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WHAT TO BELIEVE

If there was ever a time to question what you see, hear, or believe, this could be it. Under no conditions would you believe that an illness 

infecting less than 0.04% of the global population would close borders, bankrupt companies, and create a global recession at a speed 

and magnitude that is unprecedented in the modern era. Would you believe that 10 years of job growth could be undone in three weeks, 

or that U.S. GDP growth could be -30% over any time period? These are the incredible and unique times that we find ourselves in.

As financial professionals, we are trained to separate fact from fiction and extract valuable information from the noise so that we can 

make more informed investment decisions for our clients. In March, that ability was marginalized reminiscent of the Great Financial Crisis

2008-2009, when there were more questions than answers and no modern-day playbook for what was materializing before our eyes. We

find ourselves today in a similar predicament, questioning what is possible versus what is probable. When financial markets can’t 

effectively find the answers, extreme downside volatility is the outcome. In March, that translated to 10% daily moves across major 

markets.

With more time to digest this strange new world, we are learning more about the virus and its impact on the global economy. While there 

are still many unknowns, answers are developing, and we are seeing green shoots of optimism and clarity. Daily new case counts in the 

U.S. appear to have peaked, relieving some of the strain on our healthcare systems. We are seeing early-stage data showing that specific 

therapeutics may be effective in relieving the virus and improving recovery times. Last, in an unprecedented response, governments 

around the world have provided bridge financing to help individuals and businesses survive the storm. Not everything has gone smoothly 

or has been communicated effectively, but it never does in the middle of a war. We believe individuals are doing the best job possible 

given the unknowns and the fluidity of the current pandemic. 

As investors, we strive to find the opportunities within the crisis, and we have several significant changes to our asset allocation 

recommendations. The subsequent pages provide a summary, but we recommend, where appropriate, that investors further overweight 

U.S. equities, as we believe that the U.S. has the most policy levers to pull to effectively battle the financial fallout from this crisis. We 

have also turned constructive on U.S. small capitalization equities for the first time in many years. Unfortunately, the virus has ended one 

of the longest periods of economic expansion on record and we are entering a new era - a reset of the global economy with elevated 

unemployment and trough manufacturing. Small caps typically perform well at the beginning of new cycle. We are incrementally more 

enthused for stressed and distressed credit but recommend selectivity and to consider, where appropriate, private investments where 

alpha may be higher than in public markets.

We believe that the global economy is much closer to the end of this dark tunnel than the beginning. Like every previous cycle, the new 

economy will have its own unique characteristics that distinguish it from others. There will be changes in consumer and corporate 

behavior with both positive and negative consequences to the economy and financial assets. We should not be afraid of change. Despite 

the two prior “world changing” setbacks in just the last twenty years, our economy (and stock market) survived and grew.
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INVESTMENT GRADE

MORTGAGE

SECURITIES

NON-INVESTMENT

GRADE

FAVORABLE 

There is an adage from the Global Financial Crisis that still rings true - “Don’t fight the Fed.” The Fed and U.S.Treasury were very 

quick to react to the deterioration within the treasury, agency, investment grade corporate, and municipal bond markets 

unleashing a torrent of acronym-based facilities to provide support when these markets dislocated. These programs have been 

instrumental in bringing a level of calm back to high-quality assets. While it will take time for the economy to heal, we suggest 

investors follow the Fed’s lead.

NEUTRAL (Downgrade from FAVORABLE)

The mortgage-backed sector has been a tale of two markets recently: those getting Fed support and those that have been left 

out. Those getting Fed support include agency residential and commercial mortgages securities. While not at their pre-virus 

tights, valuations have retraced 50% from their recent widened levels. With continued support from the Fed, we view the return 

profile going forward to be modest but stable. Areas of greater opportunity might lie in the sectors the Fed is currently not directly 

supporting - namely non-agency MBS, CMBS, and other asset backed structures. 

NEUTRAL (Upgrade from UNFAVORABLE)

We are upgrading our asset class recommendation for non-investment grade credit to Neutral. Credit spreads look attractive in 

comparison to history, but we caution that we are currently in a new paradigm and view yields as fairly balanced against the risks 

the sector presents. The strongest headwinds to non-investment grade credit include the very large potential overhang from 

downgrades, the fall of oil prices to recent lows, and lack of CLO creation for leveraged loans. We recommend being nimble and 

selective in our allocation, understanding spreads could widen again and distressed opportunities might be best accessed 

through non-liquid vehicles. 

US LARGE CAP

US SMALL CAP

FAVORABLE (Upgrade from NEUTRAL)

We are moving our outlook on U.S. large caps to Favorable, a decision that may raise some eyebrows, but as we have learned 

during similar instances in the past, many of the best opportunities are in the darkest times. Only a few weeks into the earnings 

season, analysts are finally lowering forecasts to reflect the harsh economic reality. We know that earnings for the full year will 

be down materially – possibly 20-30% lower than for 2019, placing EPS in the $115-$130 range for 2020. Using this revised 

base and assuming an earnings recovery over the next several years (U-shaped), we can make the case for US large caps 

reaching prior highs in a post-virus world. The ride will remain volatile and we encourage investors to buy the dips.

FAVORABLE (Upgrade from NEUTRAL)

We believe the unfortunate reset of the economic cycle created by the pandemic presents an attractive entry point for an asset 

class that we have held at Neutral for over five years. Small caps perform best in the early years of an economic recovery; 

financing costs are at historic lows, there is ample slack in the labor force, releasing the wage pressure that existed pre-Covid, 

and commodity prices will serve as a tailwind for many small businesses. While investors have done well with inexpensive 

passive investing for US large caps, we recommend active management as balance sheet and cash flow analysis will be critical.

There will be many business causalities stemming from the current economic challenges.

SUMMARY OF VIEWS
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UNFAVORABLE (Downgrade from NEUTRAL)

Capital is finite. Accordingly, we recommend investors reduce their developed international exposure in favor of U.S. large- and

small-cap equities. When we assess global opportunities, we are drawn to regions that have both the ability and willingness to lift 

growth via all potential policy tools at their disposal. While the ECB has initiated the PPEP (Pandemic Emergency Purchase 

Program) to support liquidity, we believe the eurozone enters this challenging phase with less balance sheet capacity and 

increasing divisiveness across its member countries on the best use of policy levers. We recommend investors focus their equity 

risk in the higher-quality, multinationals in developed international markets, as opposed to deep cyclicals and financials.

NEUTRAL

We are maintaining our Neutral view on emerging market equities as we see the risks as being balanced today. China is clearly

ahead of developed markets in reopening local economies; and accordingly there is a rebound of economic activity that could be 

the future model for developed markets. It is questionable whether the virus is really contained in China in our view, and we have 

increasing concerns that other densely populated countries (India) are not yet through the pandemic. The valuation of the broad 

emerging markets asset class is modestly appealing at 1.4x price-to-book but offsets neither these concerns nor other risks related 

to currency and debt volatility. With other attractive opportunities, we do not feel compelled to move our view to Favorable.

NEUTRAL

Given the underlying diversity of assets that comprise the infrastructure asset class, we are leaving our view at Neutral for the 

moment. We are more constructive on assets directly correlated to the re-opening of the global economy (tollroads, airports, and 

railways) but less constructive on midstream oil and gas assets. Our view is that while midstream assets serve an essential 

function, the supply overhang will be a headwind for some time. The oncoming wave of bankruptcies, whether it be from E&P or 

services, will weigh on multiples. Last, balance sheet deleveraging must be the top priority in order for investors to regain 

confidence in midstream assets. 

UNFAVORABLE

Aside from energy, broad real estate may be facing the most headwinds and uncertainty in a post Covid-19 world. Segments that 

we are most concerned about include lower quality corporate real estate, hotels, strip malls, and even healthcare depending on the 

adoption of telehealth. On the other end of the spectrum, data centers and tower REITs should come through relatively unscathed.

We believe there are better opportunities in other asset classes.
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EMERGING MARKETS

INFRASTRUCTURE

REAL ESTATE

ALTERNATIVES

SUMMARY OF VIEWS

INTERNATIONAL

FAVORABLE

Hedge funds at the index level were successful in providing downside protection during the volatile first quarter, but manager 

selection and hedge fund style were both key in determining the degree of success.  The HFRI Fund Weighted Composite, a 

broad measure of hedge fund performance, was down 7% in March and 9.4% YTD, compared to the global equity markets, 

which were down 13.5% in March and 21.3% YTD. Going forward, we believe economic uncertainty and elevated levels of 

dispersion within both credit and equity markets should increase the opportunity set for hedge funds.  The economic slowdown 

has highlighted the excess corporate leverage that existed prior to COVID-19.  This will create several opportunities within 

event driven strategies such as distressed credit, where managers can produce alpha from capital structure mispricing.  



1Q 2020 MARKET EVENTS
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Global Equity Total Return (12/31/19 - 3/31/20)

Source:  Bloomberg as of 3/31/20.  Global Equity represented by MSCI ACWI Net Total Return USD Index.

Key 2Q 2020 Dates

April

22:

28-29:

30:

Kickoff of the 1Q 

2020 earnings 

season

FOMC Meeting

Tentative end to 

social distancing 

in the U.S.

May:

8: U.S. nonfarm 

payrolls report

June

9-10: FOMC Meeting



ASSET CLASS PERFORMANCE
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Sources:  Bloomberg, J.P. Morgan, Russell, MSCI, FTSE Russell, Alerian.  Hedge Funds returns as of 2/29/20.  All other returns as of 3/31/20.

See disclosures for list of indices representing each asset class.

Fixed Income (1Q 2020)

+ Flight to safe haven assets combined with 
accommodative central bank policy

– Spike in credit spreads amid coronavirus 
concerns

– Lack of liquidity 

Equities (1Q 2020)

– Halt in economic activity

– Small cap’s higher sensitivity to market 
downturns

+ Fiscal and monetary policy response to the 
global pandemic

Real Assets / Alternatives (1Q 2020)

– Russia/Saudi Arabia oil price war

+ Flexibility and diversified sources of alpha 
benefitted hedge funds in largely one-
directional market environment



MARKET THEMES
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Volatility – Stocks (VIX) and Bonds (MOVE)

Volatility spiked across markets with the VIX averaging 58 in March.
This implies average daily moves in the S&P 500 Index of +/- 3.7%.

U.S. Monetary and Fiscal Policy Response
The Federal Reserve and U.S. government swiftly enacted stimulus
measures to support markets and the broader economy.

Source:  U.S. Bureau of Labor Statistics (BLS) Source:  Bloomberg.

Monetary Policy (Fed)

March 16:

Cut federal funds rate to 0-0.25%

March 17-18:

Established money market, 

commercial paper, and primary 

dealer lending facilities to support 

short-term cash needs

March 20:

Increased USD swap lines with 

foreign central banks to ensure 

USD liquidity around the globe

March 23:

Announced unlimited quantitative 

easing  (Treasuries, MBS, and 

CMBS)

Established additional lending 

facilities to support liquidity. 

Includes: primary and secondary 

market corporate credit lending 

facility, Term Asset-Backed 

Securities Loan Facility (TALF), 

and the Exchange Stabilization 

Fund (ESF) 

March 31:

Opened FIMA repo facility to 

stabilize foreign U.S. dollar 

markets

Fiscal Policy (Govt)

March 6:

Phase 1: Coronavirus 

Preparedness and Response 

Supplemental Appropriations Act 

– $8.3bn in emergency medical 

funds

March 18:

Phase 2: Families First 

Coronavirus Response Act –

estimated $120bn for free virus 

testing,  unemployment relief, 

sick leave

March 27:

Phase 3: Coronavirus Aid, Relief 

& Economic Security Act

(CARES Act) – $2tn for direct 

checks to individuals, 

unemployment relief, loans to 

small businesses, states and 

municipalities

April ??:

Phase 4: TBD

Source: Bloomberg.

U.S. Nonfarm Payrolls (Monthly Change)

Over 700,000 net jobs were lost through mid-March, and April’s report,

which includes the last 2 weeks of March, will likely be much worse.
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MARKET THEMES

WTI Crude Oil Prices

Oil prices tanked in March after Russia and Saudi Arabia refused to
cut production and then slashed prices in order to grab market share.

Equity – Growth vs. Value
Growth stocks like Amazon and Netflix outperformed value sectors,
notably Financials and Energy, given low rates and falling oil prices.

Source:  Federal Reserve based on H.10 exchange rate data.

Source  S&P.
Source:  Bloomberg.

Source:  Bloomberg.

Trade Weighted U.S. Dollar

A surge in demand for safe haven assets with positive yields
strengthened the U.S. Dollar.

Government Bond Curves
Interest rates fell across the globe with shorter term maturities in
Germany and Japan offered at negative yields.



ECONOMIC REVIEW
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As anticipated, global business activity plummeted to levels below 50,
indicating economic contraction.

PMI Composites Real GDP Growth (YoY)

Forecasts for 2020 fell meaningfully, particularly in Europe with
expectations for negative growth this year.

Source: Federal Reserve Bank of New York. The National Bureau of Economic Research (NBER) defines a recession as “a significant decline in economic activity spread across the economy, lasting more than a few 

months, normally visible in real GDP, real income, employment, industrial production, and wholesale-retail sales.” See https://www.nber.org/cycles.html for more information. Past performance does not indicate future 

performance.

Sources:  Markit, JPMorgan.  Subject to one month lag. Source:  Bloomberg.  Forecasts based on Bloomberg survey.

Federal Reserve Bank of New York, Recession Prediction Model, Next 12 Months



FIXED INCOME MARKET UPDATE
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U.S. Treasury Curve Index Performance Attribution (1Q20)
Falling Treasury yields benefitted bonds, but widening spreads were a

headwind, particularly for riskier assets like high yield.
Rates dropped precipitously, most notably on the short-end as Fed

policy caused a modest steepening of the curve.

Credit Market Spreads – Trailing 5 Years

Spreads blew out in the first quarter amid growing concerns about the negative economic impacts of COVID-19. Monetary and fiscal responses

provided some relief through the end of March, but Investment Grade and High Yield spreads are now trading above 10-year averages.

Source:  Bloomberg.

Source:  Bloomberg. Source:  Bloomberg.

See disclosures for list of indices representing each asset class.



EQUITY MARKET UPDATE
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U.S. Equities – Contribution to Return by Sector (1Q20)Equity Valuations (Trailing 15 Years)

The virus-driven selloff pulled down valuations to levels well below

those seen at the end of 2019.
~95% of S&P 500 companies had negative 1Q returns

See disclosures for list of indices representing each asset class, region or country.  CAPE = cyclically adjusted price/earnings ratio.

Country Total Returns (%) – Top 10 Largest Economies

Returns were negative across the board, most notably in Brazil. Brazilian President Bolsonaro has downplayed the virus threat and refused to enforce

a shutdown. On the other hand, China’s strict quarantine measures to stem the outbreak appear to have benefitted that market.

Source:  MSCI as of 3/31/20. Source:  S&P.

Source:  MSCI.



ALTERNATIVES MARKET UPDATE
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Spreads over 10-Year TreasuryHedge Fund Cumulative Returns – Trailing 10 Years

Midstream energy spreads spiked following the Russia/Saudi Arabia
standoff coupled with coronavirus concerns. REITs also weakened
but not nearly to the degree as sectors impacted by oil prices.

Strategies with significant equity and credit beta lagged more market

neutral approaches over the course of 1Q 2020.

See disclosures for list of indices representing each asset class. Past performance does not indicate future performance.

Source:  Hedge Fund Research.  Indices are fund weighted. Sources:  FTSE Russell, Alerian.



THE CASE FOR DIVERSIFICATION
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Source:  Bloomberg as of 3/31/20. See disclosures for list of indices representing each asset class.

2011 2012 2013 2014 2015 2016 2017 2018 2019 YTD 10Yr (Ann)

Midstream Energy

13.9

Emerging Markets

18.2

U.S. Small Cap

38.8

U.S. Equity REITs

30.1

U.S. Equity REITs

3.2

U.S. Small Cap

21.3

Emerging Markets

37.3

Municipals 5-Year

1.7

U.S. Large Cap

31.5

Core Bond

3.1

U.S. Large Cap

10.5

TIPS

13.6

U.S. Equity REITs

18.1

U.S. Large Cap

32.4

U.S. Large Cap

13.7

Municipals 5-Year

2.4

Midstream Energy

18.3

International Dev.

25.0

Foreign Bond

0.5

U.S. Equity REITs

26.0

TIPS

1.7

U.S. Equity REITs

7.4

U.S. Equity REITs

8.3

International Dev.

17.3

Midstream Energy

27.6

Core Bond

6.0

U.S. Large Cap

1.4

High Yield

17.1

U.S. Large Cap

21.8

Core Bond

0.0

U.S. Small Cap

25.5

Municipals 5-Year

-1.0

U.S. Small Cap

6.9

Core Bond

7.8

EM Debt 

(unhedged)

16.9

International Dev.

22.8

Balanced

5.1

Core Bond

0.6

U.S. Large Cap

12.0

EM Debt 

(unhedged)

15.2

TIPS

-1.3

International Dev.

22.5

Foreign Bond

-1.1

High Yield

5.6

Municipals 5-Year

6.9

U.S. Small Cap

16.3

Balanced

12.2

U.S. Small Cap

4.9

Hedge Funds

-0.3

Commodities

11.7

U.S. Small Cap

14.6

High Yield

-2.1

Emerging Markets

18.4

Hedge Funds

-1.2

Balanced

4.4

High Yield

5.0

U.S. Large Cap

16.0

Hedge Funds

9.0

Midstream Energy

4.8

International Dev.

-0.8

Emerging Markets

11.2

Balanced

13.6

Hedge Funds

-4.0

Balanced

17.5

High Yield

-12.7

Core Bond

3.9

Foreign Bond

4.2

High Yield

15.8

High Yield

7.4

TIPS

3.6

TIPS

-1.4

EM Debt 

(unhedged)

9.9

Hedge Funds

7.8

U.S. Large Cap

-4.4

High Yield

14.3

Balanced

-14.3

TIPS

3.5

U.S. Large Cap

2.1

Balanced

11.5

U.S. Equity REITs

2.5

Hedge Funds

3.4

Foreign Bond

-2.3

U.S. Equity REITs

8.5

High Yield

7.5

U.S. Equity REITs

-4.6

EM Debt 

(unhedged)

13.5

EM Debt 

(unhedged)

-15.2

Foreign Bond

2.8

Balanced

0.9

TIPS

7.0

Municipals 5-Year

0.8

Municipals 5-Year

3.2

Balanced

-3.3

Balanced

7.6

Foreign Bond

6.5

Balanced

-5.8

Core Bond

8.7

U.S. Large Cap

-19.6

Municipals 5-Year

2.8

EM Debt 

(unhedged)

-1.8

Foreign Bond

5.3

Foreign Bond

-1.0

Foreign Bond

2.9

U.S. Small Cap

-4.4

TIPS

4.7

U.S. Equity REITs

5.2

EM Debt 

(unhedged)

-6.2

TIPS

8.4

International Dev.

-22.8

Hedge Funds

2.6

U.S. Small Cap

-4.2

Midstream Energy

4.8

Core Bond

-2.0

High Yield

2.5

High Yield

-4.5

Foreign Bond

3.2

Core Bond

3.5

U.S. Small Cap

-11.0

Hedge Funds

7.8

Commodities

-23.3

International Dev.

2.4

Hedge Funds

-5.7

Hedge Funds

4.8

Emerging Markets

-2.6

Emerging Markets

-2.2

Emerging Markets

-14.9

Core Bond

2.6

Municipals 5-Year

3.1

Commodities

-11.2

Commodities

7.7

Emerging Markets

-23.6

Emerging Markets

0.7

Commodities

-13.3

Core Bond

4.2

TIPS

-8.6

International Dev.

-4.9

EM Debt 

(unhedged)

-14.9

International Dev.

1.0

TIPS

3.0

Midstream Energy

-12.4

Midstream Energy

6.6

U.S. Equity REITs

-27.3

EM Debt (unhedged)

0.6

International Dev.

-12.1

Municipals 5-Year

3.0

EM Debt 

(unhedged)

-9.0

EM Debt 

(unhedged)

-5.7

Commodities

-24.7

Hedge Funds

0.5

Commodities

1.7

International Dev.

-13.8

Foreign Bond

6.3

U.S. Small Cap

-30.6

Midstream Energy

-5.0

Emerging Markets

-18.4

Commodities

-1.1

Commodities

-9.5

Commodities

-17.0

Midstream Energy

-32.6

Municipals 5-Year

-0.4

Midstream Energy

-6.5

Emerging Markets

-14.6

Municipals 5-Year

5.4

Midstream Energy

-57.2

Commodities

-6.7
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Source:  Bloomberg as of 3.31.20.  Total returns as of 3.31.20 Periods greater than 1 year are annualized.  All returns are in U.S. 
dollar terms.

FINANCIAL MARKETS PERFORMANCE

*
*

*
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DISCLOSURES

Investments carry the risk of loss, including the potential loss of capital invested, which clients should be prepared to bear. Past performance may not be indicative of future results.

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 an assertion of the Firm’s demonstrated skill as an investment manager or of portfolio performance experienced by any Edge clients. There can be no assurance 

that any client is likely to achieve the results shown. 

Expected results and other information in this presentation are “forward-looking statements” under applicable securities laws Forward-looking statements are provided to allow clients 

and potential clients the opportunity to understand Edge’s beliefs and opinions in respect of the future. These statements are not guarantees of future performance and undue reliance 

should not be placed on them. Such forward-looking statements necessarily involve known and unknown risks and uncertainties, which may cause actual performance and financial 

results in future periods to differ materially from any projections of future performance or result expressed or implied by such forward-looking statements. Although forward-looking 

statements are based upon what Edge believes are reasonable assumptions, there can be no assurance that forward-looking statements will prove to be accurate, as actual results 

and future events could differ materially from those anticipated in such statements.

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 may look significantly different from this or other models, as appropriate.

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

directly in an index.

The opinions expressed herein are those of 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. 

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 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.

All figures are estimated and unaudited. 

When referencing asset class returns or statistics, the following indices are used to represent those asset classes. Each index is unmanaged and investors can not actually invest 

directly into an index: Cash - Citigroup 90 Day T-Bill; TIPS - Bloomberg Barclays US Treasury TIPS; Municipals - Bloomberg Barclays Muni Bond 5-Year;  High Yield Municipals -

Bloomberg Barclays High Yield Muni Bond; Aggregate Bond - Bloomberg Barclays US Aggregate Bond Index; High Yield - Bloomberg Barclays US Corporate High Yield; Foreign 

Bond - Bloomberg Barclays Global Aggregate Ex USD; Emerging Debt - JPMorgan GBI-EM Global Diversified Unhedged Index; Large Value - Russell 1000 Value; Large Blend -

S&P 500; Large Growth - Russell 1000 Growth; Small Value - Russell 2000 Value; Small Blend - Russell 2000; Small Growth - Russell 2000 Growth; International - MSCI 

EAFE; Emerging Markets - MSCI EM; Domestic REITs - FTSE NAREIT Equity REITs; Global REITS - S&P Developed World Property; Commodities - Bloomberg Commodity 

Index; MLP - Alerian MLP; Hedge Funds - HFRI Fund of Funds Composite Index; Balanced^ - 3% Bloomberg Barclays US Treasury TIPS, 31% Bloomberg Barclays US Aggregate 

Bond Index, 1.5% Bloomberg Barclays Global Aggregate Ex USD, 1.5% Bloomberg Barclays Global Aggregate Ex SD (Hedged), 4% Bloomberg Barclays US Corporate High Yield, 

2% JPMorgan GBI-EM Global Diversified Unhedged Index, 17% S&P 500, 6% Russell 2000, 15% MSCI EAFE, 7% MSCI EM, 3% FTSE NAREIT Equity REITs, 2% Bloomberg 

Commodity Index, 5% Alerian MLP, 2% Citigroup 3 Month T-Bill
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