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Redhawk Quarterly Commentary 

September 30, 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 ended the quarter in mostly positive territory despite mixed economic data and 
a continuation of trade tensions.  The S&P 500 returned 1.7% in Q3 for a YTD total return of 
20.6%. Once again, the U.S. outperformed international equities as the U.S. Dollar (USD) 
strengthened.  Investors also sought the safety of long-term bonds with the Bloomberg Barclays 
US Agg 10+ Year rallying 6.6% in Q3 and 20.9% YTD.  
 
The Federal Reserve (Fed) showed its commitment to addressing a possible slowdown by cutting 
rates twice this quarter.  The U.S. economy grew at a slow and steady rate of 2% in Q2.  Weak 
exports and business investment weighed on growth even as consumer spending had its 
strongest quarter in nearly five years.  With unemployment near historic lows at 3.7%, the U.S. 
consumer has been resilient this year though consumer confidence has dropped recently. As 
we’ve mentioned before, consumer spending drives roughly 70% of the U.S. economy.  Concerns 
remain about the strength of the economy as the Institute of Supply Management (ISM) U.S. 
Manufacturing Purchasing Managers Index (PMI) slipped to its lowest level since 2009. 
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Consumer confidence peaked in April of 2018 and has been steadily declining throughout 2019, 
dropping 3.9%.  The declines by segment of the U.S. public are shown below. 

Segment Consumer Confidence 

Ages 18-34 -2.6% 

Ages 35-49 -6.6% 

Ages 50-74 -2.9% 

High School Education or Less -6.3% 

Some College -0.1% 

College Degree -1.9% 

Household Income of $25,000 - $75,000 -2.7% 

Household Income of $75,000 or More -5.2% 

Not Married -5.2% 

Married -2.9% 

Women -4.8% 

Men -2.9% 

Source: I/B/E/S data from Refinitiv 

 
Size played a significant role in performance this quarter, with the Russell Top 200 (+1.8%) 
outperforming the Russell Micro-Cap (-5.5%) by over 7% in Q3.  Within large-cap, growth and 
value performed roughly in-line with each other, but the same was not true for smaller 
companies.  Within small to mid-Cap sized companies, value outperformed growth by 3.6% and 
1.9% respectively.  On the year, mid-cap growth was the best performing style with a 25.2% 
return while micro-cap lagged with just a 7.9% rise YTD.  
 
U.S. equity markets were decidedly defensive in Q3, with strong returns from Utilities (+9.3%) 
and Consumer Staples (+6.1%).  Low interest rates also drove the rally in the real estate sector 
(+7.7%).  Energy stocks bounced around along with oil prices and ended up being the worst 
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performing sector for the second quarter in a row with a decline of 6.3%.  On the year, 
information technology remains the strongest performer with a 31% return.  The chart below 
shows that the defensive investment styles (circled in red) have outperformed the cyclicals over 
the last rolling 12 months. 
 

 
 

 
Source: Morningstar Direct. Performance greater than one year is annualized. Performance is represented by the 
benchmark listed in the “representative benchmark” column. See important disclosures and definitions included 
with this publication. 

 
 
 
International Markets 

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. 
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The main story in developed international markets was the economic slowdown in the eurozone 
and the subsequent monetary stimulus unveiled by the European Central Bank (ECB).  In Q2, the 
eurozone economy expanded by only a 0.2% seasonally adjusted rate. Over the same time 
period, the German economy declined by -0.1% with government leaders blaming the 
contraction on the uncertainty caused by the U.S. and China trade war and Brexit.  If the German 
economy contracts again in the third quarter, it will enter an official recession.  
 
The ECB responded to the economic slowdown by announcing further rate cuts and a new round 
of quantitative easing (QE).  The central bank moved interest rates further into negative territory 
by cutting their deposit rate by -0.1% to -0.5%.  The ECB’s new asset purchase program will be 
restarted in November at a pace of 20 billion euros per month and will run indefinitely.  The new 
QE program will increase the size of the ECB’s balance sheet which now stands at about 4.7 trillion 
euros, as the overall size increased from about 1.5 trillion euros before the financial crisis in 2008. 
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The ECB also nominated former IMF Chairman Christine Lagarde to succeed Mario Draghi as 
President starting on November 1st. 
 
The MSCI EM index declined by -
4.2% and has returned +5.9% in 
2019.  MSCI classifies countries as 
EM based on a balance between 
economic development and 
financial market accessibility.  
Some countries included in the EM 
index are Brazil, Russia, India, 
China, and South Korea.  The MSCI 
China index decreased by -4.7% 
while MSCI India declined by  
-5.2%. 
 
The main story in Emerging 
Markets continues to be the 
economic slowdown in China 
caused by the ongoing trade war.  
China’s GDP increased by 6.2% in 
Q2, the slowest pace since 1992 
when official records began to be 
published.  Earlier this year, China 
unveiled its 2019 GDP growth 
target of 6.0% to 6.5%, a 
deceleration from 6.6% in 2018.  
China also announced further 
fiscal and monetary stimulus measures in order to boost the economy, including tax cuts and a 
decrease in the required reserve ratio for small and medium size banks.  China also devalued 
their currency (yuan) past the psychologically important 7.0 per dollar level suggesting that the 
country is preparing for a prolonged trade fight.  Despite the stimulus measures, the ongoing 
trade war and tariffs have had a negative impact as China’s manufacturing gauge has been in 
contraction territory since May and for eight of the last ten months.  The trade war will remain a 
drag on both economies until an agreement is signed. 
 
 
 
 

Source: Morningstar Direct.; MSCI Indices; Baird Analysis. All returns are reported in 

USD. MSCI EAFE (Developed markets) and MSCI EM (Emerging markets) are broad 

benchmarks representing many countries. Includes the 10 largest countries by 

weighting in the benchmark. See important disclosures and definitions included with 

this publication. 



 

 
 
Redhawk Quarterly Update I 3rd Quarter 2019   Page 6 
 

 
 

 
Fixed Income Markets 
The broad U.S. bond market (see the 
chart to the right), as measured by 
the Bloomberg Barclays U.S. Agg 
Index, returned 2.27% to investors 
as risk sentiment continued its roller 
coaster ride.  Following the Fed’s 
“hawkish cut” in late July, U.S. 
interest rates turned sharply lower 
as trade tensions heightened, and 
global growth forecasts fell.  These 
concerns led to significant demand 
for high quality fixed income assets.  
Demand for U.S. Treasuries pushed 
rates to levels not seen since 2016.  
The 10-Year Treasury Yield ended 
the quarter at 1.68%, falling 0.34% in 
Q3.   
 
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, 
pushing prices lower.  
 
Municipal bonds rose 1.58% in Q3, underperforming its taxable peers by 0.69%. Strong technicals 
and encouraging fundamentals supported the positive performance. Taxable municipal bonds 
were the top performing sector increasing 3.4%, while pre-refunded municipal bonds suffered, 
only up 0.4% in Q3 
 
Bonds produced positive results for the quarter as the decrease in interest rates was positive for 
fixed income returns (bond prices move inversely to interest rates).  The Barclays U.S. Aggregate 
Bond index (Agg), which acts as a proxy for the investment-grade bond market, increased by 
+2.27% in Q3 and is now up +8.5% in 2019.  Other sectors of the fixed income market, including 

Source: Morningstar 
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Treasury Bills (Bloomberg Treasury Bills: +0.5%), Credit (Bloomberg Corporates: +3.1%), 
Municipal Bonds (Bloomberg Municipal Bond: +1.58%), and High Yield (Bloomberg High Yield: 
+1.33%) also posted solid results in the quarter.  Treasury interest rates declined throughout the 
quarter due to low global interest rates and expectations of lower inflation and economic growth 
in the United States.  The 2-Year Treasury yield declined from 1.75% to 1.62% while the 10-Year 
Treasury decreased from 2.01% to 1.66%.  

 
The decline in global interest rates has been one of 
the biggest surprises of 2019.  The 10-Year Treasury 
yield of 1.66% is close to its all-time low of 1.32% 
(July 2016), surprisingly, the current yield is still 
higher than many global rates.  Due to weak inflation 
and economic growth forecasts, and their own 
versions of quantitative easing, 10-Year yields in 
Japan and Europe are currently negative. The 
Japanese and German 10-Year yields ended the 
quarter at -0.21% and -0.57% respectively.  Due to 
the ongoing Brexit saga, the 10-Year yield in the UK 
is 0.49%.  Currently, there is an estimated $15 trillion 
in global debt with negative yields.  Therefore, U.S. 

yields are still comparatively attractive for global investors. 
 
Treasury securities are considered close to “risk free” because the principal and interest 
payments are backed by the U.S. government.  In general, when expectations for inflation and 
economic growth are poor investors will buy Treasuries because of their perceived safety in a 
weak investment environment.  This “flight to safety” pushes Treasury prices up and yields down. 
Recent inflation readings have been weak as Core PCE Inflation came in at 1.8% year-over-year 
in August, below the Fed’s 2% target.  Core PCE inflation has averaged about +1.6% over the last 
10-years, which has helped to keep rates low.  Economic growth has slowed, according to the 
latest Bloomberg survey, GDP is expected to increase by 2.3 year-over-year in 2019 compared to 
2.9% in 2018. 
 
 
 
 
 
 
 
 

Source: Bloomberg, data as of 09/30/2019. 
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Economic Outlook 
 
As we move into the fourth quarter of 2019 and beyond, we continue with a balanced outlook 
for the US equity market, although throughout the year we have defensively shifted portfolios to 
help mitigate the potential tail risk of a market selloff caused by the trade war. While we believe 
the US and China will eventually reach an agreement, we need to be mindful of the risk of an 
escalation. 
 
The U.S. is in the late phase of economic expansion, and the near-term risk of recession remains 
low (see the diagram below).  Historically, late-cycle phases have ranged from 9 months to more 
than 2 years.  The lack of excesses built up during this nearly 10-year expansion, such as low 
inflation and sustained consumer spending has prolonged the cycle.  The U.S. is currently 
displaying more key late-cycle trends than it has over the past 3 years.  However, these trends 
remain relatively slow moving, and some have recently stalled, including wage growth and Fed 
tightening.  The direction and rate of change of these trends should help determine how long the 
current cycle extends. 

 
 

Source: Fidelity Investments, data as of 06/30/2019 
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It’s no surprise that the U.S. and China trade war remains the biggest risk to the U.S. economy 
and stock market.  There are competing forces impacting the economy today.  Tailwinds are 
coming from lower individual and corporate tax rates, deregulation, high government spending, 
and low interest rates (from the Fed), which are supporting a strong labor market and consumer.   
Headwinds are coming from the trade war and tariffs, which are leading to manufacturing sector 
weakness and business uncertainty.  Let’s look at some of the some the key factors that will 
impact the economy. 
 
Economic Growth:  The U.S. economy is still doing well despite decelerating from 2018 levels. 
According to the latest Bloomberg survey, GDP is expected to increase by 2.3% year-over—year 
in 2019, down from 2018’s 2.9% level.  The economy has divided with the consumer driving 
growth (consumer spending accounts for close to 70% of GDP) while the manufacturing sector 
has slowed to contraction territory.  The consumer is supported by a solid labor market while 
manufacturing data has been steadily decelerating since tariffs went into effect in mid-2018. 
 
Central Bank Policy:  In 2019, the Fed pivoted to accommodative monetary policy as they cut 
interest rates twice and ended their balance sheet runoff.   This is an extraordinary shift in policy 
in a relatively short amount of time. While the Fed still has a favorable outlook about the U.S. 
economy, they are taking a proactive stance with monetary policy to guard against a slowdown. 
Going forward, the trade policy will continue to drive monetary policy and further rate cuts will 
be needed only if the U.S. and China trade war escalates. 
 
Corporate Fundamentals:  S&P 500 earnings are expected to grow at +1.5% in 2019 and +10.5% 
in 2020.  Earnings have decelerated from 2018’s +20% level due to the diminishing effects of fiscal 
stimulus, tariffs, and slowing economic growth.  Over long time periods, earnings drive stock 
prices. 
 
Market Valuation:  The market valuation ended the quarter slightly higher than its historical 
average but not excessively so. The S&P 500 Forward P/E is 16.9x, compared to the 25-Year 
average of 16.2x.  The Forward P/E ratio calculated as the current price (2,977) divided by the 
estimated earnings-per-share over the next 12-months ($176). 
 
Putting it all together, having a balanced outlook and maintaining flexibility is critically important 
as tariffs can change on a tweet.  We will continue to dynamically incorporate new market 
developments with long-term asset allocation targets as part of our overall investment process. 
 
 
 
 



 

 
 
Redhawk Quarterly Update I 3rd Quarter 2019   Page 10 
 

 
 

 
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.  

mailto:research@redhawkwa.com

