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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 were dragged lower by renewed fears of the global economic impact caused by the coronavirus

outbreak.  Apple lowered its revenue guidance on lower demand for its products in China because of temporary retail

store closures, which added to worries about the fallout from a slowdown in China's economic growth.  On the positive

side, China cut its benchmark lending rates last week, lowering financing costs for businesses to support the economy. 

Activity in the manufacturing sectors weakened and expect to see increased short-term volatility in response to

potentially slower economic data and more profit warnings from companies in the first quarter. 

At present, there aren’t any structural imbalances or bubbles that may trigger an imminent threat to the market. 

However, there may be several concerns lurking.  It’s important to note that none of these are flashing red for the market

outlook, however, they do reflect current investor sentiment.

1. A Calm Market - Until today, the stock market has been calm and negative headlines have been muted.  Too

often, the market overreacts to headlines and noise, temporarily ignoring the more important fundamental factors. 

At the same time, we also know that market swings are a normal and even a healthy part of the bull-market

process.  The current market expectations may be misaligned with the potential impact from the coronavirus

outbreak.  Global GDP and U.S. corporate earnings growth estimates may need to be revised modestly lower.  So,

let’s look at some hard data to see that market overreactions don't last and market underreactions don't last

indefinitely either. 

Since September, the market has risen on nearly two-thirds of all trading days, which is significantly above the 20-

year average ratio of up-to-down days. 
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In the past 12 months, there have only been four days in which the market has dropped by 2% or more (this

doesn’t include today’s downturn), compared with an average of 16 days per year over the past 20 years. 

It's been six months since the stock market experienced even a 5% pullback, and it's been more than a year since

the last 10% correction.  

2. Technology Leadership - The largest five companies, by market capitalization, in the stock market now account

for 18.1% of the S&P 500 index, above the long-term average of 12.5% and up sharply from 11% as recently as

2016.  This reflects a narrowing of leadership for the market, potentially making the S&P 500 Index more

vulnerable to weakness if these top stocks were to stumble.  Since 1990, the concentration of market cap for the

top five stocks has only risen above 14% twice before in 1999 and 2008.  The top five today is comprised of

Microsoft, Apple, Amazon, Google, and Facebook, in that order.   For comparison, in 1999 the list was Microsoft,

GE, Cisco, Walmart, and Exxon Mobil.  In 2008 it was Exxon Mobil, Procter & Gamble, GE, AT&T, and Johnson &

Johnson.  The shifts are largely due to large technology companies versus industrial and consumer names.

The S&P 500 is a capitalization-weighted index, so, by definition, the largest companies are going to contribute the

greatest influence on overall stock-market performance.  Thus, the sharp gains in these five tech giants have not

only vaulted them to the top five but have also made them responsible for a decent portion of the stock market's

recent strong gains.  While weakness in these tech giants' stocks would present a headwind to the index

performance, the strong gains and leadership of this group are indicative of today's healthy economic environment

and significant growth prospects.

While tightening monetary policy has historically been a trigger for recessions and bear markets, bubbles or market

imbalances have also been a signal of market tops, such as the U.S. housing bubble and the tech bubble being recent
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examples.  Excessive optimism which causes unsustainable price increases are traditionally hallmarks of such bubbles. 

These conditions aren’t in place today, but the recent performance of Tesla's stock is an example of where this type of

optimism may be occurring.  Tesla shares are up 115% since January 1 and have risen more than 250% since late

October.

Victoria Capital's Strategy Update
 

The supply-side economics principle of reducing high tax rates (not specifically taxes) to stimulate output by increasing
incentives to produce, save and invest was accepted as economic policy by Presidents Kennedy, Reagan and, more
recently, Donald Trump. During the Kennedy years (completed by President Johnson) the maximum personal tax rate
was reduced from a peak war rate of 91% to 70%. For individuals in that tax bracket, take home pay tripled! So, you can
see that the richest got the biggest tax cut and formed the basis for the “trickle-down economics” characterization, the
idea that the middle class would eventually benefit from the richest among us spending that money and increasing
workers’ salaries as the economy grew. One accusation that dominated conservative thought was that such a tax rate cut
would reduce government revenues, forcing the federal deficit higher, increasing interest rates and ultimately producing
an economic downturn. These unfounded fears resulted in a “phase-in” of the Reagan tax rate cuts that prolonged the
early-80s recession.
 
We can refute the claims that tax rate cuts reduce federal government revenues. The following exhibit compares the level
of federal government revenues during the full implementation of the Reagan tax rate cuts and the recent and projected
revenues after the Trump tax rate cuts. Why didn’t tax revenues fall as predicted since tax rates were reduced? The
obvious answer is that the tax rate cuts stimulated the economy and the increased tax collections during that growth
period were more than able to offset the loss of tax revenues due to the tax rate cuts.

Redhawk's Strategy Update
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With the coronavirus outbreak top of mind, major U.S. stock indexes felt the pressure. Although the S&P 500 and
NASDAQ both hit record highs Wednesday, they were down more than 1% for the week, as was the Dow.  Gold climbed
to more than $1,600 per ounce, reaching its highest level in seven years. The recent gain is attributed in part to investors
seeking more safe-haven assets as concerns over the coronavirus and the direction of global growth continue to mount. 
In the minutes from its January meeting, the U.S. Federal Reserve indicated it’s likely to keep interest rates unchanged,
expressing confidence in the U.S. economy. Fed officials noted they’re also remaining watchful of other developments—
including the coronavirus and trade uncertainty—and how they may affect the economic outlook.
 
The U.S. dollar rallied against the euro, Japanese yen, and Australian dollar, reflecting the U.S. economy’s strength amid
ongoing uncertainty. On Tuesday, the euro experienced its biggest drop in 3 years against the greenback. The yen
dropped to a 10-month low Thursday, and the Australian dollar plummeted to an 11-year low as of Friday.  Stocks closed
lower Tuesday following Apple’s announcement that it wouldn’t meet its projected quarterly revenue. The tech giant said
the impact of the coronavirus has limited iPhone production and decreased demand for its products in China.  Japan
could be on the verge of a recession as it faces challenges related to the effects of the coronavirus and a slowing
economy. The world’s third-largest economy shrank at an annual rate of 6.3% during the fourth quarter, marking its
biggest contraction in five years.  U.S. building permits, considered a gauge of future home construction, rose to an
almost 13-year high, according to a report released by the U.S. Census Bureau. The number of building permits grew
9.2% in January, exceeding expectations and marking the highest level since March 2007.

Redhawk Model Signals
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S&P and Dynamic Portfolios: No changes.                                                                                                     
 

S&P and Dynamic Portfolio Bubble Reports as of 1/31/2020
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Environmental, Social, and Governance Portfolio: No changes.
 

Portfolio Bubble Reports as of 1/31/2020

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

 
High Income Portfolio Bubble Reports as of 1/31/2020  
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Liquid Income Portfolios: No changes.

Liquid Income Portfolio Bubble Reports as of 1/31/2020
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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. No major reports scheduled. 

Tuesday:

1. S&P/Case-Shiller 20-City Composite Home Price Index.
2. Consumer Confidence Index, The Conference Board.

Wednesday:

1. New home sales, U.S. Census Bureau. 

Thursday:

1. Fourth-quarter GDP, second estimate, U.S. Bureau of Economic Analysis.
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2. Durable goods orders, U.S. Census Bureau.  

Friday:

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

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
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-
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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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