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While the Federal Reserve still needs to be watched closely, we think investors are starting to see more clearly that 2019 won't be
as gloomy as they thought. The economic picture, in fact, is better than investors feared just a few weeks ago. We think this
justifies adding more risk to portfolios.

At the end of last year, the market sold off sharply, spooked by the Fed rate hike, the US-China trade war, and renewed concerns
about US profit growth heading into 2019. All of these are actually legitimate concerns. But one can overreact to a legitimate
concern, and we think the market has done exactly that.

We certainly don't believe a recession is likely in 2019 or even 2020, and the market discounting such a risk is a step too far. While
we do think the economy will slow down in 2019, it nonetheless will be resilient. We think the current expansion will continue at a
lower but positive rate of growth, and that will be good for risk assets.

We think the Federal Reserve made a mistake when it raised rates in December. More importantly, the Fed statement and
Chairman Powell's initial press conference clearly suggested they weren't done hiking, and the market reacted accordingly. The
Fed has since backpedaled from its hawkish stance, as they should. But a Fed relapse, any sign they intend on returning to a
normalization policy that combines higher rates and quantitative tightening, will once again be a negative for the markets, the
economy, and the Fed.

We think resilient economic growth is more likely than a Fed relapse, and this bodes well for risk assets. In our tactical asset
allocation portfolios, we decided to raise cash from investment grade bonds and put the money to work in three areas-- US
equities, emerging market equities, and global REITs. We also remain overweight high-yield bonds.

Being diversified across risk markets is always critical, but even more so in this environment. We believe investors are now getting
paid comfortably for the many risks out in the global markets. It's time to take advantage of that, but in a purposeful, deliberate
way.
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