plan will start to spill through into 

inflation readings and lift the slope of the curve. With the Fed planning on raising rates 3 times or 0.75%, longer interest rates will need to rise 

in lockstep as well in order to keep the curve from inverting in late 2018 or early 2019.
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RATES REMAIN LOW AROUND THE GLOBE
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Interest rates globally remain low as the world continues to be starved for yield. Even while the US is slowly easing off the accelerator of 

monetary stimulus, many other developed economies continue to support their markets, albeit at a declining rate. This dynamic is displayed 

above in the “Yield to Worst” bar, with the lowest aggregate bond market rates in the Asia-Pacific region, followed by the Euro area, and 

lastly the US. Also of concern is the level of duration (a measure of interest rate risk) some investors have to absorb to get paltry yields in 

some locations. If and when interest rates do start to rise, investors will be surprised how quickly the value of their fixed income securities 

erodes. Some pockets of opportunity do exist within fixed income securities in the US and abroad. We advise investors to be cautious and 

nimble in their fixed income allocations. Investors should balance yield against the risks necessary to generate that yield and use sell-offs 

as an opportunity to increase exposure.
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TAX REFORM BENEFIT FOR MANY, NOT ALL

When President Trump signed the Tax Cuts and Jobs Act into law on December 22, 2017, confusion in corporate finance departments and 

accounting offices ensued. The sweeping changes to the US Tax Code are meant to be a boon for both corporations and middle-class America. 

However, fully understanding the changes, and thus quantifying them, proved difficult at first.

The drop in the stated corporate tax rate from 35% to 21% will result in immediate increases to net income for some companies. Strategas Research 

estimates that corporations will see net tax cuts of over $83 billion in 2018, and there will be another $123 billion in net tax cuts to individuals and 

small businesses. This windfall will produce winners and losers.

Below is a list of sectors and groups that should stand to benefit (and lose) from the new tax law. While this list is not inclusive of all sectors, it gives 

an overview of the types of companies that likely will see the effects of the tax reform bill in 2018.

High effective tax rate sectors – Winners. Energy, Telecom and 

Industrials should be net winners from the tax bill due to their higher 

current effective tax rates being reduced.

Banks – Winners. Lower tax rates and prospective portfolio expansion. 

E.g. Berkshire Hathaway is estimated to show an ~$37 billion increase in 

book value due to reduced tax liabilities.

Small- and mid-cap companies – Winners. Lower tax rates should 

benefit small and mid-cap companies.

Multinationals – Winners. Repatriation of large offshore cash holdings 

will be taxed at 15.5%, regardless of whether the cash is moved into the US.

Inverted companies – Losers. There is less incentive for some 

companies to be domiciled overseas due to the new lower corporate rate.

Companies with deferred tax assets – Losers. At least in the short term. 

The reduction in the corporate tax rate reduces the value of accounting 

assets that would have been used to offset taxes at the previous 35% rate.

Companies with deferred tax liabilities– Winners. For the opposite reason 

that companies with deferred tax assets are losers; a reduction in a company’s 

net taxes owed immediately impacts the balance sheet.
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To read more on how the new tax bill affects individuals,
please see our recent white paper here.

http://2maubq4e2ebu1aekmh3m4s37.wpengine.netdna-cdn.com/wp-content/uploads/2017/12/Edge_Insights_Dec_2017.pdf


CONTEXT IS IMPORTANT
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Source: Credit Suisse

Since the Great Financial Crisis nearly a decade ago, US corporations have embraced the expression “never let a good crisis go to 
waste” by embarking on an unprecedented period of belt-tightening aimed at boosting productivity and cash flow. As the chart below 
indicates, the ability for corporations to convert revenue into free cash flow is occuring at an extremely productive rate, leading to 
stronger balance sheets, heightened M&A activity, and enhanced shareholder capital returns. And as Finance 101 has taught us, the 
price of a security is directly related to the cash generated by the security. In today’s increasingly frequent conversations about how 
“expensive“ equity markets are and how long the cycle has persisted, we believe context is extremely important. Yes, equity markets 
are valued near the upper bound of the historical valuation range, but perhaps given the information above and the quality of revenue 
and earnings growth being generated, market valuations should be elevated relative to historical metrics and could possibly move
higher if conditions remain. Despite the fundamentals, we remind investors that 2017 was an abnormal year by most historical 
standards, specifically the lack of volatility and market pullbacks. On average, equity markets have a retracement close to 10%, and 
we expect a return to “normal” in 2018. 

Free Cash Flow as a % of Sales Forward P/E Ratios Approaching Highs but Justified

Source: Credit Suisse



MID AND SMALL CAPS HAVE MORE TO GAIN
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Source: Strategas

Total Effective Corporate Tax Rate Changes

Due to their lower exposure to overseas earnings, US small- and mid-capitalization companies are positioned to be the largest 
benefactors of US tax reform. Specifically, regional banks and consumer companies, i.e. retail, currently have the highest statutory tax 
rates, and the benefits come at a much-needed time. The maligned retail sector could use the excess cash flow to shore up balance 
sheets (retail faces significant refinancing needs in coming years) and business models to better compete against online threats. Aside 
from lower taxes, regional banks will benefit in 2018 from looser regulations, an economy that is operating at or above potential, and 
perhaps a steeper yield curve. On an absolute basis, when viewed as a whole, small-capitalization equities trade at a heavy 27x 
earnings, but peeling back the layers reveals many inexpensive opportunities within specific sectors. If there was ever an opportunity for 
active management to shine, 2018 could be the year. For those firmly in the passive category, we recommend investors consider value-
based indexes as the exposure to financials is notably higher.



GLOBAL EARNINGS RECOVERY
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Source: Strategas

When viewed from a US dollar investor perspective, emerging market and European equities were the two best-performing regional 
markets in 2017. In recent outlooks we highlighted that the economic momentum was building both in the US and especially abroad 
in areas that in recent years have struggled to generate economic growth on par with the US. It took awhile, but eventually central 
banks caught on to the notion that interest rates needed to be lower for longer and that investors needed confidence that central bank 
actions were deliberate and steady. 

The above was simply tinder for an international business cycle that was lackluster until the end of 2016. As highlighted, earnings 
growth across international developed markets (Europe and Japan) ignited in 2017, partly due to higher oil, but mostly from a
acceleration in GDP and capital investments. Not surprisingly, small-cap equities led (classic early business cycle trend). The 
earnings growth during the second half of 2017 was stronger than we would expect and the trend will likely soften (but not falter) in the 
second half of 2018. Investors should not mistake the expected softening of data to mean that 2017 was a flash in the pan. The data 
suggests a strong pull-through in demand, but we believe there is enough momentum to carry through 2019. The expected transition
in economic data will drive a spike in volatility in 2018, likely during the summer.



FOLLOW THE EARNINGS IN EMERGING MARKETS
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Source: Bloomberg and Goldman Sachs

Earnings Recovery in 2017 Reminiscent of an Earlier Cycle

During the past 12 months, investors were rewarded handsomely for maintaining their emerging markets exposure. For reference, the 
MSCI Emerging Markets index returned over 37% during the year for US dollar investors, its highest return in over a decade. Also 
worth noting was the return of solid earnings growth, which was a material shift from 2016, when nearly all of the gains were driven by 
P/E expansion. We are entering a stage with more synchronized growth among the emerging market constituents. We project that this 
cohesive growth will bode well for the entire complex, and this should help drive attractive pockets of opportunity outside of Asia that 
our active managers will continue to identify. 

Using a price-to-earnings ratio, the MSCI Emerging Market index trades at less than 13x 2018 earnings, a seemingly material and 
attractive discount relative to developed market peers. We encourage investors to not get too caught up in the valuation of EM; 
earnings growth and fiscal stability matter more and will determine the direction of local markets. The good news for EM investors is 
that the earnings growth profile improved dramatically in 2017 and should support the recent advance and momentum into the year 
ahead. Higher interest rates across the developed world will be a headwind in 2018 for the region, but nonetheless, we expect 
attractive returns in the near-term.



THE IMPORTANCE OF CHINA
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With its recent stock market performance, China now represents 30% of the MSCI Emerging Markets Index, making it the largest country 
allocation, followed by South Korea (15%), Taiwan (11%), and India (9%). Currently, the underlying exposure to China has been offered 
through the Hong Kong market, known as H-shares; however, beginning in 2018 MSCI (Morgan Stanley Capital International), a leader in 
benchmark definition, will be including local Chinese stocks, known as A-shares, in its emerging markets indices. In other words, China’s 
local equity market will play an increasingly important role for investors in the future.

Given its representation, China largely determines the performance of broader emerging markets indices; therefore, it is important to 
understand its fundamental and economic indicators. Over the past several years, the Chinese economy has been undergoing a once-in-a-
lifetime transition from manufacturing to service, a reconstitution that has occurred at a blistering pace, causing a slowdown in economic 
growth that has weighed on emerging market returns for several years. Although the transition is still underway, the recent economic results 
have shown improvement leading to stronger equity market returns for China and the index. The technology sector (including Tencent and 
Alibaba) has more than pulled its weight and has masked more moderate returns within other sectors. We encourage investors to rebalance 
out of emerging markets equity funds with significant overweight to BATS (Baidu, Alibaba, Tencent, Samsung) and to diversify into other 
sectors.

Source: Neuberger Berman
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STRONGER COMMODITY PRICES SUGGEST GROWTH

Strong global growth momentum lifted industrial metals prices last year as copper, aluminum, zinc, and nickel were all up approximately 

30%. Demand from China and other emerging and developed economies for manufacturing and construction inputs, combined with a 

weaker US dollar appear to be the cause, rather than supply constraints. China’s manufacturing PMI is sitting firmly in expansion territory 

despite recent environmental curbs and inspections.

China’s transition from a manufacturing to a services-led economy created some growing pains in recent years, but the data suggests 

that China is growing again and that its appetite for commodities remains intact, a positive for supply producers. Also increasing the 

demand for metals, the rise of electronic vehicles has brightened prospects for copper as well as for certain niche commodities such as 

lithium, cobalt, and graphite.

In the longer term, higher prices will attract supply-side investments, but for the time being, we expect commodity prices will continue to 

be volatile with winners and losers. We prefer commodities exposure via related equities, and in some cases through debt, rather than 

directly through commodity futures, for a host of reasons. This trend can be exploited via industry-specific funds (for example a metals 

and mining ETF), through broader baskets of natural resources equities, both of which have lagged the recent growth in underlying spot 

commodity prices, or by investing in emerging market equities.   

Source: BlackRock as of 12/29/17



After years of mediocre returns, hedge funds may be on a 

comeback trail. Booming equity markets helped the industry 

achieve its highest returns in four years in 2017, led by stock 

pickers and macro traders focused on emerging markets. However, 

some of the largest macro funds primarily focused on developed 

markets had another disappointing year. On average, hedge funds 

returned about 8% last year, almost double the previous year’s 

figure, according to Eurekahedge. Boosted by the global stock bull 

market, equity long/short strategies returned about 12% compared 

with 22% for US equities and 25% for global equities1.  

What’s more, many of these strategies achieved strong relative 

returns in a record-low volatility environment. While long stretches 

of low equity volatility are historically the norm rather than the 

exception, we do anticipate some regime change entering 2018 as 

US markets settle their divorce from quantitative easing. As such, 

alternative investments such as hedge funds have demonstrated 

the ability to dampen overall portfolio volatility and can prove 

beneficial when markets turn.

One sector in particular we find compelling coming into the new 

year is insurance-linked funds in the property catastrophe space. 

As a result of large rate increases (with no change to future risk) 

following the largest industry-insured losses on record stemming 

from Hurricanes Harvey/Irma/Maria, Mexican earthquakes, and 

California wildfires, higher risk-adjusted returns are now available 

in these strategies. This near-term opportunity becomes even more 

attractive when one considers the historical near-zero correlation to 

all other asset classes.
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HEDGE FUND RETURNS IMPROVING

Source: Eurekahedge. Note: 2017 returns based on 16% of funds’ reporting as of 1/5/18

Hedge Funds Rebound…
Emerging markets and surging stocks boosted hedge funds’ gains in 2017

Source: Hedge Fund Research, Inc. Indices as of 11/30/17

1: Equity Long/Short represented by the Eurekahedge Long Short Equities Hedge Fund Index; U.S. Equities represented 

by the Russell 3000 Index; Global Equities represented by the MSCI ACWI Index

…Across Most Strategies
HFRI Index returns 2015-2017



Despite booming markets and the current rage for uber-low-cost passive equity funds, a combination of forces led investors to pull money 

from US equity funds last year and reallocate to fixed income and international equity funds. Concern on stretched valuations for US 

equities, conviction in the eurozone economic recovery, and customary portfolio rebalancing led investors to withdraw approximately $39 

billion from domestic equity funds while adding approximately $340 billion to fixed income and $200 billion to international equity funds in 

2017.

Survey data indicates that American stock ownership is in fact retreating. According to a Gallup survey last year, from 2001 to 2008, 62% 

of Americans reported owning equities between the fall of the dot-com bubble and the onset of the global financial crisis. That number 

shrunk to 54% during the current bull market of 2009-2017. It should also be noted the population of US residents age 65 or older has 

grown more than 40% since 2000 to approximately 50 million, according to the Census Bureau, a statistic that helps explain the current 

demand for bond holdings despite the numerous record highs experienced across several US equity benchmarks last year. 
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FLOWS SUGGEST IT’S DIFFERENT THIS TIME

Source: Strategas as of 1/2/18



For US equity investors, this could be a good sign: during the 1999 and 2007 US stock market rallies, funds flowed overwhelmingly into 

equity funds, which only added to the froth leading up to the severe corrections that followed with the bursting of the technology bubble in 

2000-2001 and the Great Financial Crisis of 2008-2009. In the current period, trading volume has been notably lower when compared with 

prior strong equity runs. This could suggest the “hot money” that drove prior periods of speculation to a fervor has found other

opportunities, specifically cryptocurrencies. The buzz surrounding Bitcoin is, unfortunately, too reminiscent of the dot-com era. The notion 

that speculative investors have found another asset to occupy their interests is likely not a bad thing for equities.
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WHERE IS THE VOLUME?

Source: Bloomberg as of 12/31/17

S&P 500 Index
Recent rally has been on lighter volume 

Volume

Price
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UNDERSTANDING CRYPTOCURRENCY 
No single financial security generated more buzz in 2017 (and 2018) than 

cryptocurrencies, specifically Bitcoin and other smaller imitation start-ups. The 

rationale for the rise in popularity of an alternative currency into mainstream 

investing circles (other than its meteoric rise) has been attributable to cynicism 

around central bank policies aimed at debasing fiat currency, and the need for an 

unregulated currency that is difficult to track and steal – although there have been 

recent reports of Bitcoin hacking. 

From our perspective, the underlying technology driving Bitcoin, i.e. Blockchain, is 

promising with broader applications beyond our scope, but the merits of Bitcoin 

and other cryptocurrencies as a future medium for exchange on any grand scale 

are fragile and unproven at best.

To start, the marketplace is extremely young and fragmented. Transaction size and 

ability are limited for the mainstream due to the fact that the main exchanges, such 

as Coinbase, are all still in their infancy. The youth of the space can also be seen 

through its fragmentation. While Bitcoin (market cap: $249bn) is currently the 

media darling and the largest by market cap, there is no way of telling which 

currency, if any, will become universally accepted. Ethereum ($117 billion), Ripple 

($89 billion) and Dash ($9 billion) are just 3 of the 47 different cryptocurrencies in 

circulation with a market cap of over $1 billion. 

From a transaction perspective, while some large companies such as Microsoft have initiated a Bitcoin payment system, (although the 

company has had to halt payments at various times) most retailers still do not accept Bitcoin due to price volatility and uncertainty in the 

young technology. In addition, we are beginning to see the levy of various transaction charges, reducing one of the main appeals of 

cryptocurrencies. Lastly, while the emerging currency has been exchanged / traded without regulatory oversight in the past, if its appeal 

continues regulators will be forced to enact some form of legislation to protect consumers and businesses against cyber risk, an arduous 

task given the decentralization of Bitcoin but a looming reality.

It is still too early to determine if Blockchain technology and its application as a currency via Bitcoin will develop into a credible medium of 

exchange on any grand scale. Not dissimilar from gold and other historical currencies, the value of Bitcoin and other competitors is 

derived from what any individual is willing to buy and sell for, an auction process that is unfortunately being controlled almost entirely by 

traders and speculators with no interest other than making a quick buck. As investors and not speculators, we encourage caution and 

remain on the sidelines but with interest in the future direction of this exciting technology. 

BitcoinEthereum

Dash Ripple Monero

Stratis

$250bn

$118bn

$9bn $90bn $7bn

$2bn

Fragmented Market

Sources: coinmarketcap.com /
arstechnica.com / Investopedia.com / visualcapitalist.com / 

chicagotribune.com /  coindesk.com / Pew Research Center / 

britannica.com



APPENDIX

18



DISCLOSURES

This material is being provided to demonstrate the general thought process and methodology used by Edge when constructing a portfolio for an 

individual client. This material should not be interpreted as a representative sample of the portfolio performance achieved by all Edge clients and there 

can be no assurance that any client is likely to achieve the results shown. 

Since each portfolio will be tailored to the specific client’s unique investment objectives and tolerance for risk, a client's actual portfolio and investment 

objective(s) for accounts managed by Edge Advisors, LLC may look significantly different from this or other models, as appropriate. Investors are 

strongly urged to consult with their own advisors regarding any potential strategy or investment. 

This material is based upon information which we consider reliable, but we do not represent that such information is accurate or complete, and it should 

not be relied upon as such. Past performance is no guarantee of future results. 

Index information reflects the reinvestment of dividends and is included merely to show the general trend in the equity markets for the periods indicated. 

You cannot invest directly in an index. 

The opinions expressed herein are those of Edge Capital Partners (“Edge”) and the report is not meant as legal, tax or financial advice. You should 

consult your own professional advisors as to the legal, tax, or other matters relevant to the suitability of potential investments. 

The external data presented in this report have been obtained from independent sources (as noted) and are believed to be accurate, but no independent 

verification has been made and accuracy is not guaranteed. 

The information contained in this report is not intended to address the needs of any particular investor. This presentation is solely for the recipient. By 

accepting this report, the recipient acknowledges that distribution to any other person is unauthorized, and any reproduction of this report, in whole or in 

part, without the prior consent of Edge Capital Partners is strictly prohibited. 

This communication is not to be construed as an offer to sell or the solicitation of an offer to buy any security such as an offer can only be made through 

receipt of an offering memorandum which will explain all risks. 

All figures are estimated and unaudited. The case studies shown are meant to demonstrate Edge’s investment process and are not meant as an 

indication of investment performance. Past performance is not necessarily indicative of future results.

The sample asset allocation models shown were constructed using indices to demonstrate Edge’s sector allocation. All performance shown is net of 

performance fees and reflects reinvestment of dividends. You cannot invest directly in an index.
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