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Market Commentary

U.S. stocks were lower on the week as trade tensions between the U.S. and China continued to mount.
Other news from last week included the Fed’s decision to increase its federal funds rate by 0.25%, making
the new range 2.00% to 2.25%. The Fed also increased its forecast for economic growth this year to
3.1%. If the economy continues to grow, wages keep rising, and inflation stays near the Fed’s 2% target,
we expect continued quarterly increases to the federal funds rate. In addition, the Fed is steadily reducing
its bond purchases to shrink its balance sheet. These actions mean monetary policy will slowly reduce the
amount of stimulus for the economy.

With threequarters of 2018 in the books, we believe the stock market is in fairly good shape, despite the
correction to start the year. Stocks pulled back slightly last week, with much of the market’s attention
centering on the Fed and the outlook for rate hikes. Key takeaways included the following:

The Fed will continue to gradually increase rates – The Fed hiked interest rates again last week,
bringing the federal funds rate to its highest level in 10 years. Relative to hikes in prior years when
equity markets reacted sharply and negatively to the Fed tightening, stocks have taken rate hikes
much more in stride lately, given the Fed is hiking in response to economic strength. We maintain
our view that tight monetary policy is a likely candidate slowdown the extended bull market.
However, the equity market’s reaction to current policy signals are not yet at a level that is
undermining growth.
Oil makes a run at the risk list – Oil prices rose above $73 per barrel last week, putting them near
the highs for the year and just slightly below the highest level since late 2014. This has pushed
prices at the pump notably higher. This does contribute to the larger inflation story and market risks
as the Fed tends to focus on core consumer prices, which exclude volatile food and energy prices.
Rising wages combined with potential upward pricing pressures stemming from tariff impacts and
energy costs warrant a close eye on inflation expectations. Inflation has not reached tipping point
levels, in fact, it just recently returned to the Fed’s target level, but a sustained lift in the consumer
price index would begin to limit the Fed’s flexibility in taking a gradual approach to rate hikes.
A strong quarter has turned 2018 into a strong year – U.S. stocks posted a 7.2% gain for the
thirdquarter, the strongest quarter since 2013. Very strong earnings growth and a range of
encouraging economic readings (including sub4% unemployment, multiyear highs in wage growth,
and rising consumer confidence) provided the fuel that pushed domestic stocks to outpace global
markets in recent months. Moreover, the S&P 500 is now up more than 14% since early February,
when stocks fell sharply in reaction to worries that the expansion would come to an end at the hands
of rising rates. History suggests that strong third quarters often have a solid encore and over the last
50 years, when the stock market rose by 4% or more in the third quarter, the market rose by an
average of 3% in the fourth quarter.

Victoria Capital's Strategy Update

This week the Federal Reserve raised the fed funds rate (the overnight rate that banks lend
reserves to one another) indicating that the economy is solid and continuing to grow
accompanied by a very low unemployment rate of 3.9%. According to various analyses of the
labor market, there are now more jobs available than people looking for jobs. Kohl’s, a well
known retailer plans to hire 90,000 temporary workers for the holiday season. Sales of big rig
trucks more than doubled in May, rising to 35,600, or up 110 percent over the same month a
year earlier, and the consumer confidence index surged well above expectations. The index
now stands at 138.4 (1985=100), up from 134.7 in August as you can see in the chart below.

As the week came to an end, the debacle over the veracity of Judge Kavanagh continued to
dominate the media while stock markets seemed to be more focused on interest rates than the
outcome of the inquiry into the next Supreme Court justice. Last Friday, both the S&P 500 and
the Dow Jones Industrial Average hit alltime highs providing further evidence that investors
expect continued improvement in the economy.
During the week, several of our equity exchangetraded funds also hit new alltime highs while
fixed income funds languished. International funds remained weak although they have
experienced a brief relief rally. On balance we expect the third quarter to be favorable for the
Target Return portfolios. In the Growth Equity portfolio, we sold a loser and added three new
stocks with the potential for outperformance. Once we get into the third quarter earnings’
season, we should get a better indication of how the equity markets will fare for the fourth
quarter.
Stay Tuned!

Redhawk's Strategy Update

After posting positive results the prior week, the S&P 500 and the Dow got off to a shaky start

and ended up slightly negative overall. In contrast, the NASDAQ climbed after declining the
previous week. With its 0.4% gain in September, the S&P 500 has now risen for six months in
a row. The Dow added nearly 2% in September to record its fourth straight positive month,
but the NASDAQ fell slightly, snapping a fivemonth string of gains.
Healthcare was the topperforming equity sector of the third quarter, posting a 14.5% return,
the sector’s biggest quarterly gain in more than five years. On a yeartodate basis,
healthcare trailed only the information technology and consumer discretionary sectors.
U.S. consumers shrugged off trade and tariff trepidations, as a monthly indicator of consumer
confidence climbed to its highest level in 18 years. Across the Atlantic, Brexit concerns sent
U.K. consumer confidence further into negative territory.

Redhawk Model Signals

Redhawk Model Signals

S&P Portfolios: Kept the World Large Stock subcategory (IOO) on the watch list due to
lagging performance. Removed the Health subcategory (PSCH) from the watch list due to
improved performance as compared to other subcategories.
Environmental, Social, and Governance Portfolio: Removed the Large Value subcategory
(FWMIX) from the watch list due to improved performance.
Growth Stock Portfolio: No changes.
High Income Portfolios: No changes.
Liquid Income Portfolios: No changes.

Economic Data for this Week
Monday:
1.
2.

Institute for Supply Management’s manufacturing index.
Construction spending, U.S. Census Bureau.

Tuesday:
1.

Vehicle sales, U.S. Department of Commerce.

Wednesday:
1.
2.

ADP National Employment Report.
Institute for Supply Management’s nonmanufacturing index.

Thursday:
1.

Factory orders, U.S. Census Bureau.

Friday:
1.
2.
3.

Jobs and unemployment, U.S. Bureau of Labor Statistics.
Trade balance, U.S. Census Bureau.
Consumer credit, U.S. Federal Reserve.

We didn’t make any change to the models. We are keeping the models 100% invested and will
continue to monitor the markets closely.

Portfolio Managers

The Target Return (TR) portfolios consist of a blend of exchangetraded funds

(ETFs) to provide a range of risk and return characteristics that should meet the
needs of investors saving for retirement. Each of these portfolios is designed to
achieve a longterm target rate of return. By utilizing low cost ETFs and by keeping
portfolio turnover low, the ability to produce targeted rates of return is dramatically
increased. For investors seeking current income, the TR Income Portfolio (TRIP)
has been structured to focus on producing both high current income and growing
dividend income. The goal of the Victoria Capital Growth (VCG) portfolio is to
provide longterm growth through a diversified portfolio of individual equities. A
themebased investment strategy concentrates investments in common stocks of
companies that are expected to grow faster than the overall economy. Owning
individual stocks gives greater flexibility to make changes on a stock by stock basis
for each client. By applying a bottomup defensive tactical trading discipline,
substantial portfolio reserves can be generated.
Disclaimer: Redhawk Wealth Advisors, Inc. and its officers, employees, affiliates, or members of their
families may have a position, long or short, and may, from time to time, execute purchase or sale
transactions in securities which may be inconsistent with the analysis given herein. The information
contained herein has been derived from sources believed to be reliable, but is not guaranteed as to
accuracy and does not purport to be a complete analysis of any security, company, industry, or index.
This report is not to be construed as an offer to sell or a solicitation of an offer to buy or sell any security.
It is not intended to provide investment advice tailored to your specific situation. You may lose part or all
of any funds invested in any investment discussed in our Daily Research Updates. Past performance is
no guarantee of future success. The information in this report in no way attempts to provide accounting,
legal or tax advice. You should always consult your legal, financial and tax advisors before acting on
any information contained in this newsletter. Additional information is available upon request.
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