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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 finished lower, taking a breather following the strong performance since the beginning of the

year.  Global markets underperformed on fears of the Coronavirus outbreak in China spreading and its impact on the

economy as the Chinese Lunar New Year holiday begins. Oil prices declined the most in a year as investors worried that

the outbreak could result in lower demand for fuel. Nevertheless, the story is still developing, but past episodes of viral

outbreaks around the world have not made a significant dent in economic and market performance.  However, given the

uptrend of the recent market rally, you should expect more volatility ahead.

While the market was off marginally last week, it's recent impressive run has included another 2% so far in 2020.  A

healthy consumer, a ceasefire in the U.S. and China trade war, recent signs of recovery in the global economy, and Fed

policy letting the economy run are all healthy ingredients for the market.

Worries of a potential Coronavirus pandemic, military conflict with Iran, and presidential impeachment proceedings top

the list of issues that have been thrown at the market recently.  Stocks have risen on two-thirds of all days since the start

of November and have only been down six days so far this year. Moreover, the market is up 13 of the past 16 weeks. 

The broad direction of the stock market is driven by economic, profit, and interest rate conditions and all of which remain

supportive.

With all the conversations surrounding the Coronavirus, let’s look at how prior “health scares” have impacted the market. 

For the most part, there is a sharp initial reaction to the outbreak of a new virus and its impact on local markets is short

lived.  As the chart below shows, past epidemics haven’t caused widespread market turmoil.  The ultimate direction of
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the market is still determined by corporate fundamentals. 
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So far, the market impact has largely been contained to Asia and multinationals that sell into the region. Shares of

European luxury-goods companies slid, following declines in Asian consumer and tourism-related firms. Some drug

developers and makers of masks and protective gear soared.  In the U.S., the S&P 500 opened lower after the three-day

weekend, with investors on edge.  Airlines led declines in transportation shares, while makers of luxury goods items that

sell in China also struggled. 

A 2006 study conducted by Fidelity International on the effects of epidemics in stock markets found that investors

typically overreact.  While past episodes may have added to volatility, they did little to change the upward course.  For

example, the avian flu epidemic that spread in 1997 coincided with the Asian financial crisis and came just before

Russian debt default and collapse of Long-Term Capital Management.  Still, the S&P 500 gained 31% in 1997, and

posted double-digit gains in the two years that followed.  In 2003, when SARS began to infect thousands across the Asia

Pacific region, the MSCI Pacific ex Japan Index dropped 13% at the start of the year, only to end higher by more than

40%.  In the U.S., the S&P 500 dropped as much as 4.6% from June to August, before climbing to finish the year up

26%.  Since the 2006 study, investors have had to contend with the likes of swine flu and Ebola. The S&P 500 posted a

handful of down days in April 2009 as U.S. health officials confirmed the first death from swine flu, though the benchmark

advanced 9.4% that month.  Concerns over Ebola stirred in Oct. 2014, although the gauge went on to gain more than 4%

in the fourth quarter that year.

Victoria Capital's Strategy Update
 

In the short-term, financial markets are being negatively impacted by concerns about the “Wuhan coronavirus.” The city
of Wuhan, where the initial virus was discovered, has a population over 12 million and has been placed under lockdown
with no travel in or out. In China, hundreds of millions of people are travelling in the extended Lunar New Year holiday
compounding the problem of controlling this outbreak. The rapid spread of this virus among travelers is having a
significant negative impact on the Chinese economy and the large amount of travel has spread the virus around the
world with 5 cases reported in the U.S. However, looking back at prior epidemics, short-term market volatility tends to
increase but such outbreaks did little to derail the upward advance of the S&P 500 during the 1997 Avian flu epidemic,
SARS in 2003, Swine Flu in 2009, or Ebola in 2014.
 
The current opioid crisis in the U.S. has killed thousands of Americans but there seems to be little effect on financial
markets. The difference is that an epidemic that has spread voluntarily is a lot different than one that can be passed on
just by contact. The fear is that the coronavirus is spreading around the world rapidly and there is no vaccine available to
contain it. As has happened in the past, the discovery of a vaccine and the ability to produce and administer that vaccine
has stopped previous virus outbreaks in their tracks.
Investors are visibly concerned about the economic risks of the spreading virus. Selected travel and recreational stocks
related stocks are likely to come under continued pressure until there is a viable solution. Disney has already closed its
theme parks in Shanghai and Hong Kong. In the meantime, long-term investors are on the other end of any panic selling
that may be affecting these stocks and the market in general. The stock market’s continuing rally is a testament to the
strength of the underlying fundamentals that will ultimately produce higher stock prices.
 
Getting back to the fundamentals, over one-third of major companies among the S&P 500 will be reporting earnings this
week that will give us an idea of how strong fourth quarter earnings and revenues were last year. In addition, over 50% of
key communication services, industrial and information technology companies are reporting as well. J.P. Morgan expects
to see single-digit growth in earnings for 2020. The president’s trade agreements and expansive fiscal policy abroad
could push that estimate higher.

Last week, there were no changes in the Growth Equity, Growth & Income or Target Return portfolios.
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Redhawk's Strategy Update
The stock market’s positive momentum from the first two full weeks of 2020 was interrupted by geopolitical worries, and
the major U.S. indexes fell around 1%.  The Cboe Volatility Index, a gauge of investors’ short-term market volatility
expectations, jumped 21% to a level that was roughly in line with its historical average.   It’s the peak of earnings season,
with nearly 150 companies in the S&P 500 Index and 14 of the Dow’s 30 components scheduled to report quarterly
results in the week that starts January 27.  Through January 23, 73% of companies reported earnings that exceeded
analysts’ estimates, which is a beat rate that ranks above the five-year average, according to FactSet.    One of the key
factors that weighed on global financial markets, especially Chinese stocks, was the recognition that a new flu-like virus
could pose a global health threat. The Coronavirus has been blamed for dozens of deaths in China, and the second U.S.
case of Coronavirus infection was confirmed on Friday.
 
Prices of government bonds extended their year-to-date climb, sending yields sharply lower, as the yield of the 10-year
U.S. Treasury bond slipped below 1.70% on Friday for the first time in more than three months.  At the end of 2019, the
yield was 1.92%.  The energy sector is expected to be a key laggard in earnings season as companies continue to report
fourth-quarter results.  Analysts expect profits in the sector will tumble by 43% relative to the previous year’s fourth
quarter, according to FactSet.  Excluding energy, profits across the other 10 sectors are forecast to rise 0.2%.  The
leaders of the European Union and the United Kingdom signed an agreement to move ahead with the long-delayed
Brexit.  The nation’s formal separation from the EU is scheduled for January 31, although Britain has agreed to abide by
EU rules during a transition period until the end of this year.  The U.S. Federal Reserve is widely expected to keep
interest rates unchanged when it concludes a two-day meeting on Wednesday.  Fed statements will be closely watched
for any indications as to whether the central bank will bolster market expectations that it could maintain its current neutral
stance on rates throughout 2020, absent any big surprises in the economic outlook. 

Redhawk Model Signals
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S&P and Dynamic Portfolios: Replaced the Energy Limited Partnership sub-category (TPYP) with the Small Growth
sub-category (VBK) and the Small Value sub-category (XSLV) with the Real Estate sub-category (XLRE) all due to
underperformance.  Placed the Financial sub-category (XLF) on the watch list due to lagging performance.                          
                                                                                                                                   
 

S&P and Dynamic Portfolio Bubble Reports as of 12/31/2019
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Environmental, Social, and Governance Portfolio: No changes.
 

Portfolio Bubble Reports as of 12/31/2019

Growth Stock Portfolio: No changes.
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High Dividend Stock Portfolio: Replaced Chevron (CVX) with Gladstone Investment (GAIN), Cato Corp Class A
(CATO) with Holly Energy Partners (HEP), Innophos Holdings (IPHS) with Altria (MO), and Schweitzer-Mauduit
International (SWM) with Enterprise Products Partners (EPD) all due to underperformance.  
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High Income Portfolios: For RTHI/RHY/RBI, replaced the Bank Loan sub-category (BKLN) with the Long-Term Bond
sub-category (VCLT) and the Nontraditional Bond sub-category (IGHG) with the Long-Term Bond sub-category (SPLB)
due to underperformance.  For RHY, replaced the Emerging Markets Local Currency Bond sub-category (ELD) with the
Intermediate Core Bond sub-category (AGG) due to a higher risk. 

 
High Income Portfolio Bubble Reports as of 12/31/2019   
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Liquid Income Portfolios: No changes.

Liquid Income Portfolio Bubble Reports as of 12/31/2019

http://eepurl.com/cyJTIz
https://us14.campaign-archive.com/home/?u=64f2ecf4d254ffe3587fb64d6&id=f389ed9a5e
https://us14.campaign-archive.com/feed?u=64f2ecf4d254ffe3587fb64d6&id=f389ed9a5e
javascript:;


1/27/2020 Redhawk Weekly Update

https://mailchi.mp/redhawkwa/redhawk-weekly-update-7zti72bcj1-449845?e=b397a01171 11/13

Analytics for the bubble charts and E-valuator scores are provided by E-Valuator, LLC.  All rights reserved. Analytics for
the Risk Number and supporting information are provided by Riskalyze.  All rights reserved. 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. New home sales, U.S. Census Bureau.

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. Durable goods orders, U.S. Census Bureau.

Wednesday:

1. U.S. Federal Reserve Board concludes two-day policy meeting, Chairman Jerome Powell holds press conference.
2. Pending home sales, National Association of Realtors. 
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Thursday:

1. Fourth-quarter GDP, advance estimate, U.S. Bureau of Economic Analysis.  

Friday:

1. Personal income and consumer spending, U.S. Bureau of Economic Analysis.
2. University of Michigan Index of Consumer Sentiment.  

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

 
 

Portfolio Managers

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
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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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