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					This month we took action on several trends we see developing: a muted inflation rate, an emerging markets comeback, and the return of some great, but beaten down, companies.
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					A Canadian paper company, a Canadian REIT, a Japanese electronics firm, and a US medical distributor. 
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				From the Editor/

			

		

		
			
				One of my favorite movies of all time is Blazing Saddles, Mel Brooks’ 1974 (politically incorrect) comedy classic about rac-ism, corruption, and ignorance in the Wild West. Near the end of the movie, a fight scene spills over into a nearby set where a musical is being filmed, and then into the studio commis-sary. (Funny side-note: One of the actors eating lunch says to his buddy, who is dressed as Adolph Hitler, “How much longer you got, Lou?” Lou: “They lose me after the bunker scene.” So wrong.) Anyway, let’s analogize this hilarious fight scene with the markets in 2019. Consider the street where the fight started to be DC after the 116th US Congress is seated. Think of the commissary as the stock market—minding its own business until the fighting spilled over and busted up the joint. It will get ugly, and the willing accomplices in the press will make sure it stays ugly, “dutifully” reporting on the chaos. 

				But markets don’t like chaos, they like relative calm and rel-ative certainty. Certainty about taxes, regulations, and trade policy. 

				There is every indication that the domestic economy will look just fine next year, as earnings reports come in strong, the unem-ployment rate remains ultra-low, GDP grows at 3+%, and the Fed stops raising rates at a manageable level. It is the ugly politi-cal environment that concerns us. 

				On the global scene, developed-Europe will continue to be mired down by the battle between the erudite, tea and croissant crowd that runs the union, and the wide swath of citizens they 

			

		

		
			
				disdain—those who dare question the continent’s immigration policy (or lack thereof). Additionally, we have Iran and North Korea. Li’l Kim is making nice now, but how long before his unstable personality comes shining through? Same with Putin. The Russian leader, Asperger’s syndrome or not (Pentagon claim, 2008), is intent on causing trouble for the West in general—and the US in particular—everywhere he goes. Just watch the next time the US has a falling out with another country: within weeks Putin will be meeting with that country’s head of state. 

				And then there is China, as we discuss in our Outlook piece. The country’s growth rate is definitely slowing down, which is funny on one hand and harmful to the global economy on the other. We are hopeful that other emerging markets in Europe, Asia, and the Far East can pick up the slack. In fact, from an economic, geopolitical, and military standpoint, that should be the unstated strategic goal of the United States with respect to the foreign stage. 

				In short, 2019 will be a repeat of 2018 from a volatility standpoint. Investments should be tactically-selected and moni-tored as events unfold. UBS came out with an interesting report last week, predicting that the S&P 500 will close out this year at 2,875 and 2019 at 3,200. That would mean a 10% rally before 31 December, and a 23% jump between now and the end of next year. We sincerely hope they are right. But hope is not a strategy, so we must prepare for everything we discussed unfold-ing as predicted. Search for growth, but be hyper-vigilant.

				MSH

			

		

		
			
				Michael S. Hazell editor-in-chief

			

		

		
			
				2019: A slowdown abroad and incendiary grenades lobbed at home

			

		

		
			
				Professional market-watchers are underestimating just how ugly politics will get in Washington next year. Unfortunately, the brawl will bleed over into the markets and the damage could be costly. 
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				Charts tell the story. Here are some of our favorites from recent days. For the top business and economics stories of the week, visit Penn...After Hours at www.penneconomics.com.
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				When AppleAAPL became the first company in history to hit $1 trillion in market cap, it had a few companies nipping at its heels, like AmazonAMZN and AlphabetGOOGL. Few saw this coming, however. Stodgy old MicrosoftMSFT did what the others couldn’t do: catch up to Apple’s size. Of course, Apple’s 20% recent correction did the heavy lifting. 

			

		

		
			
				It has been one of our most consistent invest-ment mantras: management matters more than most realize when evaluating companies as a potential investment. Another way to put this: we (at Penn) focus more on fundamental analy-sis than we do on technical analysis. Take a look at two virtually identical retail companies in the same space. Why is one up 20% and the other down 20% YTD? Management. 

			

		

		
			
				Two of America’s largest and most well-re-spected jewelry chains, TiffanyTIF and SignetSIG (Kay, Zales, Jared, Piercing Pagoda), fell off of a cliff over the course of the last three months. We have traded both of these companies with good success in the past, and they are both at or very near their 52-week lows, despite robust con-sumer spending.
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				Let’s face it, the year has been ugly from start to (near) finish. After a rollicking start to the year, the stock market got its first body slam in February and March, with the S&P Index falling nearly 7%. The old adage, “sell in May and go away...” seemed like a no-brainer in 2018 after the two-month sell-off. That would have been a mistake, as the index gained ground for five straight months, May through September. Then October hit. 

				Let there be no mistake: October was a bloodbath for virtually every corner of the investment world, from stocks to bonds to commodities. Of the eleven S&P sectors, only utilities and the unloved consumer staples sector held their ground over the course of the month. 

				Back in January, we reported on Jeffrey Gundlach’s (the new “bond king”) prediction that stocks would underperform for the year (right), but that commod-ities would excel (wrong). Gold, which is supposed to be a safe haven during distressing times, is actually down nearly double-digits year-to-date. 

				What about hiding out in foreign stocks? After all, we are told (almost lectured to by the financial media) that two-thirds of the world’s publicly-traded com-panies reside outside of the United States, and wasn’t China supposed to have overtaken the US economy by now? 

				Whatever we had in the vaunted Chinese stock market is probably down about 17% thus far in 2018 (see chart). Europe continues to languish, with the MSCI Europe index off 12.8%. Japan? Down nearly double digits. What about the explosive emerging markets we hear so much about? The benchmark emerging markets index is down 15.7% YTD. So, as frustrating as the US stock market has been this year, it remains the sturdiest ship in the harbor. And we really don’t see much change to that in 2019, with the possible exception of an emerging markets rally following a negative 2018. 

				What do we see on the horizon going into 2019?

				A lot has changed over the past twelve months; unfor-tunately, these changes have made us more concerned about the markets going forward. We will need to be very discerning about which investments go into each slice of the asset allocation pie, and we will need to be tighter with stop-losses. 

				The global economy’s trajectory, while still pointing above ground, has certainly reduced its angle of ascent. Europe is a mess, and leaders on the continent are not even willing to take the first step: admitting they have a problem. Instead of adjusting for lower growth, they are doubling down on the mistakes that stifled their growth in the first place. Brexit is getting dirtier, as the arrogant EU leaders are hell-bent on punishing England for daring to leave such a utopia (hell is the better analogy). France is getting tired of Macron, and the national pastimes, whining and striking, are on the rise. In Germany, we have a chancellor whose politi-cal future has been pulled out from under her, but no clear heir to the throne has emerged. But China is the big problem.

				China has, in its own mind, already assumed the mantle of world economic leader. This despite the fact that its economy is just over half the size of the US economy. The country has been building its economic foundation on the theft of forced US technology trans-fers (you want to do business in the country, then you will give us what we want). The day of reckoning has 
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				We remain extremely cautious about 2019, with expectations for high volatility and wild market swings.

			

		

	
		
			[image: ]
		

		
			
				16 Dec 2018 Penn Wealth Report volume 6 issue 06 7

			

		

		
			
				Penn Wealth Report

			

		

		
			
				Copyright 2018. All Rights Reserved.

			

		

		
			[image: ]
		

		
			
				investment intelligence

			

		

		
			
				come, however, with a US administration demanding an end to this illegal practice. The dirty little truth is that China’s econ-omy is, indeed, slowing. More precisely, it’s growth rate is slowing. We believe both China and Europe will present a drag for the global economy next year. Throw concerns over Iran and North Korea into the mix (they are who they are, and only regime change will affect that fact), and we can expect a choppy year. Two-thirds of the companies may be overseas, but we would still heavily overweight domestic stocks and bonds.

				What is the emerging markets outlook for the year ahead?

				Investing in emerging markets can be a rush. Wild swings and near-constant volatility are the norm for this “Wild West” corner of the investment world. After falling over 14% as of the first of December—versus a flat US market, will 2019 be a breakout year for EMs?

				The biggest challenge with lumping the emerging markets together is the dispar-ity of GDP growth we see between the EM countries going forward. The BRIC (Brazil, Russia, India, and China) coun-tries make up the lion’s share of most EM investments, but we are down on two of those regions: Russia and China. 

				Russia remains overwhelmingly-depen-dent on oil revenues for its GDP, and we don’t see an unusual spike up in prices, despite the threatened OPEC/Russian cuts. China, with its $12 trillion economy, has a host of challenges. One of the fall-outs of the ongoing trade battle has been the movement of companies out of China and into other emerging markets such as Vietnam and India. The latter poses a huge threat to China, as it is basically in the same position that China was a few decades ago. India has a population of 1.3 billion and a GDP of just $2.5 trillion, yet nothing is stopping it from becoming the “next China.” 

				In addition to India, we see great potential in some of the former Eastern Bloc nations, Poland in particular. These countries have embraced economic free-dom and will end up posing a real threat to their arrogant European neighbors to the west. 

				Finally, we also see some promise among the Latin American nations which have shunned their long dalliance with communism and socialism in favor of the free market. Argentina and post-Lula Brazil are our favorite picks. Sadly, the economic disaster that is Mexico is only going to descend further into the abyss after that country elected a full-throated socialist to be its new president. “AMLO” may have tempered his words to get elected, but he is already showing his col-ors as a Chavez wannabe. 

				To get an idea of the volatility that comes with investing in emerging mar-kets, take a look at the Callan Periodic Table of Investment Returns on the 

			

		

		
			
				The Penn Conservative Growth Portfolio is designed for clients with a Risk Level between 51 and 89. For all Penn Tactical Asset Allocations, click here and sign in. 
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				following page. We have used this powerful tool since the 1990s, and highly recommend that anyone inter-ested in undertaking an investment program study these charts on a regular basis. Callan actually updates them monthly, so an investor can stay informed on the returns throughout the year. (See these charts by visit-ing the company’s website.) 

				The text in the periodic table is a bit small, so let’s focus on the colors—a brilliant aspect to this table. The orange tiles represent the MSCI Emerging Markets Index. As is clearly evident as we scan the col-umns spanning two decades, EM is often at the very top—or very bottom—of each respective year’s returns. Although the capstone hasn’t been placed on 2018 yet, the EM tile will look almost precisely like it did in 2015—at the very bottom with a -14% return (barring any unusual year-end activity). 

				In our Conservative Growth Portfolio, we are cur-rently allocating 5% to the emerging markets. We use the iShares Core MSCI Emerging Markets ETF, sym-bol IEMG, to this end. The fund holds 1,925 different positions from emerging markets countries. From time to time we will supplement this fund with a coun-try-specific fund such as EPOL, the iShares MSCI Poland ETF.

				Why such a large cash/fixed income allocation?

				Going into 2019, we have increased our allocation in the cash equivalents/fixed income asset classes for a couple of reasons. First and foremost, we see trouble on the horizon for the year ahead. The catalysts for growth that were present in 2017, namely tax reform and deregulation, are not only in the rear-view mirror, we believe they will be replaced with vitriol and ugly clashes in Washington as the two opposing sides do battle. 

				The conventional wisdom surrounding the mid-term elections held that the markets favored divided leadership in DC. We don’t buy it. We believe Congress will be consumed with political retributions and have very little interest in advancing a pro-growth agenda. Unfortunately, the ugly headlines will be mag-nified and trumpeted by a mainstream media which thrives on chaos and hyper-bolic news stories, replete with false narratives designed to foster even more chaos. They simply cannot help themselves. As the markets react negatively to the inev-itable bad news, cash and fixed income will offer some shelter from the storm. In the past, gold has also been a good investment in times of 

				trouble, but we see the precious metal continuing to languish in 2019. 

				On the bright side, higher rates are allowing us to finally pick up some decent fixed-income investments. Even money markets are now yielding about 60 basis points; not great, but better than the zero yield they had a few years ago. Every investor should hold a per-centage of their portfolio in a cash equivalent, if for no other reason than to have some buying power when the equities on our wish list hit a buy point. Without the cash, we would have to either pass or liquidate a position we might not want to part with. 

				A little over a decade ago, before the financial cri-sis, we were able to sprinkle 7% bonds throughout our portfolio. No matter what the markets did, we had that steady return serving as our investment foundation. While those 7% gems aren’t out there now (with-out taking a high level of risk), we are seeing some decent-yielding, lower-duration bonds being issued once again. For a current list of available rates, visit our Fixed Income Desk. We believe rates will top out next year at the arbitrarily-set “normalization level” outlined by the Fed, meaning our principal shouldn’t erode much on the positions we buy right now. Of course, for specific bonds (as opposed to bond funds), we are paid back our entire principal at maturity—barring a financial disaster by the issuer (AA-rated Lehman Brothers bonds we picked up in the early 2000s come to mind). 

				Within the Penn Strategic Income Portfolio, we are currently overweighting shorter-duration corporates and bank loans, and underweighting high-yields and foreign bonds.

				A great migration back to value stocks?

				For most of the past two decades, growth stocks have outperformed value stocks. Take a look at the chart below to see what we mean: over the past five years, a large basket of growth stocks (the Russell 1000 Growth Index) has outperformed a large basket of value stocks (the Russell 1000 Value Index) by over 100%. One of 

			

		

		
			
				The catalysts for growth that were present in 2017 are not only in the rear-view mirror, they will be replaced with vitriol and ugly clashes in Washington. 
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				The Callan Periodic Table can be a powerful tool to help predict forward trends...

			

		

		
			
				Callan Periodic Table of Investment Returns. Courtesy: Callan.

			

		

		
			
				the great challenges with respect to invest-ing, however, is complacency. After a trend emerges, we tend to begin believing in the absoluteness of that trend. What’s more, the so-called experts begin creating narratives to fit that template. But trends were made to be broken, and we are beginning to see signs of the great migra-tion from growth back to value.

				Let’s identify the difference between the two asset styles by using real exam-ples from the two indexes mentioned. One of the easiest identifiers of growth versus value stocks is the multiple inves-tors are willing to pay for the former over the latter (because of the expectation of higher growth rates going forward). To illustrate this point, the weighted average PE ratio of the 545 stocks represented in the orange (growth) line is 25. However, the weighted average PE ratio of the 731 stocks represented in the blue (value) line is 15. That is an enormous difference. When the markets go into correction, which group do you think will come fall-ing back to earth the quickest?

				Want some real-company examples from the two indexes? The top five hold-ings in IWF, the growth fund, are: Apple, Microsoft, Amazon, Facebook, and Alphabet. The top five holdings in IWD, the value fund, are: JP Morgan, Berkshire Hathaway, Exxon Mobil, Johnson & Johnson, and Bank of America. Fast grow-ers versus stodgy old performers. 

				It should be noted that one reason many conservative investors buy value stocks is for the higher dividend yield. This has been especially true in the ultra-low rate environment. So, as rates rise, wouldn’t that pose a challenge for value stocks going forward as income investors flock back to bonds? We don’t believe so. 

				When we were buying bonds for cli-ents in the late 1990s, 7% corporates and 5% triple-tax-free munis were abundantly available (making our job of protecting portfolios a lot easier, by the way). Today, the effective fed funds rate is sitting at a paltry 2.25%, and we see that rate peak-ing at around 3%—after three more rate hikes. The average dividend yield of the top five holdings in IWD (minus Berkshire, which pays no dividend) is just shy of 3%, with many of the holdings yielding over 4% per year. Add that to the growth potential of the companies, and we don’t see conservative investors aban-doning them for mediocre-yielding bonds.

				For these reasons, we are now over-weighting the value slices of our asset allocation pie versus the growth slices for the first time in a number of years. 

				Which sectors could be the biggest winners over the next year?

				Let’s now drill down further and look at specific sectors in the market. Which of the eleven sectors do we like heading into 2019, and which would we avoid?

				The disparity between sectors in any given year can be stunning. For example, the YTD performance of the health care sector is 15.5%, while the YTD perfor-mance of the communication services sector is -9.77%. Since the comm services sector is new, let’s consider the next two high and low sectors. You might expect the utilities and energy sectors to be sim-ilar in performance, but the former is up 11.25% in 2018 while the latter is down 6.35% for the year.

				Looking forward, we are heavily over-weighting two historically defensive sectors: consumer staples (12% versus the S&P weighting of 6%), and utilities (6% versus S&P’s 3%). We are also over-weighting: energy, health care, industrials, materials, and real estate, though to a lesser degree. Our least favorite sectors as we go into the new year are communica-tion services and consumer discretionary. Clients and members can visit our Tactical Sector Rotation page for the breakdown of each individual sector. 

				Overall, we remain extremely cautious about 2019. We see high volatility and wild market swings due primarily to polit-ical fighting in DC and slowing growth in Europe and Asia. There will be plenty of head-fakes (like the current trade war truce) throughout the year, and false nar-ratives pushed by the media. If we could eek out high-single-digit returns by year-end, we would be satisfied. Tread lightly.
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				As the Fed began—and then sped up—its rate-hike cycle, a lot of ana-lysts became more bullish on the financial sector, believing that higher rates would improve margins at the institutions whose life blood revolves around money changing hands. While others were busy overweighting the sector, we remained less sanguine—as evidenced by our 8% “finan-cials” weighting as opposed to the 14% weighting the sector carries in the S&P 500. 

				Having said that, there is one particular financial services firm on which we remain very bullish: Capital One Financial Corp (COF $82-$82-$107). This $40 billion diversified dynamo, run by founder Rich Fairbank since 1994 (he started the company in 1988), operates in three segments: Credit Card, Consumer Banking, and Commercial Banking. The bank services clients in the United States, the United Kingdom, and Canada. 

				The McLean, Virginia-based financial institution is one of the world’s largest pro-viders of Mastercard and Visa credit cards to consumers, issuing the cards through its Capital One Bank (“What’s in your wal-let?”). Additionally, the company has over $350 billion in assets held on deposit and over $250 billion in managed loans.

				In addition to being a skilled leader him-self, founder and CEO Fairbank has put together a masterful management team at Capital One. With an average tenure of 10 years and an average age of 53, the group has developed and executed on a strong strategic plan designed for all points along the eco-nomic cycle. 

				When the economy is soft, the company tends to swoop in and buy lucrative assets at bargain-basement prices. When times are good, it tends to overwhelm competi-tors’ advertising efforts and leverage previous 

			

		

		
			
				acquisitions, such as HSBC’s US credit card unit and ING Direct—with the latter becoming Capital One 360. COF paid $2.6 billion for the HSBC unit and $9 billion for ING Direct—considered to be an online banking pioneer. And it was that online banking prowess which the company hopes to cultivate as it goes after a new, younger demographic group.

				By the Numbers

				Capital One has doubled its revenue over the past ten years, from $13.9 billion in 2008 to $27.5 billion over the trailing twelve months (TTM), increasing that amount vir-tually every year along the way. A graph of annual net income shows a choppier ride, as the bank grappled with the (expected) costs of acquiring new companies and the logistical headaches involved with morphing two corporate cultures into one. Now that these acquisitions are in the rear-view mir-ror, COF can begin reaping the full benefits. When the dust settles, the company should show earnings of $4 billion in 2018.

				Catalysts Going Forward

				As mentioned, COF operates in three distinct units, with each contributing roughly one-third to revenues. A major advertising push appears to be effectively drawing in new customers, primar-ily to the card side of the business. As younger consumers look more and more to online resources, the company’s focus on advanced IT systems and high-tech consumer platforms should pay off nicely. For the brick-and-mor-tar experience, COF has been advertising a new concept: the Capital One Café®, which is being branded as an “experience” rather than just a trip to the bank. 

				Capital One Financial is one of two credit services holdings within the PGLC. We have an initial price target of $110 on the shares.
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				Banks tend to be stodgy old places, which can be a turn-off to younger demographic groups. Capital One rejects that image.

			

		

		
			
				When the 

				economy is soft, the com-pany tends to swoop in and buy lucrative assets at bar-gain-basement prices.
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				See disclaimers on the back cover of The Report. This is not a solicitation to invest. Always consult your financial professional before making an investment.
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				Capital One Financial Corp. is a diversified financial services holding company which offers a wide array of financial products and services to consumers, small businesses, and commercial customers throughout the United States, Canada, and the UK. The company operates in three distinct seg-ments: Credit Card, Consumer Banking, and Commercial Banking. COF has a market cap of $40 billion and is based out of McLean, Virginia. The company was founded in 1988.
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				The PE ratio of COF is 11, versus an industry average of 18. The Relative Strength Index is 39, down from 71.5 on 04 Jan 2018.
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				Current Price*: $81.54

			

		

		
			
				Price/Earnings Ratio*: 11

			

		

		
			
				COF is currently trading below its 50- and 200-day moving average. When the company has fallen below its 200-day moving average over the past decade, it has tended to bounce back within a short period of time. 

			

		

		
			
				Capital One logo in the Public Domain
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				Emerging markets were the darling of the investment world, before they weren’t. Why—and how—we are betting on a comeback.

			

		

		
			
				How to Play an Emerging Market Comeback

			

		

		
			
				Emerging Markets
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				Entering into 2018, emerging markets around the world had one heck of a run in aggregate. Last year, for example, the MSCI Emerging Markets Index was up even more than the US indexes, rising 34%. And that makes perfect sense: a smaller, developing economy can cer-tainly grow at a much faster clip than, say, a $20 trillion economy like the US enjoys. But, all good things must come to an end, or at least take a breather.

				In 2018, as the domestic indexes have been struggling to stay above water, emerging markets are down a hefty 16%, giving back almost half of last year’s gains. But, there are several of reasons to own a basket of these up-and-coming economies going into the new year. 

				First and foremost, we see the Fed slowly putting the brakes on interest rate hikes. Emerging market countries 

			

		

		
			
				typically run a current account deficit, meaning they rely on a constant stream of capital flowing in from other countries to fund that deficit; since the dollar is the world’s fiat currency, monetary policy in the US has a great impact on emerging markets (witness, last year’s downturn). Stable rates should also mean a more stable dollar, which will help the EM out-look (a stronger dollar makes buying the EMs more expensive for US investors, and vice versa).

				With the explosion of ETFs on the scene, there are now a number of ways to play emerging markets, from a wide-rang-ing basket of investments down to the granular, single-country option. While we love places like Poland, India, and Brazil, betting on one specific economy is risky business. Instead, our due diligence led us to a highly-liquid, low-cost, well 

			

		

		
			
				diversified choice in the space: The iShares Core MSCI Emerging Markets ETFIEMG. 

				IEMG holds a wide swath of strong companies across the EM realm—over 1,800, in fact—with a plurality of those companies headquartered in the “Asia Emerging” region. Around 12% of the companies are from Latin America, 8% from Africa/Middle East, and 6% from “Europe Emerging.” Within the Latin American space, Mexico is barely repre-sented, which we view as a positive—that country has a lot of pain ahead of it. 

				The fund’s $72 billion weighted aver-age market cap is a bit higher than we would like, but that actually lowers the risk level on the portfolio (smaller-sized foreign companies hold greater risk). Another factor which lowers the fund’s risk level is its tradability: with a hefty $50 billion in AUM it is about as liquid as they come. Finally, let’s talk about cost. At 14 basis points (0.14%), expense ratios just don’t come any cheaper for emerging markets exposure.

				As the 2018 emerging markets blood-bath ensued, investors rushed for the exits. That was not the case for this fund, how-ever. No matter which lookback period you choose, from one month to one quarter, from one year to five year, IEMG has notched positive net fund flows; an impressive feat in the face of a downturn. 

				We added the iShares Core MSCI Emerging Markets ETF to the Penn Dynamic Growth Strategy at $49.01 per share, with a $60 initial price target and a $40 stop loss in case trade tensions take an unexpectedly dark turn in 2019.

			

		

		
			
				The content of this report reflects the personal views, opinions, and research of Penn Wealth Publishing.  While measures are taken to help assure the accuracy of data, no guarantees can be made and the firm is not liable for any losses incurred by subscribers. This is not a solicitation to buy. Always consult your investment professional before investing any money.
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				Under the Radar

			

		

		
			
				Four companies being ignored—or missed—by the financial press
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				McKesson Corp.

				Medical Distribution

			

		

		
			
				McKesson Corp (MCK $117-$125-$179) is a $24 billion distributor of medical prod-ucts and pharmaceuticals in the US. Though you may not be familiar with the name, McKesson is the largest pharmaceutical distributor in the country, and the key supplier to CVS Health (mail order service) and Walmart. The company has nearly doubled its reve-nue over the past decade, from $106 billion in FY09 to $208 billion in FY18. There are only three major drug distributors in the US ($100B+ in annual revenue), and we believe McKesson is the most undervalued pick in the bunch. Our price target is $200/share.

			

		

		
			
				Acadian Timber Corp.

				Paper & Forest Products

			

		

		
			
				Canadian Apartment Properties Real Estate Investment Trust

				REIT—Residential

			

		

		
			
				KOA Corp

				Electronics Equipment & Components

			

		

		
			
				Acadian Timber Corp (ADN.TO $15-$15-$20) is a $247 million Canadian supplier of forest products. The company’s products include: softwood and hardwood sawlogs, pulp-wood, and biomass by-products (organic matter used as fuel). The company produces a steady annual revenue stream and positive net cash flows year-after-year. At $14.75, the company is sitting at its 52-week low and has a relative strength index (RSI) of 20, indicat-ing an oversold condition probably exists. Acadian’s PE ratio is 11. We rate the fair value of the firm at $20 per share. 

			

		

		
			
				The Canadian Apartment Properties Real Estate Investment Trust (CDPYF $26-$34-$38) engages in the acquisition and subsequent leasing of multi-unit residential rental properties located near major urban centers across Canada. CAPREIT’s holdings are geared toward the midtier and luxury rental markets, which tend to be less affected by eco-nomic downturns. All of the trust’s revenue is generated from the rental income of tenants. As one of Canada’s largest residential landlords, CAPREIT controls nearly 51,000 residen-tial units. The company’s PE ratio is 7, and the dividend yield is 3%. 

			

		

		
			
				KOA Corp (KACPF $7-$7-$7) is a $264 million Japanese micro-cap engaged in the development, manufacture, and sale of electronic components. It offers products such as resistors, integrated circuits (IC), composite parts, thermal sensors, inductors, and fuses. Founded in Tokyo in 1940, KOA is one of the world’s largest manufacturers of SMD resistors (surface-mount devices—an electronic device in which the components are mounted directly onto the surface). KOA employs nearly 4,000 workers around the world, with 26 production facilities sprinkled across Japan. The company has sales and distribu-tion locations in the US, Germany, China, and Singapore. KOA has a PE ratio of 9, and a dividend yield of 4%. 
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				Actions we have taken at the Penn Trading Desk, plus a look at what other Wall Street analysts have to say...

			

		

		
			
				Trading Desk

			

		

		
			
				This month we took action on several trends we see developing: a muted inflation rate, an emerging markets come-back, and the return of some great, but beaten down, companies.

			

		

		
			
				Penn: Open COF in PGLC

				It takes quite a bit to get us pumped up on a financial sector name, considering how much baggage comes with the likes of a Goldman SachsGS or a Wells FargoWFC. Nonetheless, we are pretty excited about the potential for our latest addition to the Penn Global Leaders Club: Capital One FinancialCOF. You are no doubt familiar with the bank’s popular “What’s in your wallet?” advertising campaign, but the $42 billion institution also offers loans and a host of other services to clients of all size. We believe COF is one of the most innovative names in the industry. We purchased the company at $88.72 per share, with an initial target price of $110. 

				Morgan Stanley: Overweight MCD

				Morgan Stanley changed its rating on fast-food leader McDonald’s (MCD $$147-$189-$189) from evenweight to overweight, moving its price target up to $210/share. Analyst John Glass cited the company’s mas-sive store modernization efforts—the results of which you have probably seen passing the restaurant on your way to work. He believes the market is undervaluing this enormous effort. We agree: McDonald’s is a member of the Penn Global Leaders Club.

				Penn: Open BBY in ITP

				Best Buy is one of our favorite trading stocks. We know where it should be priced, and we know when it is undervalued. After getting slammed today due to reports of “slug-gish iPhone sales at several outlets”, shares fell over 5%, punching through the stock’s 52-week floor. The PE ratio, for the record, is a paltry 15 on the company. Within minutes of the drop, we added BBY to the Intrepid with an initial target price of $70 and a stop loss of $48. We like our odds.

			

		

		
			
				Penn: Open FDX in PGLC

				FedEx (FDX $208-$215-$275) is one of America’s most well-run companies, with a dominant market share in its industry and great growth potential going forward. Don’t buy the chatter about Amazon’s (AMZN) last-mile delivery system eating into FedEx’s profit margin—that is not going to hap-pen anytime soon, if at all. This company has been in the Penn Global Leaders Club before, and it is once again. We added it at $214.88 after it took a 6% drop on downgrades. 

				Penn: Close TIP in DGS

				We have owned the iShares TIPS Bond ETF (TIP $108-$110-$114) for some time within either the Dynamic Growth Strategy as a satellite position or the Strategic Income Portfolio as an income generator. This past week, we closed our position at $109.50 within the SIP because we see either stagna-tion or price erosion on the horizon for the fund. Despite the 3% yield, which doesn’t seem as impressive as it did two years ago, we see inflation muted going forward for a number of reasons (like the “Amazon Effect”). We took a 3.5% long-term loss on the holding. 

				Penn: Open IEMG in DGS

				In 2017, the MSCI Emerging Markets Index was up 34%. In 2018, it has given back half of those gains. We believe 2019 will mark the great comeback of emerging markets, and have purchased the iShares Core MSCI Emerging Markets ETF as one of two invest-ments in this realm. The fund owns over 1,800 companies spread among 24 different EM countries, and charges a remarkably-low 14 basis points fee. We opened at $49.01/share with a target of $60/share.
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				Betting on an emerging markets comeback, we added a strong EM fund to the PDGS. 

			

		

		
			
				We know where Best Buy should be trading, and it is above here.

			

		

		
			
				FDX gapped down near a 52-week on a downgrade; we bought immediately.

			

		

		
			
				We believe COF has one of the most innovative management teams in the industry.

			

		

		
			
				Opened IEMG in DGS

			

		

		
			
				Opened COF in PGLC

			

		

		
			
				Opened FDX in PGLC

			

		

		
			
				Opened BBY in ITP

			

		

	
		
			[image: ]
		

		
			
				16 Penn Wealth Report volume 6 issue 06 16 Dec 2018

			

		

		
			
				Penn Wealth Report

			

		

		
			
				Copyright 2018. All Rights Reserved.

			

		

		
			
				investment intelligence

			

		

		
			[image: ]
		

		
			
				Weekly Business Report

			

		

		
			
				The powder keg issue of the Yellow Vest protests in France: gas tax hikes

				Clashes between police and the so-called Yellow Vest protesters in France turned vio-lent over the weekend, with little sign that either side is willing to back down. While the bigger issue is one of government over-reach versus individual freedoms, this most recent movement stems from one specific action: the Macron government’s decision to raise gas taxes (by the equivalent of about $0.30 per gallon) as part of a wider environ-mental push to reduce the use of fossil fuels. 

				Average, ordinary French citizens see this carbon tax as a sign of just how out of touch the elitists in government really are, and they see Macron as one of the elites. It is a classic battle between the masses in fly-over country, and the ruling class. And it is not limited to France—spillover protests are taking place in Belgium and other nations in Europe. Odds are great that the carbon tax will be rescinded, but don’t expect that to help Macron’s approval numbers. 

				As a small segment of the protesters deface and otherwise harm monuments and other symbols of national pride, public opinion will turn slightly against them—which the French press will happily help to foment. However, the simmering will continue. If the unemployment rate remains stubbornly high—it has been sit-ting near 9.5%—strikes and general protests will continue, and French/European GDP 

				will continue to be flat. Another reason we are underweighting developed Europe in our international mix. 

				Penn member Blackstone made a bril-liant deal with Crocs investment

				We talk a lot about corporate manage-ment—how a great CEO can allow a company to excel while a lousy CEO can drown a previously-strong company. In the asset management arena, few do it better than Stephen Schwarzman, the longtime CEO of Blackstone Group, LP (BX $30-$35-$41). A case in point is the company’s $200 million investment four years ago in a struggling footwear company called Crocs (CROX). 

				Back in early 2014, the maker of those ubiquitous, multi-colored rubber shoes needed some cash. Blackstone stepped in, making a $200 million investment in exchange for a 13% stake in the company, two board seats, and preferred stock which could be converted to common after three years at a price of $14.50/share. At the time, CROX was selling at $13 per share. 

				Now, with Crocs selling at $29 per share, the company will buy back about half of those preferreds from Blackstone for $183.7 million—nearly equal to the asset manag-er’s entire investment. Crocs CEO Andrew Rees praised the work of the Blackstone-positioned board members, saying that 

				their strategic guidance had helped put them in the financial position to execute the buyback. 

				Private equity deals take place every day, typically outside of the purview of the com-mon investor. Owning shares of a company like Blackstone can give investors of every size a chance to see the inner-workings (or at least as much is required by the SEC) of a private equity firm. We own Blackstone Group in the Penn Strategic Income Portfolio. The company, by the way, has a 7% dividend yield.

				Deutsche Bank raided in connection with Panama Papers ordeal

				As if Germany didn’t have enough eco-nomic and political woes, the nightmare that was the Panama Papers just resurfaced in the form of a police raid on Germany’s leading private lender. 

				Nearly 200 German police officers, pros-ecutors, and tax inspectors raided Deutsche Bank (DB $9-$10-$20) offices in Frankfurt and other locations last week searching for new evidence of money laundering in connection with the bombshell leaked doc-uments known as the Panama Papers. The 2016 release of more than 11 million doc-uments showing evidence of bank fraud, tax evasion, and the circumvention of inter-national sanctions have sent shock waves through the European banking community. 

				This latest raid focused on DB employ-ees suspected of helping wealthy clients shelter money offshore; spe-cifically, at a subsidiary of the bank located in the Virgin Islands. Over 900 clients may still have accounts at this location, which is at the cen-ter of the storm in the wake of the Panama Papers. DB fell about 3% on news of the raids.

				Is DB a bargain at $9.50 per share? We don’t believe so. The bank had aspirations of competing against their American counterparts for big institutional deals, but this dark cloud hanging over the $20 bil-lion firm (down from $60 billion in 2011) has repelled potential mega-cli-ents. Within the financial sector, we are sticking with North American financial institutions (i.e., US and Canadian banks). 
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				Domestic and International Headlines

			

		

		
			
				Another crack in the Bloc: Qater to leave OPEC

				In the big scheme of things, Qatar is some-what of a blip on the radar screen within OPEC. In fact, you have to go through ten countries—from a production standpoint—until you get to the peninsular Arab nation. That being said, the country’s decision to leave OPEC after 57 years (it joined the year after the organization was founded) is another sign of trouble for the once-dominant oil pro-ducing cabal.

				Why is Qatar leaving? In the first place, it has had a long-running spat with Saudi Arabia, OPEC’s titular head, with the Saudis accusing Qatar of being a state sponsor of ter-rorism. Secondly, the country wants to curry favor with the US, and sees this as a way to stick it to Saudi Arabia and cozy up to the US at the same time. 

				Qatar has some leverage: the country’s break-even point on oil—the point in the fulcrum at which it can still maintain a bal-anced budget—is $47 per barrel versus $88 for Saudi Arabia. Additionally, the tiny coun-try is the world’s largest exporter of liquefied natural gas (LNG), so its reliance on oil is not as high. 

				The move by Qatar, from the US standpoint, is a good one. Not only does it hurt OPEC, it keeps the US/Qatar alliance strong, and weakens the ties between Iran and Qatar. This move should help to keep oil prices near the lower band of their recent channel. 

				Arrest of senior Huawei executive sends chills through markets

				Huawei (pron. “WAH weigh”) Technologies is the pride and joy of China and a symbol of the country’s burgeoning tech sector. The company is the world’s leading supplier of network gear, and the second largest smart-phone maker. It is also one of the world’s chief perpetrators of intellectual property theft—with the government’s tacit approval. Under that backdrop, let’s consider what happened last Saturday.

				Unbeknown to investors and perhaps even the respective presidents of the US and China, as trade relations were thawing over a dinner in Argentina, Huawei’s CFO—and the daughter of the company’s founder—was being arrested in Vancouver on charges of sanctions violations with Iran. Meng Wanzhou now faces possible extradition to the US on the charges. The Dow dropped 

				nearly 800 points on news of the arrest before a massive rebound. Some believe Tuesday’s big selloff was the result of insider information of the arrest.

				It seems almost unfathomable that neither of the two world leaders knew of the arrest before the Saturday dinner. This leads us to believe there is more to the story than is being reported, or is known. The Eurasia Group, a political risk consulting firm, believes this may well derail trade talks. We don’t buy it. We look for some “unexpected” news to unfold in the coming days on the arrest.

				Amazon Go: cashierless store coming to an airport near you

				You may recall us discussing Amazon Go earlier in the year—Amazon’s (AMZN $1,151-$1,699-$2,051) cashierless store expe-rience in which you walk in, pick up what you want, and simply walk out. It seems as though the $831 billion retailer has found the perfect venue for launching these futuristic stores: your local airport.

				Reuters has reported of several meeting requests between Amazon executives and officials at a number of large US airports to discuss the idea. The locations seem ideal: hundreds of millions of time-constrained pas-sengers fly in and out of major US airports each year. The ability to scan a smartphone at a turnstile entrance, pick up what you want, and then simply walk out and head to your gate would be wildly popular. Additionally, the relatively higher-level of security in non-gate areas of airports should help dissuade theft while Amazon continues to test and per-fect the technology behind the concept. 

				Amazon, which has its hands in so many industries now, has taken a novel approach to the retail side of its business—take existing lines and move them into brick-and-mortar stores. This is true not only for their conve-nience stores, but also their book business. The company has, thus far, seventeen Amazon Books physical locations throughout the country, with plans to open many more. As if their online business wasn’t a big enough threat to Barnes & Noble (BKS $4-$7-$8), they will now be in direct competition with the $500 million book retailer. The next move for the company? There is every indication that they are prepared to move into the $400 billion prescription drug market.

				Amazon’s push into so many disparate indus-tries may not be good for stodgy old established companies, but it is great for consumers. This is one reason we have downgraded our inflation outlook—the Amazon Effect. 

				Altria is making the moves needed to survive in an anti-cigarette world

				Yes, there are still plenty of smokers around the world. In fact, over 50% of Chinese men continue to smoke cigarettes (only 2.4% of Chinese women smoke) despite the health risks. Nonetheless, tobacco giant Altria (MO $53-$56-$74) sees the writing on the wall: increased government regulation and a con-tinual stream of public opinion hit jobs done on the 2,000-year-old product will continue to erode sales. Despite owning the Marlboro brand, which holds a 40% market share glob-ally, the $105 billion company has decided it is time to expand their horizons, making two recent moves which make a lot of sense.

				Last month is was reported that Altria will buy up to a 40% stake in e-cigarette company Juul Labs, by far the fastest growing e-cig on the market. Juul, in fact, now has roughly a 75% market share among all vaping devices, and the company produces some 20 million device pods per month. 

				The second, and most recent move by Altria has enormous growth potential. While cigarettes (even vaping devices) are being demonized, the growth trajectory of can-nabis sales around the world is sky high. To that end, big MO just took a $1.8 billion stake in Canadian marijuana grower Cronos (CRON $3-$13-$15). To put that investment in perspective, at the beginning of November Cronos had a market cap of $1.2 billion. The investment gives Altria 45% ownership of the firm along with warrants which could increase that stake to 55%. Recall that several months ago our favorite booze joint Constellation Brands (STZ) took a $4 billion stake in rival cannabis company Canopy Growth Corp (WEED), with one intent being to make a line of cannabis-infused drinks. 

				Take a look at the chart to get an idea of what the Cronos investment could do for Altria. While MO is down 24% YTD, Cronos and Canopy are up significantly. With its 5% divi-dend and single-digit PE ratio, we are tempted to take a position in MO. We don’t like the com-pany’s “inherited” 10% stake in BUD, however. 
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				MO’s ytd growth rate as compared to two major cannabis companies.

			

		

		
			
				Food, Beverages, & Tobacco

			

		

		
			
				Business & Enterprise

			

		

		
			
				Global Strategy: Trade

			

		

		
			
				Energy Commodities

			

		

	
		
			[image: ]
		

		
			
				18 Penn Wealth Report volume 6 issue 06 16 Dec 2018

			

		

		
			
				Penn Wealth Report

			

		

		
			
				Copyright 2018. All Rights Reserved.

			

		

		
			[image: ]
		

		
			
				Weekly Business Report

			

		

		
			
				Apple plans to build new $1 billion campus in Austin, expand elsewhere

				Earlier this year, Apple (AAPL $150-$169-$233) made a bold promise: to invest $30 billion in capital spending and cre-ate 20,000 new jobs in the US within five years. The company appears to be off to a good start with its latest announcement. 

				Apple, which already has a footprint in Austin, will build a second, $1 billion cam-pus in the northern part of the city. Initially, 5,000 workers will occupy the new 133-acre campus, but it will have the capacity to grow that number to 15,000 employees. Positions at the new facility will run the gamut, from engineers to finance specialists to customer support.

				In addition to new hires for the Austin location, Apple is also adding over 1,000 employees in each of several other locations, including San Diego, Seattle, and Culver City, CA. Not only is the company gearing up for its new movie business (a direct com-petitor to NetflixNFLX), it is also building the infrastructure needed to produce more actual products in the United States. Austin is one of two cities in which Apple has man-ufacturing capabilities, and the Texas facility will begin assembling new MacBook Pro computers soon. 

				Apple may have recently lost its moniker as the world’s largest company, but we believe the recent sell-off was grossly unwarranted. Many analysts are looking at a static view of the company’s products and services, not what the company has planned for the near future. Apple Health, for example, holds enormous potential for the company going forward.

				We will have a trade deal with China, but they still plan world domination

				It was a data breach of massive proportions. Marriott InternationalMAR just reported on the hack at its Starwood chain this past September, but the incident, which com-promised the personal information of up to 500 million hotel guests, has been going on since 2014. Now, US officials say they have clear evidence that this egregious attack on an American company emanated from the Chinese Ministry of State Security. 

				Ironically, back in 2015 President Barack Obama forged an agreement with President Xi of China which was touted as the vehi-cle that would end such state sponsorship of hacking and intellectual property theft. Evidence shows that the espionage efforts only picked up steam after the agreement was reached. What does that say about China’s intent going forward?

				Fast forward to this past week, and we have fresh evidence that government-spon-sored Chinese hackers (if not direct Chinese military personnel) have been breaching the computer systems of US Navy con-tractors in an effort to steal highly-sensitive data on missile systems, ship maintenance information, and personnel data. This as China has called for a trade truce with the United States.

				As a “peace offering,” China has signaled it will delay or change altogether its “Made in China 2025” initiative, a 10-year plan unveiled in 2015 designed to assure that the country’s “core materials” (think high-tech equipment and products) consist of at least 70% Chinese-made internal parts. In 

				other words, they wouldn’t pull a US-like move and rely on another country for high-tech components. One thing is certain: China can say whatever they want, but they will never give up their plan to become the world’s leading economic (and, ultimately, military) superpower. 

				Here’s what the United States can do about it: make them reach that point on their own instead of on the back of American technological superiority via the forced transfer of technology. They knew exactly what they were doing when they signed the agreement with Obama, and they had no intention of slowing down their systematic theft of US technology. 

				The market downturn began as a response to doubts over a trade deal with China getting done, but it has now mor-phed into something deeper: a concern that China’s economy resembles a house of cards much more than the press (ours and theirs) wants us to believe. Forced to survive on their own, without the intellectual property theft, 2025 might just become 2125.

				Additionally, China does not exist in a low-wage vacuum. A US company can just as easily have products manufac-tured in Vietnam, or India, or Sri Lanka. That appears to be something that the Communist Party of China did not take into consideration.

				Despite what the press may report, China needs a comprehensive trade deal more than the US does, though certainly the US markets want to see one cobbled together. The Chinese government will offer to play by international rules with respect to intellectual property, but the US must “trust but verify.” Meanwhile, look for other “Asia Developing” economies for the EM slice of your investment portfolio. 
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				Despite what the Communist Party of China says, it will never abandon its plans for economic domination. (Photo licensed) 
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				—Douglas MacArthur

			

		

		
			
				Reuters report claims Johnson & Johnson knew about asbestos in baby powder

				At the close of business last Thursday, health care heavyweight Johnson & Johnson (JNJ $119-$133-$149) had a market cap of roughly $400 billion—almost half the size of the three largest companies in the world. As of last Thursday, the firm had been bucking the Dow trend, up 6% on the year versus a flat Dow. Thanks to a Reuters report, all of that changed at Friday’s open. 

				Reuters reported that J&J executives had known for decades that its baby powder sometimes tested positive for trace amounts of asbestos. Within minutes of the report hit-ting the wires, investors pummeled the stock, which had fallen about 10% by the close of the day—a major factor in the Dow’s 500-point drop.

				J&J fired back swiftly and vigorously, call-ing the report “an absurd conspiracy theory.” Unfortunately, the company has been mired in previously-filed lawsuits claiming damage done by ingredients in the iconic baby powder. Last summer, a jury awarded $4.7 billion to 22 plaintiffs in one case alone—in case you are wondering, that equals nearly $214 million per plaintiff. (Didn’t we have torte reform in this country, like 20-some years ago?) Of course, these cases will take years to play out and the judgments will almost certainly be reduced, but they take valuable time and money away from the bottom line. 

				 This most recent accusation is going to be hard to prove, and it’s too early to say which side is telling the truth. But that didn’t stop investors from lopping off about $40 billion off of America’s biggest drug company in its worst day since 2002. Of course, if the company did know about the alleged risks of their product, they should and must be held accountable. Sadly, innocence or guilt isn’t the driving pas-sion behind the lawyers’ motives.

				Johnson & Johnson is in the Penn Global Leaders Club. Ironically, due to its defensive nature and low beta (risk) number, we did not have a stop placed on the stock. And we still do not, as the company is still the world’s largest and most diverse health care company—and we have enormous unrealized gains in the position. That being said, we will monitor the developments. 

			

		

		
			
				Quotes of the Week (For more, visit our blog at PennWealth.wordpress.com)

			

		

		
			
				“We are not retreating – we are advancing in another direction.”
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Penn Intrepid Trading Platform (sorted by company name)

Profit Mgn
Company Industry ™™

AYR Aircastle Ltd Rental & Leasing Services $16.83 $16.92 $25.30 $1,290 S733 27.16% 7
AMAT Applied Materials Inc Semiconductor Equipment & Materials $30.53 $32.65 $62.40 $31,298 $17,253 19.20% 10
ACQ.TO AutoCanada Inc Auto & Truck Dealerships $8.36 $10.70 $23.86 $293 $3,101 -1.16% N/A
BECN Beacon Roofing Supply Inc Building Materials $24.97 $31.67 $66.48 $2,171 $6,418 1.54% 32

EIX Edison International Utilities - Regulated Electric $45.50 $59.64 S71.12 S44.00 $19,431 $12,868 3.59% 43

ERJ Embraer SA Aerospace & Defense $17.99 $21.12 $28.55 $3,873 $5,129 -2.32% R: NO DATA
GMED Globus Medical Inc Medical Devices $38.40 $44.57 $57.83 $4,389 S693 20.79% 31

GT Goodyear Tire & Rubber Co Rubber & Plastics $19.25 $20.78 $36.07 $4,842 $15,670 3.11% 10

MU Micron Technology Inc Semiconductor Memory $33.82 $34.20 S64.66 $38,307 $30,391 46.51% 3

NAVI Navient Corp Credit Services $9.53 $9.59 $15.03 S2,474 $2,070 11.55% 10

NWL Newell Brands Inc Household & Personal Products $15.12 $22.08 $32.58 $10,307 $15,177 -36.06% R: NO DATA
PANDY Pandora A/S Luxury Goods $11.04 $11.06 $29.16 $4,689 $3,581 N/A N/A

LUV Southwest Airlines Co Airlines $47.10 $50.09 $66.99 $51.00 $28,166 $21,544 17.12% 8

STRT Strattec Security Corp Auto Parts $29.29 $31.51 $46.40 S$118 S454 2.93% 9

SYMC Symantec Corp Software - Application $17.49 $21.57 $29.73 $13,781 S4,750 25.58% 12

TRN Trinity Industries Inc Railroads $20.65 $20.95 $39.35 $3,065 $3,611 18.57% 5
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Penn Strategic Income Portfolio (sorted by classification)

Asset Class Classification Sym Yield 52 Wk Low Price 52 Wk Higlt 1-yrreturn Stop  Duration
Allocation Balanced Open End BALFX 2.01%  American Funds American Balanced F1 $26.04 $27.09 $28.13 8.84% 5.90
Income Bank Loan SRLN 4.77%  SPDR® Blackstone / GSO Senior Loan ETF $45.54 $45.57 S47.69 1.11% N/A
Allocation Convertibles CWB 3.71%  SPDR® Blmbg Barclays Convert Secs ETF $48.72 $50.07 $54.99 1.47% N/A
Taxable Bond Corporate Bond LQD 3.58% iShares iBoxx S Invmt Grade Corp Bd ETF  $111.25 $112.73 $121.85 -4.01% 8.27
Worldwide Bond Emerging Markets Bond PCY 4.81% Invesco Emerging Markets Sov Debt ETF $25.56 $26.33 $29.77 -6.39% N/A
Corporate Bond - High Yield  High Yield Bond HYT 8.88%  BlackRock Corp High Yield $9.42 $9.60 $11.12 -5.22% N/A
Government Bond - Treasury Intermediate Government GOVT 1.97%  iShares US Treasury Bond ETF $24.05 $24.54 $25.21 -0.64% 5.79
Income Intermediate-Term Bond BOND 3.46% PIMCO Active Bond ETF $100.80 $102.07 $106.51 -0.80% 5.65
Growth and Income Intermediate-Term Bond TOTL 3.32%  SPDR® DoubleLine Total Return Tact ETF $46.63 $47.17 $48.80 -0.07% 4.56
Income Multisector Bond NFLT 4.94%  Virtus Newfleet Multi-Sect Bd ETF $23.46 $23.57 $25.81 -2.11% N/A
Corporate Bond - High Yield  Nontraditional Bond HYZD 5.18%  WisdomTree Interest Rt Hdg Hi YId Bd ETF  $23.14 $23.30 $26.52 1.71% 0.00
Corporate Bond - General Nontraditional Bond IGIH 3.50%  Xtrackers Inv Grd Bd Intst Rt Hdg ETF $20.99 $23.32 $24.76 -1.08% N/A
Growth and Income Preferred Stock PFF 5.80% iShares US Preferred Stock ETF $34.47 $34.56 $38.43 -4.61% 4.63
Equities Regulated Electric Utilities EIX 4.06%  Edison International $45.50 $59.64 $71.12 -10.64%  $44.00 N/A
Specialty - Real Estate REIT ADC 3.54%  Agree Realty Corp S43.74 $59.87 $63.00 21.69% N/A
Specialty - Real Estate REIT 0] 3.97%  Realty Income Corp S47.25 $66.34 $66.91 22.13% N/A
Specialty - Real Estate REIT VNQ 4.43%  Vanguard Real Estate ETF $72.05 $79.65 $86.14 0.05% N/A
Growth and Income Short-Term Bond IGSB 2.34%  iShares Short-Term Corporate Bond ETF $50.59 $51.55 $52.35 0.81% 2.70

Worldwide Bond World Bond TPINX 4.89% Templeton Global Bond A $11.21 $11.61 $12.13 0.95% -1.34
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Penn New Frontier Fund (sorted by industry)

Mkt Cap Rev TTM Profit Mgn Free $ Flow

Company (SMm) (Sm) TT™M TTM (SM) PE Ratio Industry
AJRD Aerojet Rocketdyne Holdings Inc $35.12 $2,750 $1,986 3.11% $244 47 Aerospace & Defense
BIIB Biogen Inc $314.55 $63,376 $13,234 24.08% $4,855 20 Biotechnology
LGND Ligand Pharmaceuticals Inc $136.86 $2,909 $242 73.78% $198 19 Biotechnology
NKTR Nektar Therapeutics Inc $36.51 $6,319 $1,249 59.71% S747 N/A Biotechnology
VRTX Vertex Pharmaceuticals Inc $170.06  $43,460 $2,829 22.87% $1,060 68 Biotechnology
TEVA Teva Pharmaceutical Industries Ltd ~ $18.46 $18,806 $19,693 -54.84% $3,515 N/A Drug Manufacturers - Specialty & Generic
GLW Corning Inc $31.43 $25,157 $10,892 -5.86% S617 N/A Electronic Components
ARW Arrow Electronics Inc $70.41 $6,138 $29,556 1.82% -$27 12 Electronics Distribution
CTSH Cognizant Technology Solutions Cor $67.77 $39,241 $15,824 9.07% $2,365 28 Information Technology Services
EPAM EPAM Systems Inc $119.25 $6,441 51,737 8.60% $202 46 Information Technology Services
ORBK Orbotech Ltd $58.18 $2,828 $1,036 14.62% $172 19 Scientific & Technical Instruments
PLAB Photronics Inc $10.10 $691 $535 7.86% S38 17 Semiconductor Equipment & Materials
UCTT Ultra Clean Holdings Inc $8.05 $314 $1,088 5.38% S7 N/A Semiconductor Equipment & Materials
LRCX Lam Research Corp $135.37  $21,007 $10,930 21.26% $2,248 10 Semiconductor Equipment & Materials
AVGO Broadcom Inc $254.83  $105,359 $20,848 58.80% $8,245 9 Semiconductors
HIMX Himax Technologies Inc $3.62 $623 5714 3.35% -S51 26 Semiconductors
CVLT CommVault Systems Inc $56.73 $2,626 S711 -9.61% $89 N/A Software - Application
FTNT Fortinet Inc $72.91 $12,422 $1,711 7.05% $561 106 Software - Application

SYMC Symantec Corp $21.57 $13,781 $4,750 25.58% 5966 12 Software - Application
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Penn Global Leaders Club (sorted by sector/industry)

Basic Materials Chemicals EMN Eastman Chemical Co $70.33 $71.50 112.45 $10,009 10,137 15.16% $857 7
Communication Services Telecom Services T AT&T Inc $28.85 $30.22 39.33 $219,941 164,439 20.40% $20,614 6
Consumer Cyclical Apparel Manufacturing PVH PVH Corp $92.73 $93.21 169.22 $7,059 9,672 7.20% $407 10
Consumer Cyclical Home Improvement Stores HD The Home Depot Inc $167.00 $172.29 215.43 $194,606 105,595 10.00% $10,072 19
Consumer Cyclical Media - Diversified DIS Walt Disney Co $97.68 $112.20 120.20 $167,029 59,434 21.20% $9,830 13
Consumer Cyclical Restaurants MCD McDonald's Corp $146.84 $183.29 190.88 $141,300 21,202 24.56% $4,056 28
Consumer Cyclical Specialty Retail AMZN  Amazon.com Inc $1,160.55 $1,591.91 2,050.50 $778,394 220,957 4.03% $13,361 89
Consumer Defensive Discount Stores DG Dollar General Corp $85.54 $104.98 118.45 $27,598 25,105 7.24% $1,465 16
Consumer Defensive Discount Stores WMT  Walmart Inc $81.78 $91.85 109.98 $266,348 511,879 1.01% $18,428 53
Consumer Defensive Grocery Stores KR The Kroger Co $22.85 $29.55 32.74 $23,581 124,102 2.99% $1,163 7
Consumer Defensive Packaged Foods GIS General Mills Inc $37.22 $37.38 60.69 None $22,287 16,065 13.19% $2,239 10
Energy Oil & Gas Equipment & Services SLB Schlumberger Ltd $38.82 $39.10 80.35 $54,146 32,815 -2.00% $3,469 N/A
Energy Oil & Gas Integrated CVX Chevron Corp $107.54 $113.83 133.88 $217,503 154,945 9.17% $14,295 15
Energy Oil & Gas Refining & Marketing MPC Marathon Petroleum Corp $59.55 $59.87 88.45 $41,361 85,226 4.59% $3,054 8
Financial Services Banks - Global RY Royal Bank of Canada $69.75 $70.47 87.10 $101,392 33,073 29.14% $12,043 11
Financial Services Capital Markets LAZ Lazard Ltd $34.60 $36.78 60.00 $4,343 2,818 11.72% S550 15
Financial Services Credit Services COF Capital One Financial Corp $78.53 $78.73 106.50 $37,291 27,507 13.75% $12,218 11
Financial Services Credit Services \Y Visa Inc $111.02 $135.09 151.56 $306,895 20,609 49.98% $11,995 31
Financial Services Specialty Finance ALLY Ally Financial Inc $22.92 $23.00 31.29 $9,501 6,744 17.11% N/A 9
Healthcare Biotechnology AMGN Amgen Inc $163.31 $192.07 210.19 $122,391 23,319 9.44% $10,448 51
Healthcare Biotechnology CELG Celgene Corp $66.62 $68.20 110.20 $65.00 $47,689 14,727 19.64% $4,182 17
Healthcare Drug Manufacturers - Major BMY Bristol-Myers Squibb Co $46.94 $52.12 70.05 $50.00 $85,070 22,037 6.50% $3,713 59
Healthcare Drug Manufacturers - Major JNJ Johnson & Johnson $118.62 $133.00 148.99 $356,703 81,382 1.89% $18,470 261
Healthcare Drug Manufacturers - Major PFE Pfizer Inc $33.20 $43.80 46.47 $253,185 53,373 44.63% $15,669 11
Healthcare Medical Instruments & Supplies BAX Baxter International Inc $61.05 $65.70 78.38 $34,962 11,060 10.90% $1,163 30
Healthcare Medical Instruments & Supplies STE STERIS PLC $82.88 $113.15 121.67 $9,561 2,696 11.72% S$314 31
Industrials Aerospace & Defense BA Boeing Co $293.01 $318.75 394.28 $181,013 96,943 10.41% $13,558 19
Industrials Aerospace & Defense RTN Raytheon Co $162.31 $169.85 229.75 $48,335 26,481 9.33% $1,792 20
Industrials Aerospace & Defense UTX United Technologies Corp $115.40 $118.80 144.15 $102,570 64,137 7.76% $4,524 19
Industrials Airlines DAL Delta Air Lines Inc $48.52 $53.51 61.32 $36,687 44,030 8.07% $2,693 10
Industrials Diversified Industrials HON Honeywell International Inc $135.65 $136.44 167.72 $101,061 42,916 6.14% $6,107 39
Industrials Engineering & Construction JCl Johnson Controls Internation $30.60 $31.97 41.53 $29,542 31,400 6.89% $1,483 14
Industrials Integrated Shipping & Logistics FDX FedEx Corp $183.10 $184.11 274.66 $48,516 67,205 7.16% -$1,013 10
Industrials Railroads UNP Union Pacific Corp $121.22 $142.57 165.63 $105,044 22,525 51.90% $4,919 10
Real Estate REIT - Office DLR Digital Realty Trust Inc $96.56 $114.32 125.10 $23,582 3,000 11.78% $1,376 86
Technology Consumer Electronics AAPL Apple Inc $150.24 $165.48 233.47 None $785,268 265,595 22.41% $64,121 14
Technology Electronic Components GLW Corning Inc $26.11 $31.43 36.56 $29.75 $25,157 10,892 -5.86% S617 N/A
Technology Electronics Distribution AVT Avnet Inc $37.11 $38.76 49.41 $4,311 19,466 -0.67% S126 N/A
Technology Semiconductor Equipment & Materials AMAT  Applied Materials Inc $30.53 $32.65 62.40 $31,298 17,253 19.20% $3,165 10
Technology Software - Application ADBE Adobe Inc $172.92 $230.00 277.61 $112,271 9,030 28.69% $3,763 44
Utilities Utilities - Diversified EXC Exelon Corp $35.57 $47.06 47.40 $45,507 35,523 10.47% $S957 12
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Penn Dynamic Growth Strategy (sorted by specialty)

Aerospace & Defense ITA iShares US Aerospace & Defense ETF Satellite Industry $178.60 $183.04 $218.83 0.04% 38

Commodities DBC Invesco DB Commodity Tracking Satellite Sector $15.15 $15.45 $18.65 -2.46% 39 only in IRA accts to avoid K-1 filing
Consumer Staples XLP Consumer Staples Select Sector SPDR® ETF Satellite Sector $48.76 $54.50 $58.95 -1.12% 42

Cybersecurity CIBR First Trust NASDAQ Cybersecurity ETF Satellite Thematic $22.24 $24.60 $28.92 8.02% 45

Energy XLE Energy Select Sector SPDR® ETF Core Sector $61.62 $62.09 $79.42 -7.84% 34

Fixed Income TBT ProShares UltraShort 20+ Year Treasury Satellite Fixed Income $33.06 $37.21 $41.70 11.97% 31 Inverse 20-year
Emerging Markets IEMG iShares Core MSCI Emerging Markets ETF Satellite Strategy $45.35 $48.15 $62.70 -11.22% 46

Emerging Markets BIKR Rogers Al Global Macro ETF Satellite Strategy $23.03 $23.63 $30.84 N/A N/A

Health Care VHT Vanguard Health Care ETF Satellite Industry $148.31 $165.25 $181.92 8.77% 38

Industrials XL Industrial Select Sector SPDR® ETF Satellite Industry $66.70 $67.05 $80.96 -8.23% 34

Large-Cap Blend PKW Invesco BuyBack Achievers ETF Satellite Market Cap $54.60 $54.76 $63.49 -4.95% 32

Large-Cap Growth RPG Invesco S&P 500® Pure Growth ETF Core Market Cap $101.54 $103.73 $121.47 -0.30% 40

Large-Cap Value usmv iShares Edge MSCI Min Vol USA ETF Core Strategy $49.71 $54.74 $57.67 5.68% 41 100 least vol S&P stocks; rebal gtrly
Mid-Cap Blend NFO Invesco Insider Sentiment ETF Satellite Market Cap $58.65 $59.56 $67.18 -3.57% 33

Mid-Cap Growth IWP iShares Russell Mid-Cap Growth ETF Core Market Cap $114.94 $117.53 $137.73 -0.20% 39

Mid-Cap Value VOE Vanguard Mid-Cap Value ETF Core Market Cap $100.42 $100.68 $117.97 -6.42% 31

Momentum MTUM iShares Edge MSCI USA Momentum Fctr ETF Satellite Strategy $100.20 $103.49 $120.05 2.21% 41 stopped out 20 Nov

Small Cap Growth uT iShares S&P Small-Cap 600 Growth ETF Core Market Cap $160.85 $168.46 $209.28 1.43% 33

Technology XLK Technology Select Sector SPDR® ETF Satellite Sector $60.97 $64.57 $76.27 2.18% 41

Utilities XLU Utilities Select Sector SPDR® ETF Satellite Sector S47.37 $56.82 $57.18 6.32% 66
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iShares Core MSCI Emerging Markets ETF 49.00 +0.23 +0.47%

We anticipate a nice EM rebound in 2019
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