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Past performance is not indicative of future results.

This is not a recommendation to buy or sell a particular security. Please see attached disclosures.

“GREECE” IS THE WORD

Tsipras: “I got debt that’s multiplying, and I’m losing control, ‘cause the deal 
that you’re supplying, it’s terrifying.”

Merkel: “You better shape up, ‘cause I need a deal, and my heart is set on you.”

Eurogroup members: “You’re the one that I want, you are the one that I 
want, Oo, Oo, Oo, the one that I need.” 

The Year in U.S. Treasury Interest Rates 

9/30/14 12/31/14 3/31/15 6/30/15
2 year 0.57% 0.66% 0.55% 0.64%

5 year 1.75% 1.65% 1.37% 1.65%

7 year 2.20% 1.97% 1.70% 2.08%

10 year 2.49% 2.17% 1.92% 2.35%

30 year 3.16% 2.75% 2.53% 3.12%
Source: Bloomberg

On and on the bailout negotiations continue as the second quarter ends with the financial 
world focused on bond markets in Greece and Puerto Rico. 

The European authorities and Greek officials have failed to negotiate an agreement of  further 
bailout money prior to the expiration of  the current bailout program on June 30. When I was 
a kid it was called a game of  “chicken.” Two people rode bikes at each other until one swerved 
away. The one who swerved was “chicken.” Now it is called game theory or “the study of  
mathematical models of  conflict and cooperation between intelligent rational decision mak-
ers.”1 I guess with derivatives, pensions, jobs, and perhaps a banking system at stake, “chicken” 
is too simplistic.

The European Central Bank (ECB) is trying to cure the Greece problem with more debt and 
demands on how the debt will be repaid. “Chicken” is simplistic, but so is the problem, and it 
is all about bond math or “compounding.” Compounding is an irrefutable law of  nature, just 
as gravity is. Compounding is a problem globally as all the central banks have created a massive 
debt load to try to pump up financial assets such as stocks. 

The compounding of  the debt load Greece now owes resulted in an amount virtually impos-
sible to pay back. By most estimates, Greece represents 1.8% of  the eurozone’s GDP. Some 
people say, let them leave the euro, but that is not the solution and, in my opinion, is the big-
gest problem. Imagine, if  Greece leaves the euro, prints its own money, goes through a crush-
ing depression but emerges in a couple of  years with a stronger, vibrant economy, free of  the 
euro debt burden, then what? Some game theorist in Italy, or Spain or Portugal might say, it’s 
our turn to play “chicken.”

Everybody now, you know the tune, “You’re the one that I want. . . .”
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Global Government Bonds as of 6/30/2015

5 year 10 year
3/31 6/30 3/31 6/30

France 0.05% 0.32% 0.47% 1.19%

Germany -0.10% 0.07% 0.17% 0.76%

Italy 0.53% 1.24% 1.23% 2.33%

Spain 0.52% 1.12% 1.20% 2.30%

Portugal 0.89% 1.65% 1.66% 2.98%

Source: Bloomberg

European interest rates moved higher in yield after the speculative 
lows that were reached in the first few weeks of  April. The move 
in European yields was probably a factor in the move higher in U.S. 
yields. What is not on the chart is that two year interest rates in France, 
Germany, Sweden, the Netherlands and Switzerland are all still trad-
ing at negative yields.

The Portfolios at a Glance:

The Tax Free Portfolios 
Municipals had credit headwinds in the quarter. Chicago was down-
graded to junk status on May 12 by Moody’s to Ba1. Moody’s down-
grade was based on future pension liabilities. Standard & Poors was 
not quite as dour on Chicago’s prospects, responding with a down-
grade from A+ to A- on May 14th. Subsequently, Chicago came to 
market with a new deal that was viewed as a bargain and traded up 
quickly in the secondary market. Chicago is an economically vibrant 
and diversified city. Hopefully, this does not spread to other national 
names and can be contained as an Illinois event.

The second issue was that after a multi-year struggle with an excessive 
debt burden, the Governor of  Puerto Rico has publicly stated that 
the Commonwealth cannot pay back its debt and is likely to run out 
of  cash in July. Up until this past Sunday, the market appeared to per-
ceive that Puerto Rico would honor its debts, particularly the general 
obligation (GO) bonds. Municipal market investors were therefore 
surprised at the rapid decline from a distressed situation to a potential 
default. The jolt to the market was due to the sudden write-down in 
the GO market. The risk to the market is that this may become a tail 
risk event. Agencies like the Puerto Rico Electric Power Authority 
debt had been trading in the $50s for some time. The hope is that, 
since much of  the debt is written down, selling pressure will not erupt.

The Taxable Portfolios 
The taxable portfolio’s investment grade bonds were moving with 
the Treasury swings during the month of  June. High yield, which had 
held together through the first part of  the month, went down in price 
in the last week of  the quarter when Greece and Puerto Rico turned 
the market to “risk off.”

We will turn the page to July 1 with the June unemployment report 
due out on Thursday July 2nd. Hopefully, it will provide more clarity 
on the timing of  a possible Fed hike. And as darkness falls across the 
Pond what is that I hear?

Tsipras: “They think our debt is just a growing pain. Why don’t they 
understand ? It’s just a crying shame.”

Because Greece is the word.

1Myerson, Roger B. (1991). Game Theory: Analysis of  Conflict. Har-
vard University Press, p. 1. Chapter-preview links, pp. vii–xi.
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The opinions expressed are those of the 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 are no guarantee 
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 strate-
gies. 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 circumstances. Past performance does not 
guarantee future results. 

TThe 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 mea-
sure the equity market performers of developed markets outside the U.S. and Canada.

The MSCI Emerging Markets Index is a freefloat-adjusted market capitalization index that is de-
signed 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 Barclays U.S. Government and Credit Bond Index measures the performance of U.S. dollar de-
nominated U.S. Treasuries, government-related, and investment grade U.S. corporate securities 
that have a remaining maturity of greater than 1 year. In addition, the securities have $250 million 
or more of outstanding face value, and must be fixed rate and non-convertible. 

The Barclays U.S. Corporate High-Yield Index covers the U.S. dollar 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 30-Year U.S. Treasury Bellwethers Index is a universe of Treasury bonds, and used 
as a benchmark against the market for long-term maturity fixed-income securities. The index as-
sumes reinvestment of all distributions and interest payments.

The Barclays 10-Year U.S. Treasury Bellwethers Index is a universe of Treasury bonds, and used 
as a benchmark against the market for long-term maturity fixed-income securities. The index as-
sumes reinvestment of all distributions and interest payments.

The Barclays 5-Year Municipal Bond Index is the 5 Year (4-6) component of the Municipal Bond in-
dex. It is a rules-based, market-value-weighted index engineered for the tax-exempt bond market. 
The index tracks general obligation bonds, revenue bonds, insured bonds, and pre-refunded bonds 
rated Baa3/BBB- or higher by at least two of the ratings agencies.

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

Morningstar is the largest independent research organization serving more than 5.2 million in-

dividual investors, 210,000 Financial Advisors, and 1,700 institutional clients around the world.

For each separate account with at least a three-year history, Morningstar calculates a Morning-
star Rating™ based on a Morningstar Risk-Adjusted Return measure that accounts for variation 
in a separate account’s monthly performance, placing more emphasis on downward variations and 
rewarding consistent performance. The top 10% of separate accounts in each category receive 5 
stars, the next 22.5% receive 4 stars, the next 35% receive 3 stars, the next 22.5% receive 2 
stars and the bottom 10% receive 1 star. The Overall Morningstar Rating for a separate account 
is derived from a weighted average of the performance figures associated with its three-, five- and 
ten-year Morningstar Rating metrics. 

© 2014 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is propri-
etary to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is 
not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers 
are responsible for any damages or losses arising from any use of this information.

Past performance is not indicative of future results. This material is not financial advice or an offer 
to sell any product. Not every client’s account will have these exact characteristics. The actual 
characteristics with respect to any particular client account will vary based on a number of factors 
including but not limited to: (i) the size of the account; (ii) investment restrictions applicable to the 
account, if any; and (iii) market exigencies at the time of investment. 

Clark Capital Management Group, Inc. reserves the right to modify its current investment strate-
gies and techniques based on changing market dynamics or client needs. The information provided 
in this report should not be considered a recommendation to purchase or sell any particular secu-
rity, sector or industry. There is no assurance that any securities, sectors or industries discussed 
herein will be included in an account’s portfolio. Asset allocation will vary and the samples shown 
may not represent an account’s entire portfolio and in the aggregate may represent only a small 
percentage of an account’s portfolio holdings. It should not be assumed that any of the securi-
ties transactions, holdings or sectors discussed were or will prove to be profitable, or that the 
investment recommendations or decisions we make in the future will be profitable or will equal the 
investment performance of the securities discussed herein. 

The CBOE Volatility Index® (VIX®) is a key measure of market expectations of near-term volatil-
ity conveyed by S&P 500 stock index option prices and which shows the market’s expectation of 
30-day volatility. It is constructed using the implied volatilities of a wide range of S&P 500 index 
options. This volatility is meant to be forward looking and is calculated from both calls and puts. 
The VIX is a widely used measure of market risk. 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 Barclays Capital U.S. Aggregate Bond Index is a market capitalization-weighted index, meaning 
the securities in the index are weighted according to the market size of each bond type. Most U.S. 
traded investment grade bonds are represented. Municipal bonds, and Treasury Inflation-Protect-
ed Securities are excluded, due to tax treatment issues. The index includes Treasury securities, 
Government agency bonds, Mortgage-backed bonds, Corporate bonds, and a small amount of for-
eign bonds traded in U.S. The Barclays Capital Aggregate Bond Index is an intermediate term index.

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

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 and fees can be found in its Form ADV which 
is available upon request.
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