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EQUITY MARKETS

GOING NOWHERE FAST

It’s hard to believe the equity markets
have gone nowhere since Thanksgiv-
ing. One must consult a chart to see
the S&P 500 was trading at 2075
the day after Thanksgiving, yet only
closed the first quarter at 2068. In
the interim, we experienced multiple
5 to 7% trading ranges. Now that is
going nowhere fast.

In our last commentary, we went
into depth describing our two-step
investment process:

Step 1: Evaluate and establish
the level of macro risk in the
broad market and set the port-
folio’s overall allocation to risk
based and defensive positions

Executive Summary

In the last four months, the U.S. equity mar-
kets have been trading in wide 5 to 7% swings
with virtually no gains since Thanksgiving.

The Global Opportunity portfolio experienced
a negative divergence in relative performance
from the S&P 500 for the quarter. However,
we have been here before. In 2014, we ex-
perienced a similar negative divergence and
subsequently outperformed the S&P 500 for
that year.

Increasing currency volatility remains a major
source of macro risk in global markets today.

The market may be about to test Chairman
Yellen for the first time.

v

accordingly.

Step 2: Select risk based assets

based upon relative strength analysis, comparing all investable ETFs against one another.

Step 1 of the Global Opportunity process begins to adjust defensively to eatly warning signs,
while a relative strength only process (Step 2) will give you defensive signals but generally later
in the drawdown. As we had said, this is good and bad depending on the nature of the trend.

The sideways trending movement pefensive Positions (Last Four Months)
since Thanksgiving has presented to

our process the most challenging set
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These conditions have created a neg-
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ative divergence in our performance relative to the S&P 500 for the
quarter. However, we have been here before. Last year during August
through September, we had a similar negative divergence in perfor-
mance versus the S&P 500; but we continued to follow our process.
By the end of 2014, we had outperformed the S&P 500.

One might ask: Why follow this risk management process, and en-
gage in this defensive positioning when the Federal Reserve has been

“managing markets”? Given the Fed’s implicit put, why subject the
portfolio to the disruptions from repositioning?

The best answers to these questions came in a CNBC interview with
Kevin Warsh, a former Federal Reserve Board Governor (March 31,
2015). During his interview he made the following points:

The Fed has made lavish accommodation to the financial mar-
kets since 2009.

Markets are exhausted but the markets still believe that monetary
stimulus is important.

The Fed has been reluctant to roil markets and has kept language
and benchmarks for tightening vague. For example, the unem-
ployment rate target has been continuously moved down from 6
Y2 to 6 to 5 2%.

Therefore, according to Warsh, “the markets think they have the
Fed’s number, and that is a very dangerous development.”

Mrs. Yellen, since becoming Chairman early in 2014, has not been
tested yet. This may be the time markets do so.

Mr. Warsh made an additional point regarding the Fed’s concern over
the fast rise of the U.S. dollar. Although the Fed officially states that
the dollar is not a problem to the economy, they have broken one rule
that has been followed by the Federal Reserve and the Treasury for
the last thirty years. Namely, the Treasury doesn’t talk about interest
rates, which are the purview of the Federal Reserve; and the Federal
Reserve doesn’t talk about the U.S. dollar, the purview of the Treasury.
The Fed has been actively speaking about the dollar and thereby vio-
lating this agreement for the first time in 30 years. According to Mr.
Warsh, it demonstrates their deep concern.

We have been stating for over a year that currency issues could be-
come the spark that begins a corrective action in the markets. It’s
the one fat tail risk the Fed cannot control. Remember, we have not
seen a 10% correction since June 2012. A very long time by historical
standards.

To conclude, we must continue to follow the data and the process.
There is a possibility we could revisit the old highs (S&P 500 target:
2200), but the equity markets will have to begin trending now. How-
ever, the underlying technical data is weak and not supportive of fur-
ther substantial gains from this point in the trend. We will continue to
follow our data and process. We will not outsource our risk manage-
ment responsibilities to the Federal Reserve.
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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 guarantee of the future performance of any Clark Capital investment 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. Investars must make their own decisions based on their specific investment ob-
jectives and financial circumstances. Past performance does not guarantee future results.

Clark Capital Management Group, Inc. is an investment adviser registered with the U.S.
Securities and Exchange Commission. Registration does not imply a certain level of skill or
training. More information about Clark Capital’s advisory services can be found in its Form
ADV which is 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 NASDAQ Index is a market-weighted index of all common stocks listed on the NASDAQ
exchange.

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 World Index is a freefloat-adjusted market capitalization index that is designed to
measure global developed market equity performance.

The MSCI World Index ex. U.S. is a freefloat-adjusted market capitalization index that is
designed to measure global developed market equity performance excluding the U.S.

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

The MSCI All Country Europe is a freefloat-adjusted market capitalization index that is de-
signed to measure the performance of European equity markets.

The Russell 2000® Index measures the performance of the 2,000 smallest companies in
the Russell 3000 Index.

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 VIX Index is a forward looking index of market risk which shows expectation of volatility
over the coming 30 days.

Barclays U.S. Government/Credit Bond Index measures the performance of U.S. dollar
denominated U.S. Treasuries and 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 secu-
rities, asset-backed securities and commercial mortgage-based securities. To qualify for
inclusion, 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 pub-
licly issued.

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.

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