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Below is a recording of our Redhawk Live Update to help our clients better understand

what we are doing with our portfolios. We hope to send these out every week moving

forward. Click the button below below to listen!  

Market Commentary

Last week U.S. stocks rose for the third straight week, closing near record highs.  Earnings continued to drive market

action, with third-quarter results so far coming in better than expected.  Reports that the U.S. and China are close to

finalizing sections of the trade deal also boosted investor sentiment.  As the trade concerns soften, international stocks

are quietly outperforming U.S. stocks this month.  However, both emerging-market and developed-market stocks are

about 16% off their all-time highs reached back in 2007.  
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Is the U.S. heading towards negative interest rates?  
In the 2000s, it was skyrocketing home prices and easy mortgages for borrowers with no income.  In the late-'90s, it was

a stock market P/E ratio near 40 times (well over double the long-term average) and over exaggerated stock price gains

in dot-coms with no foreseeable profits.  The early-'70s had the mania of the "Nifty Fifty," while the late-'70s saw runaway

inflation. 

  

Today, there aren’t any looming bubbles that pose a near-term threat to this cycle, but the prevalence of negative interest

rates abroad is certainly worth monitoring.  Are negative rates a red flag? 

  

There are two components that drive interest rates: 1) central bank policy rates and 2) longer-term interest rates (bond

yields) across the rest of the duration cycle.  Policy rates are overnight lending rates which central banks set to influence

financial conditions.  Longer-term rates, like five and 10-year Treasury yields, are determined in the open bond market

and are benchmarks that determine borrowing rates (mortgages, auto loans, business lines of credit, corporate debt,

etc.). 

  

Foreign central banks (like the Bank of Japan (BoJ) and European Central Bank (ECB)) have set policy rates in negative

territory as a catalyst to stimulate growth by making it unattractive for banks to hold cash and thus incentivizing loan-

making.  Longer-term rates abroad have moved into negative territory amid economic weakness and expectations for

more aggressive stimulus (bond purchases) from the ECB and BoJ. 

   

There is currently more than $13 trillion in global debt with a negative yield (this was higher than $16 trillion before the

recent uptick in rates), with most of these bonds in Europe and Japan.  For perspective, overnight rates are slightly below

zero, while 10-year rates in Germany and Japan are -0.38% and -0.15%, respectively.  For comparison, the U.S. bond
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market is roughly $42 trillion in size, and the 10-year Treasury rate is 1.8%.  

  

Will negative rates work?    

On the positive side, aggressive monetary stimulus from the world's prominent central banks represents a potential boost

for an economic rebound. In general, low rates reduce borrowing costs, incentivize demand, and support higher

valuations in the equity markets.  In 2012, ECB head Mario Draghi famously announced Europe's central bank would do

"whatever it takes" to stimulate growth.  This helped lift confidence and markets from the ashes of the eurozone debt

crisis of 2011. The implementation of negative rates appears to be the next iteration of that approach, signaling to the

markets that central banks will use unconventional and aggressive monetary tools to spur growth.  It's too soon to pass

judgment, but data in recent months has shown some stabilization in overseas activity.  

  

Do negative rates come with risk? 

Negative rates are not brand new to Japan, as the BoJ has spent the last 20 years attempting to spur inflation and

growth.   Rates in Europe could go even further into negative territory as the ECB implements its next phase of

quantitative easing.   The challenge is if these economies grow accustomed to this rate environment, it will be difficult to

achieve the level of growth that warrants a return to more normal rate levels and fall into deflationary spiral.  Bank

profitability and personal savings are both penalized in a negative-rate environment. Banks are rightfully reluctant to

charge for holding deposits, thus lowering the spread (profit) they earn on loans. Income on savings and lower-risk

investments is reduced dramatically. 

  

While low borrowing rates are keeping government interest expenses low (including here in the U.S.), negative rates

could ultimately encourage even higher government debt issuance. High debt burdens remain a long-term challenge for

the developed world, Greece had to face their debt realities in 2011, Italy is facing debt problems now, and there will

come a point down the road when the U.S. will have to face it as well. 

    

Will the U.S. see negative rates?  

Most likely not for several reasons:

1. It’s highly unlikely that the Fed would employ the tactic of setting its policy rate in negative territory.  Fed Chair

Powell has suggested that the central bank would look to alternative stimulus measures such as asset purchases

instead of negative rates.  Based on the experience thus far in Europe and Japan, there's limited evidence of

success that would suggest the Fed should take a similar policy approach.

2. The need for negative rates presumes that the demand for credit (by consumers and businesses) and the

willingness to lend (by banks) is so poor that such extremes are necessary to create activity.  Even during the

Great Recession of '08-'09 (the most severe downturn since the Depression), with the Fed policy rate at zero and

10-year rates at 2%, the demand for credit revived and economic activity rebounded.  More recently, the drop in

rates have provided some signs of a lift to housing activity, with the NAHB Housing Index rising in each of the last

four months to the highest level since early 2018. Put simply, the U.S. economy, for all its challenges, is still stable

enough to achieve reasonable growth and inflation over time.

3. U.S. rates are lower than they should be due to the existence of negative rates abroad.  Foreign capital coming to

the U.S. to buy Treasury's with a positive yield has provided an added lift to bond prices in the U.S and pushing
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rates lower.  

4. Negative rates are potentially damaging for the banking system.  While the intent of negative rates is to penalize

banks from sitting on cash and incentivize lending, the negative impact to their balance sheets could instead

create an environment where the banks are more inclined to pull back on lending.

Victoria Capital's Strategy Update 
 

As we approach the end of October, we are quietly celebrating the absence of another “Black Monday” that has
occurred during this month several times. Back in 1929, the decline in the Dow Jones Industrial Average of 12.8% was
followed by a “Black Tuesday” decline of 11.7% that subsequently resulted in a more than 89% decline in stocks by July
of 1932. Today marks the 90th anniversary of that Black Monday and the Crash that began in October of 1929. Then
there was that other “Black Monday” on October 19th, 1987 when the Dow Jones Industrial Average fell 508 points to
1,738 — a 23% drop in one day — the largest one-day drop in history!  
  
Not in a celebratory mood? We won’t open the champagne yet, especially since there are four more trading days left this
October. And you never can tell. One thing is certain about investing in the stock market: there will be declines that are
nerve-racking. We just don’t know when. Nobody knows. All the forecasters, newsletter writers and smartest minds on
Wall Street cannot reliably predict such a fall. Few if any did in 1929. Same for 1987. Ditto for 2000 and 2008! And for
those prognosticators calling for an imminent market crash, well they don’t have the ability to see into the future either,
but they want to sell you their forecasts. 
  
Investing in stocks requires a long-term perspective. You’ve heard that before, but we mean LONG-TERM!! We cannot
reiterate this perspective enough. As the S&P 500 is hitting all-time highs at this writing, one fact is unmistakable: if you
have remained invested in a diversified portfolio of stocks such as an index fund or equivalent over the past ten years,
you have made money in the stock market. Those who claim that they have lost money by investing in stocks probably
sold at the bottom and never got back in due to fear. Market bottoms are characterized by the last of the panic sellers
“getting off the train.” 
  
Our experience has been that we get a lot of new clients at or near market highs as people don’t want to lose out on a
rising market and lose clients near market bottoms as people are afraid of paper losses. If the opposite were the case,
we would have more wealthy clients. Those “investors” who track the daily, weekly or monthly value of their stock
portfolios are the ones most likely to get off the train. And then the question is: When do they get back on? Please don’t
tell them at the beginning of October!  
  
We deployed some cash in both the Global Equity and Growth & Income portfolios last week. Cash is now 25% and
12%, respectively. We are in the process of re-structuring the Target Return portfolios and sold some positions last week.

Redhawk's Strategy Update
Last week the major indexes posted their strongest weekly results in a couple of months, thanks in part to a modest
rally on Friday.  Quarterly earnings results were mostly at or above expectations across the broad market.  The S&P
500’s rise over the past three weeks moved the index on Friday to a level that was just one-tenth of a percentage point
below the record high that it set three months earlier.  The Dow and the NASDAQ had a little further to go, as both
indexes were around 1% shy of their records.  While quarterly profits are expected to decline this earnings season, a
large proportion of the 40% of companies that had reported as of Friday had surpassed analysts’ expectations, providing
some lift for stocks. About 80% of the S&P 500 companies that had reported third-quarter results exceeded earnings
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expectations, according to FactSet.  
  
U.S. government bond yields climbed for the second week out of the past three, a period that’s seen the 10-year
Treasury’s yield rise from a recent low of 1.52% on October 4 to around 1.80% at Friday’s close. In addition, the yield
curve has continued to steepen in the wake of a recent inversion, with the gap between the yields of the 2-year and 10-
year bonds widening.  U.S. crude oil prices approached $56 per barrel, the highest level in about a month, to post a
weekly gain of nearly 6%.  The biggest gain came on Wednesday after a report showed the first weekly decline in U.S. oil
stockpiles in about six weeks.  The U.S. Federal Reserve is widely expected to cut interest rates for the third time in
three months when it concludes a two-day meeting on Wednesday.  Fed statements will be closely watched for any
indications as to whether the latest reduction is likely to be the last one for this year or whether another cut could come at
the Fed’s December meeting. 

Redhawk Model Signals  
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S&P and Dynamic Portfolios: Replaced the Industrials sub-category XAR) with the Real Estate sub-category (XLRE))
due to lagging performance.  Kept the Mid-Cap Value (XMLV), Small Value (XSLV), and Foreign Large Value (HDEF)
sub-categories on the watch list due to performance.          
           

S&P and Dynamic Portfolio Bubble Reports as of 9/30/2019
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Environmental, Social, and Governance Portfolio: No changes.  
 

Portfolio Bubble Reports as of 9/30/2019 
 

 
 
Growth Stock Portfolio: No changes.
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High Dividend Stock Portfolio: No changes. 
                                                       

 
 
High Income Portfolios: No changes.
 
 

High Income Portfolio Bubble Reports as of 9/30/2019   
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Liquid Income Portfolios: No changes.

 
Liquid Income Portfolio Bubble Reports as of 9/30/2019
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The views expressed represent the opinion of Redhawk Wealth Advisors, Inc. The views are subject to change and are
not intended as a forecast or guarantee of future results. This material is for informational purposes only. It does not
constitute investment advice and is not intended as an endorsement of any specific investment. Stated information is
derived from proprietary and nonproprietary sources that have not been independently verified for accuracy or
completeness. While Redhawk Wealth Advisors, Inc. believes the information to be accurate and reliable, we do not
claim or have responsibility for its completeness, accuracy, or reliability. Statements of future expectations, estimates,
projections, and other forward-looking statements are based on available information and the Redhawk Wealth Advisors,
Inc.’s view as of the time of these statements. Accordingly, such statements are inherently speculative as they are based
on assumptions that may involve known and unknown risks and uncertainties. Actual results, performance or events may
differ materially from those expressed or implied in such statements. Investing in equity securities involves risks,
including the potential loss of principal. While equities may offer the potential for greater long-term growth than most debt
securities, they generally have higher volatility. International investments may involve risk of capital loss from unfavorable
fluctuation in currency values, from differences in generally accepted accounting principles, or from economic or political
instability in other nations. Past performance is not indicative of future results. 
 

Economic Data for this Week
 
Monday:

1. No major reports scheduled.

 
Tuesday:

1. U.S. Federal Reserve Board opens two-day policy meeting.
2. S&P/Case-Shiller 20-City Composite Home Price Index.
3. Consumer Confidence Index, The Conference Board.
4. Pending home sales, National Association of Realtors.   

  
Wednesday:

1. U.S. Federal Reserve Board concludes two-day policy meeting, Chairman Jerome Powell holds press conference.
2. Third-quarter GDP, advance estimate, U.S. Bureau of Economic Analysis.
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Thursday:

1. Personal income and consumer spending, U.S. Bureau of Economic Analysis.

  
Friday:

1. Jobs and unemployment, U.S. Bureau of Labor Statistics.
2. Vehicle sales, U.S. Department of Commerce.
3. Institute for Supply Management’s manufacturing index.
4. Construction spending, U.S. Census Bureau.

 
 

On 9/13, the “Risk On” algorithm tripped, and we continue to stay invested in equities. 

 
 

Portfolio Managers
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The Target Return (TR) portfolios consist of a blend of exchange-traded 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
long-term 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 long-
term growth through a diversified portfolio of individual equities. A theme-based
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 bottom-up 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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