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DO IT AGAIN
“And now we’re back where we started”
“Here we go around again”

As I begin to pen the second quarter review, a song from the Rock and Roll Hall of  Fame band 
The Kinks keeps rolling through my head. “Do It Again” is artistry at its best by the British 
band. Unlike when it came out in 1984, I can now listen to it on my iPhone, go to YouTube 
and watch the video on my phone, or turn on Roku on my TV and watch on it on the larger 
screen all without getting out of  my chair. 

Fast forward to 1994, when Amazon launched. Hard to remember, but it was a little bit ig-
nored at first, with people thinking, “What’s so great about buying books online?” Facebook 
followed in 2004, Uber in 2009, Bitcoin in 2009, Instagram in 2010. The common thread that 
makes all these technologies work? The iPhone, celebrating its 10th anniversary this year.

The iPhone and cell phone technology created a demand for faster and faster internet service, 
along with ever increasing data plans. Sharing information, connecting with others personally 
and professionally, seeking and/or creating entertainment… the list goes on and on showing 
how intertwined we are with our cell phones. It is a disruptive technology and has changed 
socialization patterns and how we live our lives. The speed of  change is startling.

But for our purposes here, let’s slow things down and look at few important dates for the Fed:

�� 1987 Stock Market Crash
�� 1997 Thailand Baht Starts the Asian Crisis
�� 2007 Financial Crisis
�� 2017????

So far this year: in June the Fed increased the Federal funds target for the fourth time in this 
tightening cycle. They also announced a plan to pare back their balance sheet during their pro-
cess of  “normalization.” The Fed can read the government-supplied numbers but does that re-
ally illustrate the fundamental changes in consumer behavior caused by the internet companies 
mentioned above? So what is the Fed model’s reaction? The same reaction as they always have 
to the data. But despite that reaction, the economy is behaving differently this time. We can’t 
get a sustained growth in GDP that will help alleviate the deficits being created at the federal, 
state and local levels of  government.

Amazon Buys Whole Foods
Fed Chair Yellen insists when growth slows it is “transitory,” and inflation below target is 

“transitory.” Do you think Amazon buying Whole Foods is inflationary? Food delivery at home 
is one more reason not to use your car or, for that matter, not buy a car at all. The Whole 
Foods stores will also be places to pick up goods bought through Amazon Prime. This pur-
chase is a part of  Jeff  Bezos vision of  how the consumer will live in the future. Amazon can 
compress margins in the food industry and continue to drive retail purchases away from malls. 
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The day the deal was announced, Walmart, Costco, and Kroger shares 
were pummeled.

The Amazon purchase of  Whole Foods is probably deflationary. But 
since everything the Fed looks at is “transitory,” the question really 
becomes: Is this purchase by Amazon “transitory” or truly “transfor-
mational”? The low interest rates that persist in the bond market seem 
to contrast with the Fed’s models on growth and inflation. The result 
of  each transitory change made by technology drives transformational 
changes in the world.

Let’s talk about another technology that will be transformational and 
that is the development of  driverless cars. I have to assume that is 
deflationary as well, all the way down to the local government level. 
Think about your local municipality losing revenue from parking and 
speeding tickets and DUI offenses. Millennials don’t find having driv-
er’s licenses or owning cars a priority now. Maybe the baby boomers 
as they downsize will also decide to get rid of  a car and lower our 
car insurance as well. The tentacles of  deflation will spread far and 
wide when driverless technology hits the masses. Will driverless cars 
be transitory or transformational?

For the Fed “Transitory” is a term used to say that the economic mod-
els will get back in sync. “Normalization” in Fed speak says, “Let’s go 
back where we started, where unicorns run free in the fields and candy 
is growing from trees.” But what date do we go back to? 1987? 1997? 
2007? The central banks saved the world in 2007. But the economic 
patient has been sedated for 10 years and I doubt when it wakes up 
it will agree that the economy of  Apple, Amazon, Google, YouTube, 
Facebook etc. is anything like an economy they have seen before.

The Fed is in an interest rate tightening mode. The initial hikes in the 
economic expansion don’t mean a whole lot until suddenly they do. 
With no history of  unwinding a balance sheet of  this size, the Fed will 
monitor if  this in itself  magnifies the rate hikes so far. Back where we 
started? 

No, its 2017 and the adage “Don’t fight the Fed” is back because here 
we go around again.

Navigator Taxable Bond Portfolio
As the quarter closed, the European Central Bank and the Bank of  
England hinted that as economies continued to recover “some remov-
al of  monetary stimulus is likely to become necessary.” Now all major 
central banks seem to be in sync with moving away from easing with 
our Federal reserve leading the way, already four interest rate hikes 
into this cycle.

During this quarter, we noticed a large amount of  selling going on in 

the front end of  the yield curve. My supposition is that this has been 
the banks clearing the decks to be “requested” by the Fed to buy some 
of  the debt off  their balance sheet. So far, so good, as the market 
volatility has been low and liquidity firm.

With the front end of  the yield curve finally providing some incremen-
tal yield, we have been barbelling the portfolio. Taking positions with 
durations in the 1-3 year range, and adding durations in the 6-8 year 
range could be a benefit if  the yield curve continues to flatten.

Our percentage of  investment grade corporate holdings increased 
during the quarter. We had a few of  our high yield bonds mature and 
called during the quarter, reducing our exposure to this sector. If  and 
when high yield sells off, providing a better risk/reward scenario, we 
will look to increase our exposure again.

Navigator Tax-Free Portfolio
The highlight of  the quarter was the anticipated re-investment of  the 
June through August coupon interest and maturing bonds coming due. 
This positive seasonality in munis coupled with 10-year Treasury bond 
rallying to the 2017 low point of  2.12% on June 14th has led to it be-
ing a seller’s market. 

We have taken the opportunity during this positive market tone to 
reduce 3% coupons, as well as some 4% coupons, and reduce duration. 
We liked a couple of  note deals that were priced during the quarter 
as a place to put some cash to work in the one year area of  the curve.

On the credit side of  things, Puerto Rico Government Development 
Bank (GDB) reached a deal with its bondholders. Generally investors 
would receive 55 to 60 cents on the dollar. This will set a tone for 
further negotiation with the general obligation bonds going forward.

By the end of  the quarter, Illinois debt was being threatened by the 
rating agencies with a downgrade to junk bond status. Illinois has not 
had a state budget passed in two years and the credit agencies are 
putting pressure on the state through the downgrade warning. Yield 
spreads widened out but interestingly AGM and BAM municipal in-
surers were willing to quote insurance for various Chicago credits and 
the state’s general obligation bonds. We have taken a couple of  posi-
tions in selective Illinois credits that we felt offered extra yield versus 
the general market.

Not to be outdone by Illinois, New Jersey was looking at a govern-
ment shutdown as the July 4th weekend approached. As with Illinois, 
New Jersey is failing to pass a state budget as law makers cannot agree 
on much. With a lame duck governor, the New Jersey issue will con-
tinue to be in the headlines.
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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 S&P 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 (4-6) 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 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 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 world.

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 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 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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