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BREXIT What?
How Will It Affect Our Markets?

After more than four decades of  membership, U.K. citi-
zens voted to leave the European Union (EU) by a vote of  
52% “to go” vs 48% “to stay.” It was a stunning upset for 
Prime Minister David Cameron, who wanted to stay, and a 
major shock to global markets. This could lead to further 
referendums in the U.K. as Scotland voted 62% to remain 
in the union along with Northern Ireland.

One of  the most actively Googled terms in U.K. history occurred the day 
after the referendum. The question was “What is the EU?” In other words, 
what did people of  the U.K. vote to leave? 

On April 28, 1951, ministers from West Germany, Italy, France, and the 
three Benelux countries signed the Treaty of  Paris. This was the founding 

document of  what was to 
become, years later, the 
European Union. The 
community began with 
six members, four lan-

guages, 177 million people, and $1.6 trillion (in today’s money) in annual out-
put. Today, the EU is comprised of  28 members, 24 languages, 505 million 
people, and $19 trillion in annual GDP. A later treaty, the Treaty of  Rome, 
created the European Economic Community in 1957. This is the Union that 
Britain decided to leave.

Did the uninformed among BRITS know what they were voting for? Most 
think not! Was it a vote against the massive migration of  immigrants wan-
dering Europe and free movement? Was it a vote against being under the 
thumb of  an increasingly annoying outside governance? Or was it simply the 
BRITS fierce level of  independence coming to the fore? A more important 
question is “Will it really happen?” In Britain a referendum is not binding on 
Parliament and Parliament could overturn the decision.

Economic consequences are already being felt. Britain’s AAA rating has al-
ready been downgraded to AA. The British pound declined to a 31-year low. 

REPORT

SUMMARY

The year has been a wild ride so far and the 
U.S. markets have given a noteworthy account 
of  themselves with the S&P 500 showing a 
gain of  3.84%. Highlighting the second quarter 
were the bond markets with government yields, 
almost around the world, moving to negative 
interest rates in the attempt to spur growth. In 
the U.S. the decline in yields, which began in 
1981, continued with the 10-year Government 
bond reaching a yield of  1.45% – just a hair 
above its all-time low of  1.43% set in 2012. The 
largest gainers for the quarter were high yield 
bonds and the 30-year U.S. Treasury bond. 

Our stand out year-to-date performer is 
our tactical bond strategy, Fixed Income 
Total Return, which gained 11.54% (gross) 
9.91% (net of  max. fees).  That strategy was 
defensively invested in U.S. Treasuries from 
early December through the correction during 
February and then allocated to high-yield 
bonds on February 29 to take advantage of  
depressed bond prices. Yield to Maturity is 
7.02% as of  June 30, 2016.

On the economic front, the Chicago Purchasing 
Managers Index posted a gain to 56.8 which is 
a 13.9 point gain since last December. That is 
only the ninth time this index has surged 13 
points or more since inception in 1967. The 
message is, if  you are waiting for a recession, 
you might have a very long wait as this is very 
good news for the economy. 

The chart below shows the typical election year 
pattern for the S&P 500 and where we stand at 
the moment.

The advance/decline line has just made another new 
high on June 30th. This is a very good omen as the major 
indices usually will follow to a new high.
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The U.K. markets lost more money in one day than the country 
paid into the EU over the past 15 years. These losses affect every-
one’s pensions, jobs, salaries and government income and could 
force Britain into a recession. Yes, we believe there will be many 
other consequences if  the exit really happens. Since David Cam-
eron resigned after the vote, a new government must be formed. 
This new government then must invoke Article 50 of  the EU 
constitution to break away. Yes, there is a constitution. The Treaty 
of  Paris created a supranational form of  government in which 
there is a constitution, a court, a parliament, and executive and 
presidential branches (actually several presidents), all traced back 
to that day in 1951. After Great Britain invokes Article 50 (if  
they ever do) there is a two-year time frame for dissolution of  
membership.

One opinion of  the BREXIT comes from one of  Britain’s most 
notable citizens, Sir Richard Branson, who says that “the vote will 
determine if  voters would rather live in Little England or Great 
Britain.” Another comment comes from two of  England’s big-
gest banks. JPMorgan Chase & Co. and HSBC Holdings plc have 
said that BREXIT would lead them to move thousands of  jobs 
out of  London. And this is only the beginning!

EFFECTS ON THE MARKETS?

You bet there was. World 
markets tumbled while 
the Dow Jones Industrial 
declined 840 points and 
the S&P 500 was down 
6% at the bottom and 
closed down 5.3% for 
two days following the 
BREXIT vote. But to ev-
eryone’s surprise the S&P 
500 then rallied 5.1% over 
the following four days 
putting it, again, a stone’s 
throw away from a new 
high at the end of  the 
quarter.

Actually the U.S. markets 
had been looking pretty 

solid before the vote as the advance/decline line had made a new 
all-time high on June 8th, a sign that market participation was 
broad and strong. World markets, including the U.S., were in 
rally mode the days before the vote as the expectation was for a 
vote “to stay.”

With the rebound from the BREXIT vote, the A/D line has just 
made another new high on June 30th. This could be a very good 
omen as the major indices usually will follow to a new high. As 
of  the end of  the quarter, the S&P 500 shows a gain of  3.84% for the 
year, which is commendable considering world events.

Historically geopolitical events don’t impact the long-term direc-
tion of  U.S. markets. And our market has been showing great rela-
tive strength compared to other major markets since the highs of  
2015. Since then, as of  mid-June and prior to the rally when the 
vote was expected to be “to stay,” the S&P 500 was only off  from 
its high of  May 21, 2015 by 2.5%. That was newsworthy strength 
compared to the U.K. FTSE 100 which had declined by 16.2%, 
the German DAX which was off  22.8% and the Tokyo Nikkei 
decline of  26.1%.

As of  the end of  the quarter, it has been 397 days since the S&P 
500 last hit a record high which was on May 21, 2015. As stated 

above, the markets were poised to 
hit a new high just about the time 
of  the BREXIT vote and, also as 
stated above, the advance/decline 
line has broken to a new high. 
Establishing a new high for 
the S&P 500, which I believe is 
imminent, is a rare occurrence 
following a pause of  300 days 
or more. This has happened only 
23 times since 1929 according to 
Merrill Lynch. The S&P 500 has 
gained an average of  15.6% dur-
ing the year following such an ex-
tended hiatus and has been higher 
91% of  the time. Wads of  cash on 
the sidelines could cause an up-
side explosion if  and when a new 
high is established. According to 
a recent Bank of  America Merrill 
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Lynch survey, money managers are hoarding cash to a level of  
5.7%, the highest since 2001. That cash will burn a hole in man-
ager’s pockets if  the markets hit new highs.

WHERE DOES THIS MARKET STAND IN 
THE OVERALL CONTEXT OF A SECULAR 
BULL MARKET?

As you know from these Reports, we believe that a new Secular 
Bull market was born on March 9, 2009 and continues today. As 
you also know, Secular Bull markets are usually very long-term 
events and are punctuated with shorter term declines called Cy-
clical Bear markets. Ned Davis Research (which is an excellent 
source) has said that we have been in a Cyclical Bear market since 
the top of  May 21, 2015. That Cyclical Bear market bottomed on 
February 11, 2016 at 1829.08 on the S&P 500 with a decline of  
14.16% and on the DJIA of  14.5%. But wait!! I thought a bear 
market had to lose 20% to be called a bear market. That is the 
generally considered designation but Ned Davis uses a combina-
tion of  market decline and time to determine his Cyclical Bear 
market designation. And, in fact, a large part of  the market did de-
cline by over 20%. The Russell 2000 index of  smaller cap stocks 
peaked on June 23, 2015 and declined by 26.4% to the bottom on 
February 11, 2016. 

There was one other short term or Cyclical Bear market during 
the current long term Secular Bull market. It was from early April 
into October of  2011with a decline on the DJIA of  16.8%. Dur-
ing that Cyclical correction, the S&P 500 declined 19.6%. Almost 
the 20% threshold but no cigar. That raises another question. 
Which index do you use for the 20% bear market threshold??

Looking back over the last three long-term Secular Bulls (see fol-
lowing page [with duration]) and the current one, we see these 
shorter term Cyclical corrections in the DJIA.

�� 1921 to 1929 (8 years): -18.6%

�� 1942 to 1966 (24 years): -23.2%, -16.3% 

�� 1982 to 2000 (18 years): -15.6%, -36.1%, -21% 

�� 2009 to ???? (7.5 years & counting): -16.8%, -14.50%

I realize that the description of  bull and bear market can be con-
fusing but terminology is always useful when trying to place a 
current trend in its place. In that vein, the chart here shows the 

other way we look at market durations and is from Jim Stacks’ 
InvesTech, also an excellent research publication used here often.

This chart actually depicts short term, or Cyclical Bull markets. 
These bulls were ended when a correction of  20% or more oc-
curred. For instance, the Cyclical Bull market that began in 1982 
was ended with Black Monday in October 1987 when the DJIA 
declined by 36.1%. The next bull move began in late 1987 and 
was ended with the 21.2% loss in 1990. Then the next one began 
in 1990 and so on.

An important note is that during a long term, Secular Bull market, 
the corrections, or short term Cyclical Bear markets are relatively 
mild. Over all three prior Secular Bulls and the current one, 
which combined lasted 56 years, there were only eight short 
term, Cyclical declines. And only one, the crash of  1987, at 
36.1%, was significant. 

We have had three generational lows since 1929: 1942, 1974 and 
2009. I doubt if  we will see another over the next many, many 
years. 

In our opinion, all this says just one thing to us: the place to put 
assets is in equities! Bonds have been in a long term Secular Bull 
market since 1981. While we do not expect interest rates to start 
zooming up anytime soon, it will eventually happen and a bear 
market will begin in bonds. Meanwhile, we believe equities will re-
main in their long term Secular Bull market! Consider the poten-
tial of  our Large Cap High Dividend portfolio for good dividends 
and market growth.

Source: InvesTech Research*Through 6/30/2016
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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.

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

3000 Index.

The S&P Small Cap 600® measures the small-cap segment of the U.S. equity market being designed to 

track companies that meet criteria showing that they are liquid and financially viable.

The Value Line Arithmetic Composite Index uses the arithmetic mean change in the index reflects change 

if a portfolio of stocks in equal amounts were held. 

The Barclays U.S. Aggregate Bond Index covers the U.S. investment-grade fixed-rate bond market, includ-

ing government and credit securities, agency mortgage pass-through securities, 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 publicly issued. non-convertible, fixed rate and publicly issued.

The Barclays U.S. Corporate High-Yield Bond Index covers the USD-denominated, non-investment grade, 

fixed-rate, taxable corporate bond market.

Barclays U.S. 7-10 Year Treasury Index measures the performance of U.S. Treasury securities that have 

a remaining maturity of at least seven years and less than 10 years.

The MSCI Emerging Markets Index is a free float adjusted market capitalization index that is designed 

tomeasure equity market performance in the global emerging markets.

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 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. Investors must 

make their own decisions based on their specific investment objectives and financial circumstances.

Clark Capital Management Group, Inc. reserves the right to modify its current investment strategies 

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 security, sector or 

industry. There is no assurance that any securities, sectors or industries discussed herein will be included 

in or excluded from 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 investment recommendations 

or decisions we make in the future will be profitable or will equal the investment performance of the 

securities discussed herein.

The relative strength measure is based on historical information and should not be considered a guaran-

teed prediction of market activity. It is one of many indicators that may be used to analyze market data for 

investing purposes. The relatives strength measure has certain limitations such as the calculation results 

being impacted by an extreme change in a security price.

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.
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The current Cyclical Bull market will be ended by a 20% decline 
someday but in our view there will still be a longer term Secular 
Bull market which could continue for many years. 

To put all this in context, the 
chart shows the very long 
term bull and bear markets 
and the generational lows 
that ensued following three 
Secular Bear markets. It does 
not show the Secular Bull 
from 1921 to 1929 but you 
can see the crash of  1929 on 

the left side of  the chart. It does show the last two big Secular 
Bull markets as well as the one that began in 2009.
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