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Redhawk Quarterly Commentary 

December 31, 2019 

Each quarter, Redhawk’s Investment Committee provides a Quarterly Commentary.  We look at 
what’s going on in the investment landscape and provide our perspective on a variety of topics.  
These aren’t predictions and it represents our perspective on important market and economic 
information designed to help make decisions affecting your long-term financial strategy.   Our 
goal is to help you understand what is going on in the markets so you can more clearly define 
investment goals, diagnose unintended risks, and utilize portfolios that can achieve a better 
financial outcome.   
 
 
 

Market Commentary 
 
U.S. Market 
Equity markets journeyed higher in Q4 thanks to an improved economic picture, alleviated trade 
tensions, and a dovish Fed.  The S&P 500 rose 9% during the quarter and 31.5% for the year.  This 
was the best annual performance for the index since 2013.  The dominance of growth over value 
characterized equity markets for most of 2019, but a couple of interesting shifts occurred during 
the quarter.  Investors increased their appetite for risk, favoring emerging markets (+12%) over 
the U.S. for the first time all year.  Additionally, the U.S. Treasury Yield Curve steepened after the 
Fed’s third rate hike and is no longer inverted, therefore relieving recession fears for now.  The 
10-Yr Treasury yield ended the year at 1.92%  
 
Optimism about the economy improved following potential trade developments. The U.S. 
economy grew just above 2% in Q3, driven by healthy consumer spending.  The employment 
situation continued to impress with an average addition of 205,000 jobs/month over the past 3 
months.  Unemployment dipped back down to a historic low of 3.5% with limited wage pressure. 
However, businesses have been reluctant to invest this year and manufacturing contracted in 
December to its lowest level since 2009.  Even with progress on trade negotiations, parts of the 
economy have already felt the effects of the prolonged uncertainty.   
 
The U.S. Federal Reserve cut interest rates for the third time this year in October, with the target 
federal funds rate currently between 1.5% - 1.75%.  Federal Reserve Chair Jerome Powell 
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indicated that the Committee was comfortable with a pause in rate cuts unless a material 
deterioration occurred in the economy.  Inflation also remains manageable around the Fed’s 
target of 2% and it’s unlikely that the Fed will hike rates anytime soon. 
 
As shown in the chart below, growth continued to triumph over value in Q4, but for a change of 
pace, smaller companies outperformed larger companies.  Microcaps and small-cap growth 
rallied 13.5% and 11.4% respectively, while mid-cap and large-cap value were up 7.1% and 9.1%.    
On the year, large-cap growth continued its hold as the top performing equity style with its 36.4% 
rise and mid-cap growth (+35.5%) following as a close second.  The laggards were micro-cap and 
small-cap value, which rose roughly 22% for the year.  
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Information Technology and Health Care were the best performing sectors in Q4 returning 14.4%.  
Yield focused sectors, Real Estate (-0.5%) and Utilities (+0.8%), lagged as yields rose and risk 
taking increased.  This year, the big winner was Technology with an impressive 50.3% return, 
primarily driven by Microsoft (+58%) and Apple (+89%).  The YTD underperformer was Energy, 
which returned only 11.8% despite a 34% surge in the price of WTI Crude Oil.  See the chart below 
for the performance of all sectors.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
International Markets 

The improved global economic data and progress in trade negotiations sparked a rally in 
international equities and a weakening of the dollar.  Emerging markets (“EM”) rose 11.8%, 
outperforming the U.S. (+9%) and developed international (+8.2%).  Within EM, technology 
focused Taiwan rallied nearly 18% and Russia rallied 17% in Q4 and 50.9% for the year as the 
central bank eased.  India rose just 7.6% as the country faced economic and political turmoil.  In 
developed markets, the UK rallied 21.1% on more certainty surrounding Brexit and Germany was 
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up 20.8% on improved economic data.  On the year, international growth outpaced international 
value by over 11%, the largest calendar year deficit for value ever.   
 
The country year-to-date returns are shown below. 
 
 
 
 
 
 
 
International equities struggled in Q3.  Developed markets fell 1.1% and emerging markets 
slumped 4.2%.  The strong U.S. dollar knocked off 2% of returns for both the MSCI EAFE and MSCI 
EM benchmarks.  Within developed markets, Japan (+3.1%) was the best performer while Hong 
Kong slumped 12% as protests took their toll on the economy.  German markets also dropped 
4% as disappointing economic data lingered.  Within emerging markets (EM), Taiwan posted the 
lone positive return of 5.2%.  South Africa dropped 12.6% as the country faces prolonged 
geopolitical and economic trouble.  The country year-to-date returns are shown on the map on 
the next page. 
 
 
 
 
 
 
 
 
 
 
Fixed Income Markets 
The broad U.S. bond market, as measured by the Bloomberg Barclays Agg Index, had delivered 
0.2% as rates improved off their Labor Day lows, and credit continued to outperform.  Following 
the Fed’s actions to calm markets with 3 rate cuts earlier this year, additional liquidity measures 
served as an effective foundation for financial markets.  During the quarter, investors saw the 
impact of easy monetary policy as global growth expectations and economic data bottomed and 
reversed course, increasing optimism and market sentiment.  The improving economic and 
inflation picture lifted rates and steepened the U.S. Treasury curve.  Demand for U.S. Treasuries 
decreased during the quarter, pushing the 10-Yr Treasury yield to 1.92%.  Concerns regarding an 
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inverted yield curve were put to rest during the quarter as increased growth and inflation 
expectations lifted long dated interest rates.  
 
Reduced recessionary fears and increased optimism around prospects for a “Phase 1” trade deal 
with China drove demand for riskier bonds.  High yield corporates, emerging market debt, and 
leveraged loans outperformed in Q4.  Non-investment grade issuers rated CCC and lower 
reversed its YTD course in Q4, gaining back relative performance as speculative investors 
embraced tighter spreads and stronger fundamentals vs. expectations.  Laggards for the quarter 
included U.S. Treasuries, U.S. government related debt, and Asian fixed income, returning -0.8%, 
-0.8% and -0.4% respectively.   
 
Municipal bonds returned 0.7% in Q4, outperforming its taxable peers by 0.56%. Strong 
technicals and encouraging fundamentals continued to support positive performance during the 
quarter.  High yield municipal bonds were the best performing sector returning 0.9%, while 
Taxable municipals suffered, returning -0.9% in Q4. 
 
The chart below shows the returns for various fixed income instruments. 
 
 
 
 
 
 
 
 
 
 
 
 
 
Supported by solid consumer data, 
U.S. recession fears were alleviated 
somewhat, and investors 
demanded corporate credit.  Investment grade and high yield corporates delivered solid returns 
in Q3, gaining 3.05% and 1.33% respectively.  Given the downward trend in rates, U.S. Treasuries, 
which come with a hefty duration profile, returned 2.4%.  Laggards for the quarter included Asian 
bonds (0.0%), European fixed income (-1.6%), and high yield corporates rated CCC or below (-
2.3%). As risks for a lower growth forecast mounted, spreads for riskier securities widened,  
 

Source: Morningstar 
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Economic Outlook 
 
U.S. growth in 2019 evolved broadly and GDP in the first half averaged 2.6%, down from the 
blistering pace of 2.9% growth in 2018.  But growth continues to decelerate, and markets are 
naturally challenged by slowing growth.  A major concern is that U.S. growth has become 
significantly lopsided.  In Q2, consumer spending grew 4.7%, while the entire rest of the economy 
contracted 3.7%.  Consumers make up 70% of GDP for the U.S and they will make or break the 
continued bull run.  In general, contraction in household spending has been the driving force for 
recessions in the past.   
 
Let’s look at some of the major concerns for 2020. 
 
Consumer Confidence 
One of the clearest signs is volatility in the market has not negatively impacted the strong levels 
of consumer confidence.  Two key measures of consumer sentiment remain near expansion highs 
and the spread of consumer expectations to present situations, remains elevated as well.  
However, global trade tensions could put a significant dent in consumer sentiment.  The chart 
below shows how important consumer spending is to the growth of the economy.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The consumer is the single largest sector of the economy and is increasingly becoming the sole 
driver of growth that is keeping the U.S. economic expansion from ending.  Household spending 
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is supported by strong domestic fundamentals, but external headwinds are accumulating rapidly 
which may slow consumption.  At a macro level, the U.S. consumer has reason to be happy.  The 
labor market is tight and wage growth has finally picked up some speed and is the highest in 10 
years.  Years of solid asset appreciation have caused household wealth to increase to a fresh high.  
Finally, the consumer does not appear to be overleveraged, and the savings rate is at 7.5%, higher 
than during the prior expansion.  All of this offers both a solid foundation for consumption and 
some insulation in the face of slower global growth and rising uncertainties. 
 
As you can see in the chart to the right, 
U.S. consumption is close to its highest 
share of global GDP since 2008 and 
consumers are still optimistic, however, 
it’s in stark contrast to U.S. CEOs.  The 
main reason is that while manufacturing 
is treading water, service sectors that 
make up a larger share of the economy 
are doing better.  Additionally, the trade 
war dented CEO confidence, as 67% of 
respondents to the September 2019 
Duke CFO survey believed the U.S. will 
be in recession by the end of 2020. 
 
 
Labor Market 
The labor market is another critical sector that will influence household spending and, therefore, 
the trajectory of the economy over 2020.  Initial jobless claims remain a favorite indicator both 
for the labor market, in general, and as a potential warning sign that a recession is coming. 
Currently, initial claims rest near multidecade lows, a reflection of the tight labor market and a 
sign that despite heightened uncertainty around trade and global growth, companies have not 
yet resorted to layoffs.   
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By virtually every measure, 
the labor market remains 
strong.  The unemployment 
rate is 3.7% (see the chart 
to the right), just off the 
cycle low of 3.6%, itself the 
lowest since 1969.  During 
the third quarter, the pace 
of hiring slowed, as 
nonfarm payroll gains 
averaged 145,000, down 
from the 12-month average 
of 173,000 per month. 
However, the slower 
growth of the labor force 
means that fewer new jobs 
are required to hold the unemployment rate at its current level.  However, slowing payroll growth 
has ignited questions of the health of the broader economy. 
 

For this reason, looking at layoffs is 
perhaps an even better indication of 
business sentiment and the economy.  As 
you can see in the chart to the left, layoffs 
(firing rate) have gradually been 
decreasing over the last eight (8) years.   
 
Even though the November jobs report 
was a blowout number, and the U.S. 
labor market remains strong, some of the 
largest U.S. corporations expect the pace 
of hiring in 2020 to slow down.  Sixty 

percent (60%) of chief financial officers say a head count reduction will be the most likely staffing 
trend for their companies over the next 12 months, according to the CNBC Global CFO Council 
survey for the fourth quarter 2019.  In general, initial claims for unemployment insurance, when 
a worker applies for state-sponsored unemployment benefits, typically bottom 9–24 months 
before a recession begins.   
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Manufacturing 
In contrast to the upbeat picture of consumer confidence and the labor market, business 
sentiment is diminishing under slower global growth and trade tensions.  Measures of 
manufacturing sentiment have decreased substantially over the past quarter, with the ISM 
Manufacturing Index moving below the 50/50 expansion/contraction line for the first time since 
2016, while the nonmanufacturing measure that reflects services has fared better.  Lowered 
business sentiment is one of the biggest risks in 2020 and election campaigning could make the 
regulatory outlook highly uncertain.  
 

As you can see in the chart to 
the left, business sentiment 
has been uneven, with 
manufacturing showing the 
greatest pessimism. In 
August the ISM dropped to 
49.1, its first time below the 
50/50 expansion/contraction 
line since 2016.  Several 
factors caused business 
sentiment to wane. Trade 
tensions increased along 
with the significant 
deterioration in developed 
economy growth.  Non-
manufacturing business 
sentiment, which is mainly 

services, has fared better but is still weakened from its recent highs. The average of the three 
months ended in August was 55.1 vs. 58.2 over the prior year. 
 
The manufacturing sector is a much smaller portion of the U.S. economy than the services sector, 
contributing only 13% to overall growth versus 70% for services.  It is also relatively more exposed 
to factors like weak global growth and the strong dollar, which make U.S. goods relatively 
expensive on the global market.  Weak manufacturing sentiments have occurred three times 
during this expansion.  The first coincided with the recession in Europe in 2012, and the second 
was a result of weakness in the energy sector in 2015–2016 (see the chart above). The broader 
U.S. economy weathered these storms but did experience weaker growth each time.  
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Trade Tensions 
This has been the biggest influence on U.S. growth over the past two years.  Trade policy 
uncertainty has sparked significant volatility and it will be a continued headwind to growth in 
2020 (see the chart below).  It’s not likely that trade uncertainty will be resolved anytime soon.  

Trade will be a key topic 
during the upcoming 
elections.  Regardless of the 
election outcome, the trade 
tension between the U.S. 
and China will continue to 
have a major impact on the 
market.  It is difficult to 
measure the economic 
impact of the actual trade 
measures that have been 
implemented. More 
important is the continued 
strain caused by uncertainty. 
A recent study by the 
Federal Reserve showed that 
the uncertainty alone, is 

enough to cause businesses to choose caution over investment and adversely impact other 
economic activity.  Finally, trade tensions continue to have a significant impact on financial 
markets.  Headlines about U.S. and China trade relations are often the key driver of equities on a 
day-to-day basis.  
 
Summary 
In 2020, there will be plenty of political risk as the U.S. Presidential election unfolds.  Markets will 
have to deal with two candidates that will bring almost opposite programs, from how to deal 
with China trade, to corporate regulation, to taxing the wealthy.  The uncertainty and severity of 
the two presidential outcomes will necessarily bring volatility to the markets, especially if polling 
shows a tight race. 
 
The new year may also be challenging for those who have gotten too comfortable sitting in 
passive index fund products.  In 2020, markets should return to positive earnings growth with U.S. 

and EM equities offering the greatest risk-adjusted return potential.  Also, continued low rates and 

tight credit spreads should support returns.  Volatility will return and a focus on downside 
protection will be required. 
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It’s not enough to own a portfolio personalized for your situation, based on your comfort with risk 
and long-term financial goals. You must be patient and disciplined, too. With our risk 
management process, our investment committee is reviewing the market conditions and 
underlying investments on a weekly basis.  Please contact your Redhawk advisor to learn more. 
 
 
 
 
 
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. 

 
 
 
 
 
 
 
Redhawk Wealth Advisors, Inc. is an SEC registered investment advisor (RIA) that provides comprehensive 

retirement plan and financial planning tools and critical back-office support for advisors nationwide.  Redhawk’s 

focus is to enable advisors create, grow and manage wealth through a broad range of financial products and 

services that promotes the economic well-being of our select group of clients and advisors. 

 

For more information, please contact Redhawk at either research@redhawkwa.com or (952) 835-4295.  
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