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Will the Bull Market Survive?

The Bull market of today began seven years and seven
months ago and, according to one way of measurement,
is the second longest since 1929. A popular saying is that
“a bull market must climb a wall of worry”” There have
been many walls of worry since March of 2009 when this
Bull was born. Among those worries have been the fiscal
cliff, new normal, QE, ZIRP, Grexit, Arab Spring, ISIS,
and most recently Brexit and the problems with Deutsche
Bank. All of the above can cause fear, anxiety, and uncertainty, which can
result in investors shying away from putting their cash to work in equities.
Once a secular Bull begins to grow, it takes a lot of negativity and/or eco-
nomic disaster to derail it. One of the ways we measure market potential is
by using investor sentiment. When sentiment indicates investors are over-
confident, history has shown us that it most likely means that a decline is
ahead. Conversely, when sentiment is negative, as it is today, the possi-
bility for an extension of

the uptrend is present.

...the single most important influence on long term

One way to determine
when a Bull market is over
is to say that when a 20%
or mote correction, over a
certain time frame, occurs in an uptrend, the Bull market has ended and a
Bear market has begun. Using this measurement, there have been, includ-
ing the current one, sixteen Bull markets since 1929, each interspersed with
Bear markets.

In the early 1990s, Ned Davis Research developed criteria for further defin-
ing shorter term Bull and Bear trends as cyclical. And following the stock
market bubble of 2000, Ned Davis further refined trends to describe longer
term, or secular trends, that would include many shorter term or cyclical
trends. The chart on the next page was shown in the previous Navigator Re-
port but I believe it should be shown again.

I show this again because we believe the single most important influ-
ence on long term stock market performance is identification of a
secular Bull market.

Longevity is the key to success when a secular Bull is born. The first one
shown lasted from 1942 to 1960, or 24 years. The next, 1982 to 2000 lasted

Past performance is not indicative of future results. This is not a recommendation to buy or sell a particular security. Please see attached disclosures.
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I am very pleased to say that this firm has
been ranked as one of the 300 Top Registered
Investment Advisors in the United States by
the Financial Tines*.

The third quarter of this year showed a little
more spunk than the first two as the S&P 500
returned 3.85% and the Dow Jones returned
2.78% including dividends. The S&P 500 is
up 7.85% for the year to date which puts it
right in the average gain target or 10.4% for a
presidential election year.

Ned Davis Research has published a report
detailing twelve reasons why the current
secular Bull market should continue. Some,
but not all, are discussed in this report.

Our standout performer for this quarter, and
year to date, is our Fixed Income Total Return
Strategy. As you may know, this strategy
moves between high yield bonds, high quality
bonds, and T-bills. This strategy was in T-bills
eatlier in the year and moved to high yield on
February 29th. The strategy gained 4.35%
(3.58% net of all possible fees) for the quarter
and is ahead 16.39% (13.84 net) for the year
to date.

High vyield bonds have rallied for eight

straight months against a supportive
technical backdrop, an accommodative Fed,
and continued moderate economic growth.
Credit spreads (yield on high yield bonds —
10-year Treasury yield) are a contributing
factor to the success of the high yield space.
The current credit spread is 458 basis points
which indicates to us that high yield bonds are
not overly expensive as an asset class given
historical precedent. The long term mean
spread is 500 bps. Credit spreads peaked
on February 11th at 840 bps and have been
moving lower as high yield bond prices are

moving higher.

*See last page for ranking disclosure.
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18 years. The current secular Bull is only 7.6 years old and could
last for many, many more years.

Does this mean that we can forget about serious downdrafts if
we are in a secular Bull market? No, not quite, but close! During
the three secular Bulls shown above, which totaled 49.6 years, there
were a total of only seven cyclical Bear markets. The sum total of
all seven cyclical Bears is 4.05 years as the median time in a down-
trend was 211 days. That means that over almost five decades of
advancing markets, less than one half of a decade was spent in
declining cyclical Bear markets. The biggest decline was 36.1%
in the 1987 crash (but the recovery was very quick and that year
closed with a gain of 5.1% on the S&P 500). The smallest was
14.5% which ended on February 11, 2016. That decline began in
May of 2015 and lasted 268 days. The combination of decline and
time qualified it as a cyclical Bear in that time frame. In addition,
many other indices had declined well over 20%. This is a very
important fact because it means that on that date, February
11, 2016, a new cyclical Bull market was born.

As stated above, identifying a secular uptrend and staying with
it is arguably the most important aspect to successful investing,
Identifying secular downtrends is also important as over the last
seventy-four years (since 1942), twenty-five years have been spent
in secular downtrends. This will be discussed in a future Navigator Re-
pott, but for now, we are concerned with the longevity of the current secular
Bull marfket and the new cyclical Bull that began in February.

What can we expect from this new cyclical Bull? According to
Ned Davis Research, there have been 18 cyclical Bulls within
secular Bulls and the mean cyclical Bull has lasted 1027 days and
produces a gain of 107%. He also states, “If the market con-
tinues to perform in line with past secular Bulls, then a dou-

ble-digit annualized return is a conservative estimate for the
next two years.”

Another positive sign, again from Ned Davis Research, that the
current Bull could still produce nice returns is that since 1942,
whenever there was a weak year on the S&P 500 (5% gain or less),
the following year produced a median gain of 26.8%. This has
occurred ten times since 1942 and the return was positive the
following year in all cases. The weak yeat’s worst decline was
-10.9% in 1957 and the best was +5% in 1948. The years follow-
ing those were 1958, which gained 43.4%, and 1949, which gained
17.8%. The situation that seems to be most similar to today’s was
in 1994 when the S&P 500 returned 1.2% and in 1995 when the
return was 37.4%. We are not expecting that kind of return but,
in all cases, the year following was positive.

ECONOMIC EXPANSION

The following chart, from Jim Stack’s InvesTech, shows all the eco-
nomic expansion since 1900. As you can see, there have been 21
expansions with an average life of 3.8 years. The current expan-
sion 1s 7.3 years old and is now the fourth longest since 1900.

Length of Economic Recoveries
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The question is: what will cause the current expansion to come to
an end? Several things could happen, such as the economy severe-
ly overheating, leading economic indicators taking a nose dive,
and Fed (U.S. Federal Reserve) policy becoming ovetly restrictive.

The current recovery from the recession of 2008-09 has been
the weakest on record with the past several quarters being rather
anemic. While the economy is expected to pick up some steam, I
do not see how it could get overheated anytime soon.

Leading economic indicators (LEI), as shown, are still expanding.
The average lead time from when this indicator peaks and begins

Past performance is not indicative of future results. This is not a recommendation to buy or sell a particular security. Please see attached disclosures.
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to decline to the start of a recession has been twelve months. The
shortest time, four months, was when the LEI peaked on De-
cember 31, 1959 and the recession began on April 30, 1960. The
longest lead time was when the LEI peaked on March 31, 2006
and the recession began 21 months later on December 31, 2007.

So, at this moment, this does not seem to be a deterrent to further
expansion.

Fed action has almost always been associated with economic
downturns. There have been 18 economic declines since the Fed
was formed in 1913. And I believe that almost all declines have
been precipitated by Fed action. The current situation is that the
Fed has recently begun a tightening cycle after ten years of keep-
ing rates unrealistically low. It seems almost certain that the Fed
will raise rates in December, and it has publically stated that they
intend to raise rates twice in 2017. So, outside of some extrane-
ous event, I believe the single largest risk to the economy and the
market is a mistake by the Fed.

ELECTION UNCERTAINTY

Presidential election times are always uncertain and always cause
stress in the marketplace. But over the past 17 elections following
WWII, the median gain in the election year has been 10.4%. So
far the market has followed the roadmap pretty well as the current
market went flat in May of 2015 into mid-2016. Most strength
comes later in the year and continues right through the election
period.

Normal election years see a rally into November, a President is
elected, a pullback then occurs as some sell on the news, and then
we enter the holiday season and everyone seems happy again. Go-
ing into the New Year, pensions have been funded, money flows
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into the stock market and the rally that began in November con-
tinues into April.

Yes, Donald Trump is the new kid on the block and this is caus-
ing some concern and uncertainty. The way the market is acting
seems to say that it believes a Democrat will retain the White
House. Sort of like the Devil you know is better that the Devil
you don’t.

THINGS THAT MATTER

Things that matter, in terms of the current Bull’s longevity, in-
clude the engine that drives the market, corporate earnings; con-
sumer sentiment, because 70% of our GDP (Gross Domestic
Product) is driven by consumer spending; and other more techni-
cal aspects of the market.

According to Thompson Reuters, corporate earnings of the
S&P 500 companies are estimated to have declined by only 0.5%
in the past quarter. If this estimate is low by only a small amount,
it might mean the end of a four-quarter earnings slump. As you
can see from the graph, corporate earnings peaked in the third
quarter of 2014 and declined for six quarters to the low in the
first quarter 2016. This decline is due almost entirely to the drop
in earnings of the energy sector as oil plummeted to a 12-year low
early this year. Without energy earnings, corporate profits would
have been up 2.9% for the past quarter. Corporate revenues are
expected to have increased 2.6% in the quarter stemming a six-
quarter slide.

Earnings Light At End Of Tunnel

S8&P 500 companies likely saw their last quarter of earnings
declines in @3 as overhang from the oil busy fades
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Projections on earnings and revenue for the fourth quarter are
very healthy at the moment as you can see. These estimates tend
to be lowered as the quarter progresses but still this is fuel that the
bull market needs to advance.

The chart of Consumer Confidence shows a large jump, and
it has reached a nine-year high according to James Stack of

Past performance is not indicative of future results. This is not a recommendation to buy or sell a particular security. Please see attached disclosures.




InvesTech Research. 'This is a very encouraging sign as 70% of our
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Technical evidence to support a continuing Bull market is
also an important factor in determining where we are in the
overall picture. We believe one very good indicator of future
market performance is the advance-decline line. This simply com-
pares stocks that are moving higher with those moving lower. It
is almost always a harbinger of things to come, whether up or
down, and it leads the way as you can see from the arrows.

Sources: Ned Davis Research, Thomson Reuters, InvesTech

*The ranking shown above is not indicative of the adviser’s future performance and many not be repre-
sentative of any one client’s experience because the ranking reflect an average of all, or a sample of all,
the experiences of the adviser’s clients.

This is the third annual FT 300 list, produced independently by the Financial Times Ltd. in collaboration with
Ignites Research, a subsidiary of the FT that provides business intelligence on the investment manage-
ment industry. The “average” FT 300 firm has been in existence for 22 years and manages $2.6 billion in
assets. The 300 top RIAs hail from 34 states and Washington, D.C. More than 1,500 pre-screened RIA
firms were invited to apply for consideration, based on their assets under management (AUM). Applicants
that applied were then graded on six criteria: AUM; AUM growth rate; years in existence; advanced
industry credentials of the firm’s advisors; online accessibility; and compliance records. Neither the RIA
firms nor their employees pay a fee to The Financial Times in exchange for inclusion in the FT 300.The FT
300 is one in series of rankings of top advisers the FT produces in partnership with Ignites Research,
including the FT 401 (DC retirement plan advisers) and the FT 400 (financial advisers from traditional
broker-dealer firms).

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 (i)
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 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
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The following quote from James Stack who, along with Ned Da-
vis, is my favorite market technician sums up the technical picture:
“The combination of strong breadth, lack of divergences,
and a lack of downside leadership paints a bullish technical
picture for the months ahead.”

Advance-Decline Line vs. S&P 500
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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, sectars 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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