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Last week’s Behind the Markets podcast featured a conversation about tactical asset

allocation models using machine learning, with Brendan Ryan, partner and portfolio

manager at Beaumont Capital Management (BCM).

BCM believes there are weaknesses in the traditional 60% equity/40% fixed income

portfolio approach and believes dynamic and tactical timing strategies can help solve

the challenges of today’s markets, like higher equity risk and very low interest rates.

BCM’s separate account strategies started as pure trend-following models that helped

navigate the markets through the downturn in 2008. But their models have become more

sophisticated, using machine learning algorithms to incorporate more factors in making

their tactical decisions.

BCM’s moderate model will typically rotate from a 50/50 stock and bond mix to the high

end of 70/30, with 30/70 at the low end, so they are not purely going all in or all out

of the market.

The goal of the BCM tactical machine is to find patterns for how investors think and

ultimately behave, looking to discover assets that people might ultimately desire in the

future.

Loss aversion is one powerful driver of decision-making, and behavioral finance is

something BCM incorporates into the machine learning process to figure out what segments

of the market to buy.

Momentum and Value: Tech and Oil

On the opposite side of the market, BCM’s machine looks for momentum stocks that can run

higher for a long time, with technology stocks being the prime example today.

In terms of value, Ryan pointed to the oil sector as today’s prime example, where the

flood of supply and lack of demand in the coronavirus pandemic has pushed down energy

prices. But these dynamics also should lead to rationing of the oil supply, and the BCM

model looks at the energy sector as a potentially good short-term value play, while

technology is more of a long-term trend to ride.

For those looking for dynamic and tactical asset allocation models, this was a good

primer on how models are becoming more sophisticated and adaptive than the old trend-

following models.

You can listen to the full conversation with Brendan Ryan below.
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Behind the Markets Podcast: Brendan Ryan

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Interest rates : The rate at which interest is paid by a borrower for the use of money.

Momentum  : Characterized by assets with recent price increase trends over time. This

term is also associated with the Momentum Factor which associates these stock

characteristics with excess return vs the market over time.

Value : Characterized by lower price levels relative to fundamentals, such as earnings

or dividends. Prices are lower because investors are less certain of the performance of

these fundamentals in the future. This term is also related to the Value Factor, which

associates these stock characteristics with excess returns vs the market over tim.
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