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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 ended modestly higher as better-than-expected earnings and optimism around Brexit were offset

by ongoing global growth concerns.  The third-quarter U.S. earnings season started last week, with major banks

reporting solid earnings against lowered investor expectations, leading the group higher.  Also helping investor sentiment

was the news that the EU and U.K. agreed on a tentative Brexit deal after days of negotiations.  On the negative side,

U.S. retail sales disappointed, and the International Monetary Fund (“IMF”) lowered its projections for global growth this

year from 3.5% to 3%.  Consumer spending remains solid, yet with all the uncertainty and headwinds, you can expect

volatility to increase.
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Earnings Season Kicks off. 
Last week was the start to the third-quarter earnings season, the market received new economic data showing slipping

growth and geopolitical events like Brexit finally starting to take shape.  So, what are the key areas to watch?

1. Fundamentals Are Slowing but Still Growing.

Healthy household spending has been the key to economic growth over the 10-year expansion, contributing 70% of GDP.

  Last week new data showed that a key indicator of consumer health, retail sales, slumped for the first time in seven

months, dropping 0.3% in September.  Offsetting the decline was revised August sales growth, up to 0.6% from a still

robust 0.4%.  Though the monthly slowdown is partially explained by an early Labor Day that pulled holiday sales into

August instead of September, it prompted market concerns that consumers are starting to feel the impact of the tariffs

and slowing growth.  If a new round of tariffs announced by the White House goes into effect later this year, consumers

may be more negatively affected by trade concerns or the prospect of rising prices on consumer goods.  However,

despite trade headwinds, there is a strong labor market, high savings rates, and below-average debt burdens that put

consumers in a good position to keep spending in step with the average pace of the expansion.  

  

Moreover, low interest rates will help buffer corporate profits and consumer spending from challenges tied to weakening

business confidence and manufacturing conditions.  With no recession imminent, the economy is on track to support the

continuation of steady stock returns, albeit at a slower pace.

2. Stocks Do Not Appear Overpriced.
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Stock prices are now less than 1% shy of the record highs the S&P 500 reached earlier this year.  In the latter stages of

the bull market stock returns have further to climb.  But it’s important for long-term investors to pay attention to more than

just the stock price.  Knowing the status of what drives stock returns, namely earnings, dividends, and valuations, is also

important.  Toward that end, last week kicked off the start of the third-quarter earnings season, with Netflix, Johnson &

Johnson, JP Morgan Chase, Bank of America, and Morgan Stanley beating analyst expectations.  Estimates are for

earnings to accelerate in coming months, with year-over-year growth in trailing 12-month profits improving from the

three-year low of 2.5% in the third quarter to 6% in the fourth quarter. 

  

Though slowing from the double-digit pace of the last two years, corporate performance appears strong enough to

support the bull market and expect equities to outperform bonds.  Stocks are also reasonably priced given 1) current

valuations and dividend yields that are in line with historical averages, 2) support from central bank stimulus, and 3)

expectation for modest economic growth ahead.

3. Trade Deals Could Stabilize Slumping Global Growth.

Last week the IMF, lowered its projections for global growth this year from 3.5% to 3%, the lowest level in 10 years.  The

growth forecast was pulled down by trade barriers, country-specific factors, and structural trends like aging

demographics and slowing productivity growth.  Despite the downbeat forecast, there was some good news, as the IMF

expects growth to creep up to 3.4% in 2020 and does not foresee an imminent recession.  Last week also showed that

for major trade deals there may be progress on the horizon.  European leaders announced a tentative Brexit trade deal

between the U.K. and the eurozone.  Despite the political challenges, last week’s developments, if they continue, mean

that Europe can avoid the disruption of a no-deal Brexit, which will likely add stability to the region. 

  

Recently, the White House also announced a tentative trade deal between the U.S. and China, but this deal is in its early

stages.  With worldwide trade at its lowest level since 2012, with a de-escalation of trade tensions, and with continued

positive negotiations, this environment bodes well for stabilizing and improving global growth ahead.

4. Headlines May Prompt Short-lived Volatility.

Last week also saw several geopolitical headlines, including the U.S. withdrawal in Syria, the ongoing impeachment

inquiry, and the 2020 Democratic presidential debate.  We will continue to see more market moving headlines tied to

geopolitical events, so expect periodic bouts of volatility.  It’s interesting to note that since 1990, there have been three

dips in the market (a decrease in S&P 500 returns of 5% or more) and one correction (a drop of 10% or more) on

average each year as shown in the table below.  In 2019, there have been two dips so far and no corrections. 
 

 
 
 
 
 
 
 

Source: Ned Davis Research, S&P 500 as of 10/17/2019
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Victoria Capital's Strategy Update 
 

The investment world is awash with “a rush to the bottom” mentality meaning fund managers, brokerage firms and
investment advisors are continually lowering management and brokerage fees to attract or keep their business. As we
pointed out last week in our Missive, the fee game isn’t the only game in town; investment performance counts too. 
  
Periodically we come across situations that defy both criteria. Translation: Some firms charge high fees but fail to achieve
their investment objectives. In the following real world example, two major brokerage firms joined together in 2008 (not a
great time to start the joint venture), to create a fund that seeks to “closely track the S&P 500 index, while enhancing the
after-tax return and minimizing transaction costs. “ 
  
We reviewed the after-fee performance record and were surprised to see that the fund underperformed the benchmark
EVERY year from 2008 through 2017. The shocker is that the fee for portfolio “management” is 0.7125% quarterly or
2.88% annually. When we went back and looked at the before fee performance, it was a little better than the S&P 500
index i.e., 9.6% annualized vs. 9.5% for the S&P 500. Fees matter. When we review the cumulative performance after
fees, this differential becomes enormous: For the ten years ending December 2017, our estimated cumulative value of
$100,000 invested in this fund in the beginning would have grown to $171,951 while the S&P 500 index would have
grown to $226,092. 
  
Given the magnitude of the difference, we assumed that we sold both portfolios at the end of the ten years and
recognized capital gains. If the portfolio managers eliminated any capital gains tax liability as per their objective, the
proceeds of $171,951 was the same as the pre-tax amount. We then subjected the proceeds of the sale to a maximum
20% tax rate. The result: an after-tax value of $200,874—well above the fund’s value of $171,951. 
  
The purpose of this story is to point out two important elements that contribute to successful investing: advisory fees
relative to returns matter and comparing returns with a less complex strategy can identify a winner! That’s why we keep
our strategies simple and low cost. 
  
No changes were made to the Global Equity or Target Return strategies last week.

Redhawk's Strategy Update
Last week the S&P 500 and the NASDAQ rose slightly for the second week in a row while the Dow slipped.  The
weekly moves were small, less than 1%, as Tuesday’s rise was largely offset by a decline on Friday.  The S&P 500
remained more than 1% below its record high set in late July.   Earnings season got off to a shaky start, as the five-dozen
major companies that reported results through Thursday posted a 5.4% earnings decline compared with last year’s third
quarter, according to FactSet.  Several executives said the U.S. dollar’s recent strength hurt international results. Overall,
quarterly earnings are expected to decline 4.6%.  An index of U.S. indicators showed the economy continued to grow last
month, but at a slower pace than in previous months.  Five of 10 indicators in the Conference Board’s Leading Economic
Index for the U.S. were positive, but September’s overall growth rate was down compared with the previous month.  
  
The world’s second-largest economy continues to cool, as China reported that its GDP increased at an annual rate of
6.0% last quarter, compared with a 6.2% growth rate in the preceding quarter.  Friday’s report was in line with the
downward trajectory that China’s growth has followed in recent years.  A forecast from the International Monetary Fund
projects that global economic growth will decline to around 3% this year, which would be the smallest gain since 2009. 
The IMF expects that tariffs resulting from global trade disputes will shave as much as $700 billion from global economic
output.  U.S. retail sales slipped in September, declining 0.3% from the previous month.  It was the first monthly sales
decline in seven months, a period when consumer spending has remained relatively strong, helping to maintain positive
momentum for the broader economy amid weak business investment.
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Redhawk Model Signals  
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S&P and Dynamic Portfolios: Kept the Mid-Cap Value (XMLV), Industrials (XAR), Small Value (XSLV), and Foreign
Large Value (HDEF) sub-categories on the watch list due to performance.   Removed the Consumer Cyclical sub-
category (XLY) off the watch list due to improved 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 
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Growth Stock Portfolio: No changes.

 
 

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

High Income Portfolio Bubble Reports as of 9/30/2019   
 

      
  
 
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
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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. Existing home sales, National Association of Realtors.   

  
Wednesday:

1. No major reports scheduled.

  
Thursday:

1. Durable goods orders, U.S. Census Bureau.  
2. New home sales, U.S. Census Bureau.

  
Friday:

1. University of Michigan Index of Consumer Sentiment.

 
 

On 9/13, the “Risk On” algorithm tripped, and we continue to stay invested in equities. 
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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-
term growth through a diversified portfolio of individual equities. A theme-based
investment strategy concentrates investments in common stocks of companies that
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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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