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KEY THEMES DRIVING THE FIRST QUARTER

➢ Faster tapering program could lead to rising interest rates

➢ Inflation remains high to start 2022

➢ Fed likely to start raising rates early in 2022 to quell inflation 

➢ Upside surprise if supply bottlenecks clear and COVID subsides 

➢ Six straight quarters of above target growth can continue

➢ Omicron variant proving highly contagious 

➢ How far will governments go to extinguish this COVID strain  

➢ Expect to see more regulation in 2022 but impact uncertain 

➢ Product proliferation opens more avenues for investment 

➢ Yield curve should rise but in a measured way 
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Rationale: The Fed has started taking inflation seriously, speeding up the pace of tapering new purchases. Tapering is 

expected to end now in March as opposed to June. This allows the Fed more flexibility to start raising the Fed Funds 

rate sooner. Indeed, consensus is now for three rate hikes in 2022. Within all investment grade fixed income sectors, we 

believe opportunities for outperformance, above income return, will be muted. We continue to recommend Municipal 

exposure as states and municipalities are in good fiscal health and the potential for legislative action continues to cloud 

the income tax picture. While Investment Grade credit spreads were very resilient to broader risk-off movements last 

year, credit spreads are starting the year tight and priced for perfection. 

Risk: The Fed is walking a very tight line between letting the economy continue to growth and not let inflation risks get 

out of control. If the Fed raises rates too quickly, they risk ending growth and potentially setting up stagflation. Durations 

on most fixed income indices are at record highs and credit spreads low, so there is little protection within investment 

grade bonds to buffer against missteps.

Rationale: Housing fundamentals are very strong but will not likely continue the historical home price appreciation 

experienced in 2021. Lower demand from the Fed continues to be the main thesis underlying our underweight to agency 

MBS today. While we would wait for a better entry point into Agency MBS, off-index structured credit continues to offer 

an enticing investment opportunity and a better way to diversify exposures into the well positioned consumer. 

Risk: The housing market was on fire in 2021 and it would take a major correction to wipe out homeowner equity at 

current prices, which is not something we see. The biggest risk to our underweight allocation to MBS would be for 

mortgages to see demand either from banks filling the void of the Fed or the Fed reversing course and ramping back up 

MBS purchases.

Rationale: Much like Investment Grade, Non-Investment Grade corporate spreads are at tight valuations to start the 

year. But unlike their higher quality brethren, lower quality credit has enough extra yield to bring their real (inflation 

adjusted) yields into positive territory. On the margin, we favor Leveraged Loans over Fixed Rate High Yield, given 

loans’ ability to reset higher as the Fed raises rates. For investors that can lock-up capital, privates within the non-IG 

space look interesting. We continue to like High Yield Munis for all the reasons listed above, but do not expect similar 

outperformance in 2021. The comparatively high yields offered by Emerging Market Debt look enticing in today’s rate 

environment and we like the fundamentals, just caution not over allocating to the space with EM equity and EM debt.

Risk: Non-Investment grade credit spreads remained resilient to risk-off movements in 2021. If this relationship was to 

reverse, the volatility of lower quality credit could be much harder to stomach, and higher rates could cause outsized 

stress on issuers that are over levered. The biggest concerns stem from the Fed and any potential missteps they might 

make in the year. 

FIXED INCOME ASSET CLASSES
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Rationale: U.S. large cap equities, especially technology stocks, could face dual headwinds in lofty valuations and rising 

interest rates. We could see earnings continue to surprise to the upside, however, helping support these valuation levels. 

U.S. firms are global leaders in many industries and often can protect and even grow market share in turbulent times, 

which make them attractive investments even at these prices. 

Risk: The S&P 500 climbed the wall of worry pretty well last year, but many risks remain, especially policy error from the 

Federal Reserve. The Fed will have to try and thread the needle on raising rates to curtail inflation while simultaneously 

not stomping out growth. That’s a tall order and could create near term volatility in the market. 

Rationale: At this time, the expectation is that the Omicron variant will be less severe than predecessors and will 

dissipate as we approach quarter end. A view that if correct, should bring investors seeking underpriced cyclical 

exposures back to small-capitalization equities. The underperformance of small cap stocks in 2021 has created the widest 

valuation discount in more than 20 years when compared to S&P 500. Lastly, two of the most cyclically exposed areas,  

financials and industrials, represent the two largest sectors in the S&P 600 Small Cap Index, keeping us at Favorable for 

the asset class.

Risk: The durability of Omicron (and future variants) in 2022 is a significant risk to small-cap equities. In addition, tighter 

than expected monetary policy would be a significant headwind to equities broadly, but especially small caps. 

Rationale: An allocation to international markets will expose investors to profitable value stocks, as economic growth 

remains above trend. Outside the U.S., cyclically oriented international markets, like Europe and Japan, will benefit from 

the shifting global recovery, and could also offer investors an attractive combination of growth and cyclicality. 

Risk: COVID, via the Omicron variant, creeps back into the picture putting pressure on governments to curtail activity 

thus impacting growth in an already sluggish economy. Developed markets outside the U.S. have produced numerous 

head fakes in recent years but haven’t been able to break out into a longer-term pattern of persistent growth. 

Rationale: EM equities started strong in 2021 but quickly struggled under the weight of the regulatory regime in China. 

COVID concerns and populist government movements have clouded growth going forward in other markets. But EM 

stocks are trading at historical discounts to US stocks so its important to maintain exposure in case the conditions favor a 

rally in financials and consumer cyclical stocks, two big components of the EM index. 

Risk: In the immediate term there remains concern around COVID in nations with low vaccine rates. In China, which 

constitutes a third of the index, there are elections coming up later in 2022. The 20th National Party Congress will occur in 

October and its hard to predict what level of regulatory environment will exist heading into that event. Broadly the risk is 

being out of the asset class when it stages a rally. 

EQUITY ASSET CLASSES
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Rationale: The events of the past two years exposed weaknesses in the global supply chain for not only goods but also for 

the delivery of commodities, including energy, highlighting the importance and need for basic infrastructure. This recognition 

combined with what is expected to be another strong year of economic and mobility recovery should drive demand for 

volume-based assets of all kinds. Even after a strong 2021 for infrastructure assets, we continue to believe in the asset 

class as valuations remain very reasonable and we see years of strong investment and demand ahead of us.

Risk: 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, commodity price volatility in either direction capable of influencing

supplier behavior could also dampen infrastructure returns.

Rationale: Real estate stagged a big comeback in 2021 and should see momentum carry into the new year. Private market 

funds remain our preferred way to access the asset class due to the yield and diversification benefits versus publicly traded

equities. Continued economic growth should be supportive of private markets whereas public market valuations are pretty 

high. 

Risk: The REIT market largely shrugged off recent COVID concerns with the expectation that there’s no stopping the 

economic reopening and eventual return to office work and travel. But with the optimistic view baked in, the sector could 

stumble after strong gains in 2021. In addition, if the Fed starts to raise rates and yields rise, fixed income coupons might

become more attractive than REIT dividends. 

Rationale: Given current equity market valuations and credit spreads going into 2022, we believe now is a good time to be 

hedged against rising volatility.  2021 was marked by a handful of stocks leading the market higher. For example, the top 5 

contributors in the Nasdaq – Microsoft, Apple, Nvidia, Alphabet, and Tesla - made up approximately 65% of the index’s total 

return. While valuations across major indices are elevated, high valuation dispersion has created an abundant opportunity 

set for managers that can select relative value winners. We would lean into select relative value strategies (e.g. capital 

structure arbitrage, equity market neutral) and be cautious in adding to directional strategies that are too reliant on any one 

factor (e.g. yield curve steepening). 

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. The 

risk to more concentrated macro focused strategies is illuminated by a Federal Reserve that is frequently adjusting their 

assessment of where inflation and rates should be in the future, and therefore, prone to changing course. The risk of 

government policy error is high, so hedging strategies should take this into account in overall positioning. 

NON-CORE ASSET CLASSES
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WAYS TO PROTECT YOURSELF FROM CYBER-CRIME

1. Question all communications. This includes anything you receive by phone, mail, 
text, or e-mail. Never send money without a return phone call verification. Never click 
an attachment or link in an unsolicited e-mail or text. Do not download an app before 
researching it. 

2. Think like a hacker. Search yourself on the internet to see what is public. Keep your 
social media accounts private. Hackers “phish” based on your personal interests and 
background. If you find information online that you do not wish to be public, you can 
request that information be removed by contacting the administrator of the website. 

3. Protect passwords. DO NOT reuse passwords. Never share your passwords. Never 
auto-save your username and password information. Increase length and complexity of 
passwords: consider favorite quotes or quotes from favorite movies. Also consider 
using password management systems such as Last Pass or Keeper to protect your 
credentials. 

4. Use multi factor authentication. This includes security questions, text verification, 
PINS, fingerprint authentication, or facial recognition. The additional inconvenience is 
worth it.

5. Browse safely. Websites that begin with https: (as opposed to just http:) have a layer 
of encryption called the secure sockets layer, or SSL.  DO NOT use public Wi-Fi for 
confidential transactions. Use a VPN (Virtual Private Network) on the go.
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WAYS TO PROTECT YOURSELF FROM CYBER-CRIME

6. Disable all “smart home” devices. Turn these devices off when discussing 
confidential matters, especially voice activated “smart speakers” such as Alexa, Siri, 
etc. Keep your browser, operating system, anti-virus software and home modem 
updated.  Also, ensure that home wi-fi networks are secured with a unique password.

7. Protect your small business and devices. Ransomware or blackmail-style hacking is 
on the rise.  Keep computer software up to date, including firmware on routers and 
modems. Install and update antivirus/malware software like Norton, McAfee or Total AV 
on all devices. Small businesses should secure their Wi-Fi networks, train employees 
on cyber security, and consider using third-party security companies to protect their 
data. Make sure your legal team is prepared. Cyber liability insurance can help a small 
business survive cyber-attacks by paying for customer notification, credit monitoring, 
legal fees and fines after a data breach.

8. Keep backup files. Invest in a separate hard drive. Back up your important files every 
few months.

9. Review account statements right away. Report any unauthorized charges 
immediately.

10. Check your credit report. Every year, visit: www.annualcreditreport.com

Protecting yourself requires constant diligence and we know your time is valuable. Edge 
can connect you with a boutique cybersecurity firm to handle all your cybersecurity needs.  
To learn more about BlackCloak, please reach out to your Edge team. 
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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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