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Market Commentary

Last week, stocks suffered the worst weekly loss this year, with most major indices now in correction territory and the Nasdaq in a bear market (down
20% from its peak). Additionally, panic was shown in Treasury Secretary Mnuchin's statement last night that he had spoken with CEOs of six of the major
banks and they assured him their institutions have ample liquidity available for lending to consumer, business markets, and all other market operations.

The new concerns that emerged last week were fears that the Federal Reserve is raising rates more than the economy can support and a potential
government shutdown. We think lack of any major catalysts until the end of the year and low liquidity conditions are also likely to blame for this sizeable
drop. International developed and emerging markets also declined for the week but held up better than U.S. stocks. Positively bonds rallied, helping
stabilize portfolios. In our opinion Fed policy will remain a key driver of equity markets in 2019 as the Fed negotiates the balance between higher rates,
inflation, and a healthy but slowergrowing economy. More moderate economic growth, in combination with stilllow inflation justifies a datadependent
approach by the Fed.
Despite strong economic growth in 2018, the market entered last week with several worries, including trade disruptions, geopolitical concerns, and the

backdrop of further Fed rate hikes next year. Additionally, the threat of a government shutdown drove a fresh bout of volatility in Friday's and Monday’s
trading. With last week's decision to raise shortterm interest rates for a fourth time this year, the Federal Reserve tried to accommodate these market
concerns and its assessment of a solid economy. The gap between the Fed’s view of the economy and the market's view of risks can leave longterm
investors wondering whether the bull market in stocks can outlive the market's shortterm pessimism and recession fears.
Our outlook is that share prices will continue to rise next year, but at a slower pace. Additionally, we believe the lower valuations brought about by
downbeat market sentiment across many different asset classes presents opportunities to diversify portfolios during the late stages of the bull market.
The Fed View  As was widely expected the Fed raised short term interest rates to a range between 2.25 and 2.5%. The Fed also signaled it would raise
rates two more times next year. While that is down from the three times that it stated earlier, overall it is still suggestive of an economy that is growing
even as the pace is slowing from the fading effect of the tax cuts and federal stimulus. We strongly feel that the Fed should move to a data dependent
approach versus proactively stating that they are going to raise rates in 2019. So, what’s our assessment?
1. The economy is strong. The Fed believes that the economy will continue to be solid and growing but at a slower pace next year than this year. The
labor market continues to strengthen, creating an average of 206,000 jobs each month, business investment has slowed from its positive earlier in the
year, consumer spending is still strong due to higher wage growth and low oil prices. Even the housing market, which had been signaling weakness all
year, surprised to the upside as the pace of existing home sales increased from the previous month.
2. Inflation is low, and the Fed is nimble. The Fed acknowledged the economy was not perfect. There is slower growth abroad from Europe and China
and an increase in stock market volatility that has choked financial markets in the latter part of the year. Yet, these imperfections are countered by
moderate inflation growth that allows the Fed to be datadriven and adjust as economic conditions warrant.
3.

Valuations appear attractive. The S&P is down 9.5% this year (12.2% including today), and 18% from its high, while earnings have increased. This

means the price per earnings ratio is below its fiveyear average and presents an attractive buying opportunity, given the outlook for solid economic
fundamentals and modest inflation next year. Additionally, international stocks are trading at a discount to U.S. equities and to their own histories.
4.

The yield curve is signaling modest growth ahead. The shape of the yield curve may be, in part, a reflection of the pessimistic sentiment. The gap

between shortterm and longterm rates narrowed last week, but, importantly did not invert. An inversion of the longterm 10yr treasury and the yield on
the 2year treasury bill has proven to be a reliable signal of a recession. Although even when an inversion occurs (which has not happened yet) on

average, a recession occurred 16months later.
If you’re investing for the long term, the key takeaway is that fundamentals matter more than shortterm market fluctuations. The economy and corporate
earnings will continue to grow in 2019 but more slowly. Late cycle investing brings with it more market volatility and a slower pace of returns, but the
recent volatility has also presented several opportunities, in both U.S. and international equities.

Victoria Capital's Strategy Update

Media market observers tell us we are in a “bear market.” Yet a short three months ago, the equity markets were hitting record highs. Have the

fundamentals that underlie stock ownership changed? Not to our knowledge. One fundamental factor that may have influenced an initial selloff was the
surprising collapse of oil prices. Yet, the surge to $75 a barrel triggered a boom in domestic oil production. As we have said in our perspective on the
Energy Renaissance, oil prices will stabilize because increasing U.S. output will put a lid on prices and a subsequent decline in prices will curtail that
production. We forecasted a band of $45$55 as a reasonable range for oil prices. After reaching a peak of $75+ oil has fallen back to the lower end of
that band in December. The surge in U.S. production and subsequent abrupt decline in oil prices to $45 per barrel, panicked investors in both stocks and
bonds.
This oil price collapse isn’t enough to explain the unusual characteristics of the equity market decline. For example, on December 19th, the day that the
Fed raised the Fed funds rate ¼%, the Dow Jones Industrial Average rose to a high of over 370 points to a low of a minus 600 points—a range of 900+
points—for a ¼% Fed funds increase? We don’t think so. More to the point, a prolonged period of low interest rates encouraged speculators to own
stocks using borrowed funds and for hedge funds to do the same. When those funds underperformed the market, investors lost confidence and wanted
out—resulting in a rapidfire liquidation of hedge funds, overwhelming the market’s ability to absorb such large chunks of selling. Since many of these
funds had to liquidate by the end of December, selling pressure on stocks accelerated as more than 150 hedge funds had to close their doors. Buyers
were nowhere to be seen. Fundamentals weren’t involved. And, no, it wasn’t the Fed that caused the decline!
As it is the day before Christmas and, for some market participants is only a few lumps of coal in their stockings, let us attempt to lift spirits. What those
media commentators have yet to point out is that, for many investors, their accounts get “rebalanced” at year end. What that means is if stocks have
been weak and bonds strong (which was the case in the fourth quarter) then a rebalancing will take place early in January leading to a surge in demand
for stocks and the sale of bonds to “rebalance the asset allocation in their portfolios.” One estimate for pension fund rebalancing suggests that there will
be a demand for $90 billion of stock purchases necessary to accomplish rebalancing and that doesn’t include many individual IRA clients whose portfolios
are also rebalanced. For longterm investors who are required to take a mandatory distribution from their retirement accounts based on yearend
valuations, they will be getting a break as this interruption will lower the amount of money that they will have to send to the tax man.

The other good news is that the Fed’s greatest valueadded is that they are the lender of last resort. They stepped in when the market was falling back in
1987 and underwrote the NYSE specialists’ ability to buy stock. The Swiss central bank and the Japanese central bank own stocks and ETFs so why can’t
the Fed buy stock low and sell high? The news isn’t all bad!
Merry Christmas!

Redhawk's Strategy Update

We were extremely busy last week moving to a strong defensive position. The algorithms tripped at the close of the markets on Tuesday 12/18 and on

Wednesday 12/19, we went defensive in our growth portfolios. All holdings that were sold occurred during the middle of the day and before Fed
Chairman Powell announced the 0.25% rate hike and two more rate hikes in 2019 (through the end of today, that defensive move has avoided close to
an 8% loss). The Redhawk Portfolio algorithms activated due to the VIX closing at a higher level over a predetermined timeframe. As a result, the
following changes were made:
RSPC– sold DGRO and kept the proceeds in cash. The LINCC portion of RSPC was not impacted by this change.
RSPM– sold DGRO, PSCU, and JERIX and kept the proceeds in cash. The LINCM portion of RSPM was not impacted by this change.
RSPA– sold DGRO, PSCU, and JERIX and kept the proceeds in cash. The LINCA portion of RSPA was not impacted by this change.
RGS– sold all stock holdings and kept the proceeds in cash.
RHDS– sold all stock holdings and kept the proceeds in cash.
We will run the stochastic models over the next two weeks to determine which noncorrelated subcategories to invest the cash. Depending on the
results from the stochastic models, we may invest in all or none of these. The noncorrelated subcategories include:
1. Treasuries.
2. Utilities.
3. Consumer Staples.
4. Precious Metals.

Additionally, on Friday 12/21, changes were made to the high income and liquid income portfolios. It’s been a volatile and very challenging fixed income
market during 2018 and the major bond index is negative for the year. In order to position these portfolios for 2019, the following changes were made.
In general, bank loans were replaced with longer term bond funds. These changes lowered the risk score of the portfolios and improved the credit
quality. Bank loans are also called floating rate funds and these funds buy loans made by banks or other financial institutions to companies. Bank
loans are usually senior secured debt and are mostly rated below investment grade because the borrower's ability to repay may be viewed as

speculative. These funds provide a hedge against rising interest rates and invest in debt where the coupons adjust with interest rates.
The broad U.S. fixedincome market has gone through a significant bout of volatility. The yield on the 10year U.S. Treasury note jumped by more than
40 basis points between late August and early November, peaking at near 3.25% on November 8. This led to negative returns across most investment
grade fixedincome sectors. Additionally, the sharp credit spread widening in the highyield market has led to a recent price weakness in bank loans.

Redhawk Model Signals

Liquid Income Portfolios (LINCC, LINCM, and LINCA)

High Income Portfolios (RBI, RHY, and RTHI)
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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 forwardlooking 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 longterm 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.

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.

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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