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It’s Value Not Quality

U.S. large company and value stocks continued their advance in 2014’s 
first quarter as moderate economic growth and a continuation of  the 
Fed’s responsible tapering policy provided a solid foundation for in-
vestor confidence. Companies with strong profit margins, high earn-
ings yields and high dividend yields rotated to the top of  the perfor-
mance charts as high flying growth sectors and strong  fourth quarter 
performers like biotech and internet stocks took a back seat. Quality 
companies – those with solid balance sheets and high returns on eq-
uity – continued to underperform. As of  March 31, 2014, the highest 
quality companies are now trading two standard deviations below their 
historic range relative to all companies based on our price-to-value 
metric. Despite solid performance by many of  our strategies, I believe 
our value proposition, which focuses on high quality companies, re-
mains intact.

The Monetarists Claim Victory

With the passing of  the Fed Chair baton from Ben Bernanke to Janet 
Yellen, the monetarists, that group of  economists who believe con-
trolling liquidity can impact economic outcomes, can claim victory. 
TARP and QE calmed the markets during the 2008-2009 crisis and 
the tapering of  QE; or measured, deliberate and articulated reduc-
tion of  monetary stimulus; is having no noticeable adverse impact 
on equity markets, interest rates or economic growth. Additionally, 
consumer confidence and the leading economic indicators (LEI) have 
reached new recovery highs. Since 1969, the lead time from a peak in 
the LEI to the start of  a recession has been eight months or longer, 
which we believe virtually rules out the probability of  a recession in 
2014. To the extent critics of  QE alarmed market participants about 

the “unintended consequences” of  extraordinary monetary easing 
measures, none have yet surfaced. While we can’t conclude that all 
monetary policy going forward will achieve its stated objective of  full 
employment and low inflation, current success reinforces market par-
ticipants’ faith and confidence in our monetary authorities’ ability to 
navigate stress in the system.

Optimistic by Nature, Cautious  
by Occupation

As an equity manager, my DNA is such that I almost always think that 
the value of  each portfolio will rise over time (if  not by the close!). 
While it’s no different now, I recognize that the length of  the bull 
market, the size of  the advance and the price of  stocks relative to their 
likely earnings and interest rates imply that expected returns and risks 
of  most equity strategies are currently balanced. To say it another way, 
I see no reason to deviate from our fundamental risk management 
strategy to diversify across Russell sectors and balance the weighting 
of  cyclicals versus non-cyclicals in the portfolio. At this late point in 
the economic cycle, our investment process would naturally push us 
away from staples and utilities as their respective business momentum 
weakens compared to late cycle industries. Fortunately, credit mar-
kets continue to provide little competition for reasonably priced, high 
quality stocks. Year to date, long term treasury yields have declined 
0.4% to 3.56%, and credit spreads have remained extraordinarily tight 
indicating there is little likelihood of  either credit stress or a coming 
recession. Investor sentiment remains a concern, however, as signs of  
excess bullishness emerge. So far this year, the median price-to-sales 
ratio of  2014 IPOs was 14.5, and margin debt at 2.5% of  GDP ex-
ceeds market peaks of  2000 and 2006. In view of  this and considering 
that European stocks are strong but emerging markets weak, I can’t 
forecast a dramatic move. Our focus remains on finding those com-
panies with a sustainable competitive advantage trading at reasonable 
prices.

ADR/International Equity Steady

The Navigator ADR/International Equity strategy gained approxi-
mately 0.25% (gross)/-0.50% (net) for the first quarter  and 14.28% 
(gross)/10.94% (net) for the 12 months ending March 31, 2014. On 
a gross basis, the annual performance exceeded the 12.31% advance 
of  the broader MSCI All Country World ex-U.S. Index  while the All 
Country World ex-U.S. Index produced a return of  0.51% for the 
first quarter. Our focus on high quality, undervalued companies with 
improving business prospects continues to yield strong performance 

Executive Summary

Opportunity in Quality: As of  March 31, 2014, the highest qual-
ity companies are now trading two standard deviations below their 
historic range relative to all companies.

Risk and Return Balance: The length of  the bull market, the 
size of  the advance and the price of  stocks relative to their likely 
earnings and interest rates imply that expected returns and risks 
of  most equity strategies are currently balanced.

Our focus remains on finding companies with a sustainable com-
petitive advantage that are trading at reasonable prices.

Past performance is not indicative of future results.
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in our view. Avago Technologies and  Mallinckrodt each gained more 
than 20% for the quarter. Russian cable concern CTC Media dropped 
materially during the quarter as the Ukrainian crisis pressured earn-
ings expectations for the company. Despite continued easy monetary 
policy, Japanese Kubota declined substantially. CTC Media has been 
removed from the portfolio as sanctions probably will  harm the 

overall Russian economy. We added a diverse group of  companies 
to the portfolio this quarter. The value characteristics of  the ADR 
strategy remain far more compelling than both its U.S. and interna-
tional benchmarks as the current P/E of  13.6 is far less than that 
of  the S&P 500 and EAFE with similar quality and business growth 
characteristics.

The opinions expressed are those of Clark Capital Management Group Investment Team. The 
opinions referenced are as of the date of publication and are subject to change due to changes 
in the market or economic conditions and may not necessarily come to pass. There is no guar-
antee of the future performance of any Clark Capital investments portfolio. Material presented 
has been derived from sources considered to be reliable, but the accuracy and completeness 
cannot be guaranteed. Nothing herein should be construed as a solicitation, recommendation 
or an offer to buy, sell or hold any securities, other investments or to adopt any investment 
strategy or strategies. For educational use only. This information is not intended to serve as 
investment advice. This material is not intended to be relied upon as a forecast or research. 
The investment or strategy discussed may not be suitable for all investors. Investors must 
make their own decisions based on their specific investment objectives and financial circum-
stances. Past performance does not guarantee future results.

Returns are presented gross of investment advisory fees and include the reinvestment of 
all income. Gross returns will be reduced by investment advisory fees and other expenses 
that may be incurred in the management of the account. For example, a 0.50% annual fee 
deducted quarterly (.125%) from an account with a ten year annualized growth rate of 5% 
will produce a net result of 4.4%. Actual performance results will vary from this example. 
The Firm’s policies for valuing portfolios, calculating performance, and preparing compliant 
presentations are available upon request.

Net returns are shown net of 3%, the highest fee that could potentially be charged including 
investment advisory fees, trading, custody, investment advisory fees and any other expenses 
that may be incurred in the management of the account. Actual performance results will vary 
from this example. The Firm’s policies for valuing portfolios, calculating performance, and 
preparing compliant presentations are available upon request.

The S&P 500 measures the performance of the 500 leading companies in leading industries of 
the U.S. economy, capturing 75% of U.S. equities. 

The Dow Jones Industrial Average is a stock market index that shows how 30 large publicly 
owned companies based in the U.S. have traded during a standard trading session in the 
stock market.

The MSCI EAFE Index is a free float-adjusted market capitalization index that is designed to 
measure the equity market performers of developed markets outside the U.S. and Canada.

The MSCI Emerging Markets Index is a free float adjusted market capitalization index that is 
designed to measure equity market performance in the global emerging markets.

The Russell 3000® Index measures the performance of the 3,000 largest U.S. companies 
based on total market capitalization, which represents approximately 98% of the investable 
U.S. equity market. 

The CBOE Volatility Index (VIX) is a forward looking index of market risk which shows expecta-
tion of volatility over the coming 30 days.

The volatility (beta) of a client’s portfolio may be greater or less than its respective bench-
mark. It is not possible to invest in these indices.

Barclays U.S. Government/Credit Bond Index measures the performance of U.S. dollar de-
nominated U.S. Treasuries, government-related & investment grade U.S. corporate securities 
that have a remaining maturity of greater than one year.

The Barclays U.S. Aggregate Bond Index covers the U.S. investment-grade fixed-rate bond 
market, including government and credit securities, agency mortgage pass-through securi-
ties, asset-backed securities and commercial mortgage-based securities. To qualify for inclu-
sion, a bond or security must have at least one year to final maturity and be rated investment 
grade Baa3 or better, dollar denominated, non-convertible, fixed rate and publicly issued. 

The B of A Merrill Lynch U.S. High Yield Index tracks the performance of below investment 
grade U.S. dollar-denominated corporate bonds publicly issued in the U.S. domestic market.

The Barclays 7-10 Year Treasury Index tracks the investment results of an index comprised of 
the U.S. Treasury bonds with remaining maturities between seven and ten years.

The Barclays 20+ Year Treasury Index tracks the investment results of an index comprised of 
the U.S. Treasury bonds with remaining maturities greater than twenty years.

The Barclays Long-Term Year Treasury Index tracks the performance of the long-term U.S. 
government bond market.

The Barclays U.S. Corporate High-Yield Index covers the USD-denominated, non-investment 
grade, fixed-rate, taxable corporate bond market. Securities are classified as high-yield if the 
middle rating of Moody’s, Fitch, and S&P is Ba1/BB+/BB+ or below.

The Barclays U.S. Treasury Bond Index is an issuances-weighted index measuring the perfor-
mance of the U.S. Treasury bond market, one of the largest and most liquid government bond 
markets in the world.

Index returns include the reinvestment of income and dividends. The returns for these unman-
aged indexes do not include any transaction costs, management fees or other costs. It is not 
possible to make an investment directly in any index.

Clark Capital Management Group, Inc. is an investment adviser registered with the U.S. Secu-
rities and Exchange Commission. Registration does not imply a certain level of skill or training. 
More information about Clark Capital’s advisory services and fees can be found in its Form 
ADV which is available upon request.
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