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KEY THEMES DRIVING THE FOURTH QUARTER

➢ Proposals for $4.5T in new spending programs likely to be lowered

➢ Supply chain disruptions impacting multiple industries’ effectiveness

➢ Increases in various tax rates likely to be not as steep  

➢ Corporations likely to begin passing on costs to consumers 

➢ Appears transitory, but how high will it go in the short term? 

➢ Rising bond yields can hurt valuations of growth stocks  

➢ Yields unlikely to go too high too fast 

➢ New regulations hurting stocks but creating buying opportunities 

➢ Cracks in economic growth expanding to more sectors of economy

➢ Supply chain disruptions might lead to price increases and inflation  
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Rationale: Economic growth has been steady, giving the Fed comfort in its view that the time to remove quantitative 

easing (QE) measures is near. Indeed, the Fed indicated that it might taper security purchases faster than the market 

originally expected. This would have QE ending around mid-2022 with the focus then shifting to potential rate hikes. We 

like adding to Municipal exposure as rates backup. Municipals are in good credit health today, and with legislation highly 

likely to increase personal tax rates, the tax-advantaged nature of Munis makes them especially attractive for investors 

in the highest tax brackets. While corporate balance sheets are in good shape, credit spreads are tight in Investment 

Grade credit. We think spreads could remain compressed within this space for a while and have a neutral outlook here.     

Risk: Very rarely do things go as planned in the economy and especially in Washington. Gamesmanship over 

legislation and the debt ceiling could cause rate volatility to pick up. Economic growth could slow into the winter months, 

causing the Fed to change course or make a monetary mistake if inflation continues to run higher than expected. Credit 

spreads are priced for perfection, and any misstep could cause spreads to widen.

Rationale: We believe the time to pare back exposure in agency Mortgage-Backed Securities (MBS) has come with the 

Federal Reserve indicating it is close to tapering purchases of Treasuries and MBS. The Fed owns $2.5 trillion of MBS, 

roughly 1/3 of the market, and while tapering has been well telegraphed, this excess supply will have to be absorbed 

elsewhere. It doesn’t help that mortgage spreads, while off all-time lows, are still tight by historical standards. We do 

believe that there are other niche structured credit sectors to invest in that will not be as susceptible to Fed flows.

Risk: The main risk we see to this change in views is that as the economy slows, demand picks up for risk-free assets 

and the Fed slows or does not taper as expected. Other buyers of MBS could also come into the market and pick up the 

demand from the Fed, namely banks and foreign buyers and slow the backup in valuations. 

Rationale: Non-Investment grade (Non-IG) credit spreads have been bouncing off their lows for the past few months 

but have been resilient in the face of increased equity market volatility. While we are neutral on the sector broadly, 

investors need to be tactical within their Non-IG allocations. We favor loans over fixed rate high yield bonds and prefer 

private credit for those that can allocate to lock-up structures. We see value within High Yield Munis for taxable 

portfolios for the same reason we like IG munis. Emerging Market debt is still interesting for its high yield. 

Risk: Risks within Non-IG are very similar to their IG brethren, only magnified. Thus far, credit spread movements have 

been in sync with broader risk assets, just not as severe. This volatility could increase, and spreads could widen at a 

greater rate with equities. Concerns over Evergrande, and China more broadly, could spill over into broader emerging 

market and high yield debt markets.

FIXED INCOME ASSET CLASSES
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Rationale: U.S. large cap equities continue to deliver strong returns and push valuations to higher highs. But in a market 

where bonds yield less than inflation and non-U.S. stocks have struggled to produce consistent gains, a proper weighting 

to U.S. stocks remains the prudent course despite the lofty valuations. 

Risk: Many risks exist these days: the potential for $4.5 trillion in new spending coupled with major tax hikes, inflation, a 

potentially tightening Fed, the Delta variant, the debt ceiling, China, or the fact it has been so long since the last 

correction. The wall of worry for U.S. stocks is very real, tempering enthusiasm for outsized positions.

Rationale: Small cap equities have been stagnant since February, but we are increasingly optimistic that the dormant 

asset class will produce favorable returns over the next 12-18 months. Many of the overhangs in small and medium size 

businesses, including COVID-19, wage pressure, labor shortages, and supply chain bottlenecks, should start to work 

themselves out in 2022 as conditions normalize. We do caution that earnings and guidance will be sloppy, but we 

recommend investors buy into the weakness.

Risks: Especially for small and medium size business, COVID-19 remains a major headwind as it has limited the supply 

of workers, thereby creating wage pressure and suboptimal work conditions

Rationale: While growth in Europe and Japan cannot match that of the U.S., we are seeing some signs that could point to 

stronger markets for equities. Currently, European markets are experiencing greater upside earnings revisions for equities 

vs stalling numbers in the U.S. and declining ones in EM stocks. Additionally, in Japan, more and more companies are 

beginning to return capital to shareholders via dividends and stock buybacks than previously seen. 

Risk: Growth doesn’t materialize and investors lose patience with overseas markets after having been told many times 

over the past decade that these markets were poised to outperform the U.S. 

Rationale: Our rationale is regulatory and headline driven from China. These pressures will continue to weigh on EM 

investors in the short term, thereby increasing the opportunity cost of maintaining a higher than benchmark weight to EM. 

The rationale to maintain a market weight is that the asset class has been a relative laggard versus developed markets. 

Risk: In addition, any notice or announcement from China that it is either narrowing or ending its regulatory scrutiny may 

provide investors enough confidence to increase exposure to the asset class. We believe there is low probability of that 

occurring, but the upside risks are building as China’s tech champions continue to suffer from declining share prices. 

EQUITY ASSET CLASSES
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Rationale: Exacerbated by recent underinvestment and thriving exports (especially LNG), energy bottlenecks emerged 

during the third quarter, both in the U.S. and abroad, highlighting the need for additional infrastructure capital. Against this

backdrop, we believe the value of existing energy assets will likely continue to rise in the near term. Global travel should 

also continue to recover through 2022, increasing the demand (revenue) for airports and highways/toll roads – many of 

which are publicly listed assets in Europe. 

Risks: An acceleration in COVID-19 cases from current levels is a material risk to global demand and accordingly the 

utilization of infrastructure assets. Beyond the pandemic, higher energy prices have always been a precursor to heightened 

capex, often leading to an oversupplied situation and declining utilization rates.

Rationale: Real estate has rebounded well off the 2020 bottom but after a hot start to the year has seen stock price 

appreciation cool. While concerns persist around softening economic growth, the income generation offered in the sector 

remains compelling even as bond yields tick higher. Private market funds are the preferred way to gain exposure to the 

asset class because of the diversification and yield benefits versus publicly traded equities. 

Risk: COVID-19 and valuations are big risks to a continued rebound in real estate values. While the Delta variant may have 

peaked, and vaccination rates are ticking up, many office workers won’t return to the office in 2021, and any new variant 

could further cool business travel and in-person shopping, which are already at depressed levels. 

Rationale: Dispersion in valuation and pricing anomalies across capital structures should provide an increased opportunity 

set for both long/short and relative value managers. In addition, rising interest rates and the volatility that ensues should

create further arbitrage opportunities for investors. One recent example is within the convertible bond market. Low 

government interest rates, a Fed-supported corporate credit market, and high optionality within equity markets have proved 

to be a healthy backdrop for convertible bonds. Managers are now able to find valuation discrepancies between the 

convertible bond and equity of the same company, primarily due to a difference in expected volatility going forward.  

Investors that can pivot across the capital structure and profit from both long and short trades may stand to gain from any 

future rise in volatility. The outlook for Global Macro managers also remains constructive, as fiscal and monetary policy 

makers pivot to a post-COVID-19 environment. The market’s pricing of inflation expectations is a risk going into 2022. Being 

able to hedge against this risk may prove valuable to investors.

Risk: Further monetary easing from central banks continues to distort pricing of securities across global markets, hindering 

price discovery, encouraging excessive risk taking, and further widening pricing anomalies across capital structures.  

Regulatory uncertainty may also dampen the opportunity set in the near term.

NON-CORE ASSET CLASSES
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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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