November 1st, 2021

REALLOCATING RISK
Diversified CarbonLITE Portfolio Adjustments

Conservative
• No Trade Currently
Recommended due to Asset
Class Constraints
• Current Stock Exposure Remains
at 32%
• Benchmark stock exposure is 30%

Moderate
• Reducing current overweight to
Emerging Market Stocks and
increasing exposure to US Small
Cap Stocks
• Stock Exposure remains at 63.5%
• Benchmark stock exposure is 60%

Aggressive
• Reducing current overweight to
Emerging Market Stocks and
increasing exposure to US Small
Cap Stocks
• Stock exposure remains at 90.5%
• Benchmark stock exposure is 85%

Key Takeaway
• Corporate Earnings and Economic
Data continue to paint an
optimistic landscape
• Headwinds persist and we await
the data to confirm if the growth
story wanes or if this is just a bump
in the road. We remain cognizant
of these risks and will monitor the
data to determine if our risk-on
stance is still appropriate.
• Where you take risk is more
important in the current
environment than how much
overall risk is being taken
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Risk Taking still Appropriate
In our last trade notification in the beginning of May we
mentioned how our internal SCM risk model (pictured above)
had been maintaining a score of 3. Since then, our model has
bounced around and currently carries a score of 1. While the
further deterioration in the model presents some concern and
makes our focus on the data more important than ever, we
believe taking risk in the current environment is still appropriate.
Corporate earnings and economic data continue to provide
encouraging signs that the global economy continues to march on
in an expansionary phase. That being said, supply chain
bottlenecks and inflationary pricing pressures continue to present
headwinds to an already elevated market. As aforementioned, we
remain encouraged by the current economic picture. According
to the latest reading on 2nd quarter GDP released in September
the economy accelerated at an annualized rate of 6.7%, after
climbing 6.3% in the first quarter of 2021. As of the end of the 2nd
quarter, the year over year GDP growth is 12.2%.
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In addition to this, we continue to receive positive news regarding the labor market. According to the
latest reading, the unemployment rate now stands at 4.80%. Not quite to the pre-pandemic level of 3.5%
but still at a level that represents a very tight and robust labor market. Additionally, while headline
numbers such as the top line addition of 194,000 of new jobs added in September have been well below
economist estimates in recent times, we have seen prior month reports consistently revised higher, which
helps us stomach some of the weaker initial data points.

Source: Julex Capital Management
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Conservative
• No Trade Currently
Recommended due to Asset
Class Constraints

Moderate
• Reduce Exposure to Emerging
Market Stocks (CVMIX)
• Increase Exposure to US Small
Cap Stocks (ESML)

Aggressive
• Reduce Exposure to Emerging
Market Stocks (CVMIX)

Portfolio Adjustments
When evaluating our current portfolio in relation to the
investment environment, domestically we are happy with our
present risk positioning. However, when looking at the global
economy we see some weakness abroad that gives us pause for
concern with our current overweight exposure to Emerging
Market equities. While the Emerging Markets is made up of
many different regions, China is certainly the gorilla in the room.
As of September 30th, China comprises 33.97% of the MSCI
Emerging Market Index. As a result, headlines such as the recent
crackdowns on corporations and consumers in the region present
some worries. In addition, Chinese lenders are requiring a higher
rate when lending money, which typically leads to slower growth
and less investment. The impact of this change in lending
requirements is evident in the high yield credit data below.

• Increase Exposure to US Small
Cap Stocks (ESML)

Adding to the impact of this change in financing cost is the
fallout from the real estate developer Evergrande. Since June 2021
the company has seen their credit rating downgraded from B+ to
CC by Fitch, an indication that a default on their debt is more
likely than not. These downgrades, coupled with dropping
revenue, have put Evergrande in a precarious position and have
the potential of sending shockwaves throughout China’s economy
if a collapse does come to fruition. This downward pressure has
led to a revision downward in the GDP estimates for China’s
economy in 2022. As reflected in the chart below, Goldman Sachs
has revised their estimates for China’s GDP downward from
8.6% in 2021 and 5.6% in 2022 to 7.8% and 5.6% respectively.
While China is still projected to have strong growth going
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forward this shift in sentiment and narrative presents some concerns to us.

Source: Goldman Sachs Investment Research

When considering where to reallocate these proceeds we reviewed our current allocations in relation to
the investment environment to determine the ideal home. In reviewing these allocations, we decided
allocating these proceeds to domestic Small Cap stocks, which offer us the best risk/reward trade off.
We continue to believe that Small Cap (S&P SmallCap 600) and more cyclical oriented names will
benefit from the current economic environment and their current valuations, relative to Large Cap stocks
(S&P 500), provide support to our case. This can be seen in the chart below.

Our conservative clients do not currently have any exposure to Emerging Market stocks. As a
result, they will not be impacted by this trade. The stock allocation for this mandate will
remain at 32% and we continue to operate in a “Green Light” environment.

For our moderate and aggressive clients, we will be rotating our current 2% of our weighting in
Emerging Market stocks to US Small Cap stocks. The results of this trade will not change our
current equity weightings in these portfolios. The equity weightings will remain at 63.5% and
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90.5% for our moderate and aggressive mandates respectively. We also maintain a “Green Light” for both
mandates.

Outlook

While we believe the current economic environment supports our portfolio positioning, we also
recognize that the COVID-19 pandemic continues to linger. With that said, the light at the end of the
tunnel appears closer than ever. Even with the flare up of the Delta Variant, real time economic data
continues to show that a presumptive return to normal is imminent, if not already in place. As Americans
continue to get inoculated and Covid positive cases continue to drop, we continue to see that the
consumer is on the move and resuming their normal lives. This can be extrapolated through the data
pictured above. For example, seated diner traffic which plummeted 100% during the pandemic is now
just 8% below initial levels. This is an encouraging sign for a segment of the market that has been gravely
impacted by the Coronavirus. Additionally, consumer spending which makes up roughly 2/3rd of our
economy continues to be a beacon of hope. Consumer debit/credit transactions which were down 34% at
the bottom of the pandemic are now 20% higher at the end of September compared to the start of the
outbreak. Some of this increased spending may be the result of residual stimulus checks lingering in
consumer bank accounts, but nonetheless this spending should continue to fuel future growth.
While signs like this are encouraging, we know there are still some issues that we cannot ignore. Supply
chain bottlenecks and rising commodity costs have put pricing pressure on manufacturers and
corporations. According to the latest report on inflation, the producer price index has increased
approximately 8.6% over the past 12-months, the largest 12-month increase since November 2010.
Inflation in general has risen 5.4% since September 2020. While consumer consumption remains strong,
the increasing pricing pressures could slow purchases going forward. Additionally, supply shortages for
semiconductor chips also add to this concern as manufactures from General Motors to Apple start to feel
the impact on their bottom lines.
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Our primary model (above), that we use to help guide the risk exposure in our asset allocation models,
continues to maintain a “buy” signal. This adds merit to the case that our current risk positioning is
appropriate. This model has gyrated in recent times, like our internal model, and now carries a current
score of 1. This suggests to us that the environment for taking risk is still conducive, but we are watching
the data closely and remain ready to adjust allocations if needed.
Required Disclosure
Stonehearth Capital Management, LLC is an investment adviser in Danvers, Massachusetts. Stonehearth Capital
Management, LLC is registered with the Securities and Exchange Commission (SEC). Registration of an investment
adviser does not imply any specific level of skill or training and does not constitute an endorsement of the firm by
the Commission. Stonehearth Capital Management, LLC only transacts business in states in which it is properly
registered or is excluded or exempted from registration. A copy of Stonehearth Capital Management, LLC’s current
written disclosure brochure filed with the SEC which discusses among other things, Stonehearth Capital
Management, LLC’s business practices, services and fees, is available through the SEC's website at:
www.adviserinfo.sec.gov.
Past performance is not an indication of future results.
Please note, the information provided in this document is for informational purposes only and investors should
determine for themselves whether a particular service or product is suitable for their investment needs. Please refer
to the disclosure and offering documents for further information concerning specific products or services.
Nothing provided in this document constitutes tax advice. Individuals should seek the advice of their own tax
advisor for specific information regarding tax consequences of investments. Investments in securities entail risk and
are not suitable for all investors. This site is not a recommendation nor an offer to sell (or solicitation of an offer to
buy) securities in the United States or in any other jurisdiction.
This document may contain forward-looking statements relating to the objectives, opportunities, and the future
performance of the U.S. market generally. Forward-looking statements may be identified by the use of such words
as; “believe,” “expect,” “anticipate,” “should,” “planned,” “estimated,” “potential” and other similar terms. Examples
of forward-looking statements include, but are not limited to, estimates with respect to financial condition, results
of operations, and success or lack of success of any particular investment strategy. All are subject to various factors,
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including, but not limited to general and local economic conditions, changing levels of competition within certain
industries and markets, changes in interest rates, changes in legislation or regulation, and other economic,
competitive, governmental, regulatory and technological factors affecting a portfolio's operations that could cause
actual results to differ materially from projected results. Such statements are forward-looking in nature and involve a
number of known and unknown risks, uncertainties and other factors, and accordingly, actual results may differ
materially from those reflected or contemplated in such forward-looking statements. Prospective investors are
cautioned not to place undue reliance on any forward-looking statements or examples. None of Stonehearth Capital
Management, LLC or any of its affiliates or principals nor any other individual or entity assumes any obligation to
update any forward-looking statements as a result of new information, subsequent events or any other
circumstances. All statements made herein speak only as of the date that they were made.
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