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STAYING IN THE SHALLOW END
CarbonLITE Portfolio Adjustments

Conservative
•Maintaining current
70% weighting to
fixed income
•Maintaining current
stock exposure (24%)
• Swapping cash for corporate bond exposure
• Benchmark stock exposure is 30%.

Moderate
•Increasing stock exposure
by 5% (from 47% to 52%)
•Benchmark stock exposure is 60%

Aggressive
•Increasing stock exposure
by 5% (from 74% to 79%)
•Benchmark stock exposure is 85%

Key Takeaway
•Confirmed breakout suggests there is more room
to run
•Don’t Fight the Fed
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Cautiously Optimistic
Toward the end of July we received technical confirmation that
the recent consolidation phase had taken hold and confirmed the
breakout to the upside we have seen from the S&P 500. This
data point coupled with unprecedented levels of Government
stimulus (See Figure on next page) and improving economic data
gives us confidence to add to risk assets at this juncture. While
we are increasing our risk exposure we still need to see further
confirmation from our model that a renewed economic expansion
has taken hold.
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Conservative
• Move Cash (SCHO) to Corporate Bonds (EAGG)

Moderate
• Move Cash (SCHO) to Emerging Market Stocks (CVMIX)
• Move Cash (SCHO) to Stocks
(CRBN)

Aggressive
• Move Cash (SCHO) to Emerging Market Stocks (CVMIX)
• Move Cash (SCHO) to Large
Cap Stocks (SPYX)

Portfolio Adjustments
During the press conference that followed the Federal Reserve’s
July meeting Jerome Powell reiterated the Federal Reserve's
commitment to keeping rates lower stating, “We have held our
policy rate near zero since mid-March and have stated that we
will keep it there until we are confident the economy has weathered recent events and is on track to achieve our maximum employment and price stability goals.” This confirmation of lower
for longer deems it appropriate to reallocate some of the allocation we currently have in cash and reinvest those proceeds into
corporate bonds diversifying our fixed income allocation and
helping bring our duration more in line with the benchmark.
As referenced above in the figure. we have seen historical stimulus being provided from the central bank. In addition to this, we
have also seen record levels of Government aid provided to
struggling families and businesses. These measures combined
with improving economic data and confidence of a gradual reopening for the economy have helped support the recent rally we
have seen. The recent economic data has helped confirm the
breakout we have seen and gives us the evidence we need to increase our stock exposure. When deciding on this allocation we
believed the best approach was to split this trade 50/50 to where
we see the best opportunity.
Half of the trade was allocated to Momentum stocks. Momentum stocks tend to have higher price momentum than
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their peers which can be an indication of price strength. Examples of Momentum stocks would be Amazon, Apple, and Netflix. We see these stocks as the more cyclical growth based stocks which tend to lead
in the early stages of a recovery. These stocks also tend to be the “winners” of the new work from home
lifestyle switch that has swiftly taken hold as a result of the ongoing pandemic. We are adding to these
stocks in hopes the economic recovery continues to develop.
The other 50% of this trade was allocated to Emerging Market Equities. Emerging Market Equities
have yet to recover from the pandemic induced selloﬀ. As of 08/14 Emerging Markets are essentially flat for the year while the S&P 500 is up nearly 5% for the year and is close to re-establishing its
all-time high. As a result, we believe the dislocation in emerging markets has provided an opportunity relative to investing in the US. Given the aforementioned levels of stimulus and debt taken on by our
Government we anticipate the dollar to weaken relative to other currencies. This devaluing should be a
tailwind for overseas assets and help drive their value higher. Given the recent underperformance of
Emerging Markets and the potential tailwinds from the policies enacted domestically we believe it is prudent to add to this category.

Outlook

The economic data has hopefully bottomed and we have started to see improvement in the numbers that
are being reported. Employers are starting to hire more workers and purchasing managers are indicating
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an increase in orders. While signs like this are encouraging we await continued confirmation that the
economy is fully on the road to recovery. This question remains however, will there be any bumps in the road?
The easy answer is yes, but where and how remains to be seen.
The Federal Reserve has continued to reiterate their commitment to do whatever it takes (uncharted territory) to get the economy humming again. Additionally, Congress is currently debating a new stimulus
bill. A stimulus bill which Jerome Powell and other Fed oﬃcials have expressed is desperately needed to
keep this rally intact. It is important to note though that these policies will leave our country deeply in
debt, which will likely result in slower growth for years to come. There will be sobering days ahead when
we need to start paying down this debt through higher taxes and reduced benefits, but for now investors
have chosen to largely ignore this.
Our primary model (above), that we use to help guide the risk exposure in our asset allocation models,
recently signaled “all clear” for us to move our equity exposure in line with the index. This model has been
increasing steadily over the past few months primarily due to the stock market’s ongoing rally. This model from our research partner Ned Davis, includes technical indicators (which the chart on page 1 focuses
on) as well as fundamental data on the market (how expensive the market is, which it still is fyi), sentiment and monetary data. While this model has signaled the all clear, given the uncertainty as it relates to
the pandemic and fall out of potential flare ups as well as uncertainty on the timeline for a potential vaccine, we remain cautiously optimistic. We await further confirmation from an economic standpoint that
the recovery is in full eﬀect and that the recent rally we have seen isn’t a stimulus induced “sugar high”
that will come crashing down when the funds have been fully exhausted. We maintain our neutral stance
but continue to look for opportunities to add risk to bring our allocations more in line with our benchmark targets.
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