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GO YOUR OWN WAY
Raising rates is (or isn’t) the right thing to do.

Fleetwood Mac’s iconic 70’s song is about the trouble in a relationship and could have meaning
to the bond market. It is the consensus that the long-term bull market ended in July 2016 when
a double bottom was put on the yield chart of the 10-year bond. Over the 36-year bull market,
bond bears reluctantly had to do a dance with the bulls as rates continued lower. Bond bears
saw the November election as the breakup of that relationship and felt they could finally go
their own way. But could they?

The Rate Hike Rally

The Fed hiked rates as expected in their March meeting by 25 basis points. On Monday March
13th the 2-year Treasury was at 1.37%, the 5-year was at 2.13% and the 10-year was at 2.62%.
After the rate hike, yields rallied and by weeks’ end yields were lower — 2-year yields were
down six basis points, 5- and 10-year yields by 12 basis points.

Can you imagine calling your retail client, fearful of higher rates, and explaining to them that
the Fed hiked rates yet the yield on the bonds we can buy went down? This is the message of
the market: bond bears hope for higher yields which still has not happened.

With the rate hike, borrowers with revolving debt or adjustable rate mortgages will get hit
with increased payments. However, bond investors had to be invested before the rate hike to
participate in the price rally. When the 2.60% yield level on 10-year Treasury bonds held on
March 13th, bonds subsequently rallied to 2.40% giving the bond bulls confidence the rally
could continue. The result is that new investors aren’t likely to get the benefit of higher rates
in this rally that is occurring into the end of the first quarter.

You Can Call It Another Lonely Day

Since Obamacare was put into place, the House of Representatives during the last administra-
tion wanted to “repeal and replace” the bill. The current President wanted to make it his first
agenda item under his administration. The Freedom Caucus and moderate Republicans in the
House could not reach agreement. Washington rhetoric started flying, Some pundits said a
1000 point drop in the Dow was possible if the bill did not pass. Predictions of large layoffs
in the healthcare sector probably spooked some in Congtress as well.

Trump called for the House to vote on March 24th, but as the day wore on it became appar-
ent there were not enough votes to pass and Paul Ryan pulled the bill. The result was stocks
opened down on Monday, March 27th but closed up on the day.

The election brought anticipation of fiscal policy changes. Specifically, up next are:

B Corporate and individual tax reform
M Regulatory reform

B Infrastructure spending program

Past performance is not indicative of future results.

This is nat a recommendation to buy or sell a particular security. Please see attached disclosures.
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The Disconnect

Stocks have spent the last weeks of March consolidating the fourth
quarter 2016 gains. Bonds have rallied after the Fed rate hike. What
gives? Who is right? Past efforts to stimulate the economy 4 la QE1
and QE2 from the Great Recession have produced a low growth re-
covery. Stocks have favorably anticipated tax reform as being able to
re-price the S&P 500 multiple higher in 2018. However, the Atlanta
Fed reduced fourth quarter GDP projections to below 1%. Fed Chair
Janet Yellen was more dovish in her minutes after the rate hike than
hoped for by bond bears. So bonds and stocks appear to be predicting
different outcomes to the next round of fiscal stimulus that will be
negotiated in Washington.

How can 1 ever change things that I feel?

The Structure of Debt — Impediment to Growth

At the household level, debt is just treated as a line item in a check-
book. Low interest rates make it difficult to pay back debt because
the monthly payment is skewed towards the principal side. For the
same payment, people take on more debt at lower rates. Simply put,
if I have mortgages at 3% and at 6% that both have $1000 monthly
payments, it is easier to pay down the mortgage at 6% because I have
less debt. We believe that because of the low interest rate environ-
ment, moderate tightening by the Fed is a much more powerful tool in
restraining economic growth when rates begin to rise because of this
imbalance of principal debt on the household balance sheet.

The federal deficit gets even trickier. I am not going into a PhD level
dissertation on this but let’s assume rates go to 5% on a $20 trillion
deficit (and growing). That is a $1 trillion interest expense the good
old USA would be paying; That really starts to dwarf a $1 trillion dollar
infrastructure plan.

The bottom line is debt is deflationary. We have a ton of it everywhere
and that is what bonds may be predicting. Deficits, debt, more low
growth, and maybe a Fed that is further along this rate hike cycle than
in past cycles — all are certainly part of a discussion to have about
how high can rates really go.

We believe one thing is apparent. Bond bulls and bond bears after a 36
year bull market are splitting. And they can go their own way.

More Comments on Fixed Income

The taxable bond portfolios have been the benefactor of the rally in
Treasury prices. Keep in mind bonds are meant to be held and not
traded. If higher yields occur, we are re-investing at higher rates. De-
mographic changes tend to change spending and investing habits in an
aging population. Throw in pension funds and insurance companies
starved for yield after eight years of ZIRP and demand for bonds
may keep overall rates in this Fed hiking cycle lower than bond bears
would like.

Municipal bonds in a seasonally weak time period have benefited from
reduced new issue supply. Changes to the ACA have kept hospitals
from the market as they try to assess the financial implications. An
infrastructure program and regulatory reform have kept issuers from
roads and bridges to clean water agencies on the sideline as they wait
to see the changes that will take place.

The lack of supply in munis plus the threat of higher rates have pushed
investors into purchasing shorter bonds in the 3- to 5-year maturity
range. The percentages of Treasuries are in the upper 70 to low 80%
range and in our opinion don’t appear to be of much value. Purchas-
ing investment grade corporates in the 3- to 5-year range seems a more
compelling value.

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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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 per-
formance 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 circumstances. Past
performance does not guarantee future results.

This document may contain certain information that constitutes forward-looking statements which can be
identified by the use of forward-looking terminology such as “may,” “expect,” “will,” “hope,” “forecast,”
“intend,” “target,” “believe,” and/or comparable terminology (or the negative thereof). No assurance,
representation, or warranty is made by any person that any of Clark Capital’s assumptions, expectations,
objectives, and/or goals will be achieved. Nothing contained in this document may be relied upon as a
guarantee, promise, assurance, or representation as to the future.

The Dow Jones Industrial Average is a stock market index that shows how 30 large publicly owned com-
panies 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 freefloat-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 S8P 500 Index measures the performance of 500 large companies in leading industries of the U.S.
economy, capturing 80% of U.S. equities.

The Barclays U.S. Government and Credit Bond Index measures the performance of U.S. dollar denomi-
nated 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 assumes rein-
vestment 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 assumes rein-
vestment of all distributions and interest payments.

The Barclays 5-Year Municipal Bond Index is the 5 Year (4-8) component of the Municipal Bond index. 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.

The CBOE Volatility Index® (VIX®) is a key measure of market expectations of near-term volatility

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 S8P 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 S8P 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 accord-
ing to the market size of each bond type. Most U.S. traded investment grade bonds are represented.
Municipal bonds, and Treasury Inflation-Protected 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 foreign 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.

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 individual
investors, 210,000 Financial Advisors, and 1,700 institutional clients around the warld.

For each separate account with at least a three-year history, Morningstar calculates a Morningstar
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 consis-
tent 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.

© 2017 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to
Morningstar and/or its cantent 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 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 indus-
try. 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 securities 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.

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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