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THE DILEMMA OF SUCCESS

With my youngest now 19 and off to college in the fall, I begin to consider my parenting obli-
gations as both boys are now technically adults and on their own. Do my wife and I now “stand
back and just let go,” claiming “mission accomplished” or do we need to continue our mild
helicoptering, advice offering and nudging? Albeit on a much different scale, the Fed is also
confronted with their own Dilemma of Success as recently released data show the May PCED
year-over-year core inflation rate finally hit 2.0% — matching their official target established
in a statement on January 12, 2012. Combine that with the current unemployment rate being
below what is considered full employment and Fed officials have reached all objectives and are
thus facing a similar conundrum. What to do now?

Is Micromanaging Helicoptering?

Certainly, robust U.S. economic strength and rising levels of wage growth provide support for
the Fed’s continued scheme of monetary policy normalization (I call it tightening) through the
end of next year. Global economic activity as measured by the broad-based Purchasing Man-
ager’s Index (PMI) accelerated in June, nearly matching February’s three-and-a-half year high.
Growth was noticeably stronger in developed markets as the U.S. PMI hit 56.2 or just shy of
May’s three-and-a-half year high and Europe’s index at 54.9 also predicts strong GDP gains.
Tightening labor markets corroborate the PMI statistics and the Fed’s agenda as sustained
2.7% average hourly earnings gains have enticed 600,000 workers to return to the work force.
This has driven the prime-age employment/population ratio higher to 79.3%, matching the
cycle high hit in February. While current conditions depict near economic petfection, the Fed
policy dot plot of likely future short-term interest rates implies that the yield spread between
10-year and 2-year U.S. Treasury rates (currently at just 0.30%) could turn negative by yearend.
Historically, negative yield spreads correspond to investor expectations for slower economic
growth and often precede recessions. As the Fed seems resolute in maintaining their current
monetary micromanagement, little weight appears to have been given to “just letting go.”

Celebrating Small Failures

Optimum levels of current inflation and high levels of expected economic growth face head-
winds from a nearly negative yield curve following seven interest rate increases since 2015.
Free market economists may argue that the planned four additional rate hikes, which will drive
the fed funds rate to 2.75 to 3.00%, are unnecessary. I am not sure if trade wars, labor market
tightness, increasing energy or freight costs or a combination of these will slow economic
growth. However, I am concerned that if the Fed maintains its current path, monetary policy
will hasten a recession, causing undue harm or a hard landing. The recent contraction in the
yield spread implies that policy is already dampening investor expectations. Given the low yield
spread and the balance of positive and negative influences on future growth, in our view aban-
doning the current interest rate tightening regime would be likely to lengthen the recovery and
allow the economy to naturally descend into a soft landing, Instead of helicoptering around
each cycle — transitioning from easing to tightening to easing again — this is a perfect time
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for the Fed to allow weaker parts to naturally fail and allow creative
destruction to build more sustainable players for the future.

ADR Steady into lts Second Decade

The Navigator International Equity/ADR strategy delivered annual-
ized gains of 9.56% gross (6.34% net) vs. the gains of 5.99% for the
MSCI All Country World ex USA Index over five years ending June
30, 2018. For the second quarter of 2018, the strategy lost 2.84%
gross (3.58% net) versus the 2.61% loss in the MSCI All Country

World ex USA Index. Our positioning in Industrials and Technology
helped the relative performance while positioning in Financials and
Utilities acted as a drag. Our holdings in Michael Kors Holdings Ltd.
and Sony Corp. helped performance in the quarter as positions in
Grupo Financiero Galicia and Essent Group Ltd. hurt the perfor-
mance. In the quarter, strong performance in our positions in South
Korea and China was offset by weaker performance in Argentina and
Chile. The value characteristics of the ADR strategy remain more
compelling than both its US. and international benchmarks as the
current P/E of 13.4is less than that of the S&P 500 (18.9) and EAFE
(15.2) with similar quality and business growth characteristics..
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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 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. Past
performance does not guarantee future results.

Al investments involve risk, including loss of principal and there is no guarantee that investment objec-
tives will be met.

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.

Gross performance shown is presented gross of investment advisory fees and includes the reinvest-
ment of all income. Gross returns will be reduced by investment advisory fees and other expenses that
may be incurred in the management of the account. Net performance includes the deduction of a 3.0%
annual wrap fee, which is the highest anticipated wrap fee charged by any sponsor. Management and
performance of individual accounts will vary due to differences such as the availability of securities, trad-
ing implementation or client objectives, and market conditions. For a fee schedule, please contact your
advisor or refer to AssetMark’s Form ADV Part 2A. If you enter into an agreement directly with Clark
Capital, refer to Clark Capital’s Form ADV Part 2A. The Firm’s policies for valuing portfolios, calculating
performance, and preparing compliant presentations are available upon request.

There is no assurance that any securities, sectors or industries discussed herein will be included in or
excluded from an account’s portfolio. 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 recommenda-
tion or decisions we make in the future will be profitable or equal to the investment performance of the
securities discussed herein. All recommendations from the last 12 months are available upon request.

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 S&P SmallCap 600 measures the small cap segment of the U.S. equity market. The index is designed
to be an investable portfolio of companies that meet specific inclusion criteria to ensure that they are
liquid and financially viable.

The Russell 2000 Index measures the performance of the 2000 smallest U.S. companies bhased on total
market capitalization in the Russell 3000, which represents approximately 11% of Russell 3000 total
market capitalization.

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 free float adjusted market capitalization index that is designed to
measure equity market performance in the global emerging markets.

The MSCI All Country World ex USA Total Return (MSCI ACWI) is a market capitalization weighted index
designed to provide a broad measure of equity-market performance throughout the world. The MSCI
ACWI is maintained by Morgan Stanley Capital International and is comprised of stocks from both devel-
oped and 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 CBOE Volatility Index (VIX) is a forward looking index of market risk which shows expectation of
volatility over the coming 30 days.

The MSCI EMU Index (European Economic and Monetary Union) captures large and mid cap representa-
tion across the 10 Developed Markets countries in the EMU. The index covers approximately 85% of the
free float-adjusted market capitalization of the EMU.

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.

Bloomberg Barclays U.S. Government/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 one year.

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

The B of A Merrill Lynch U.S. High Yield Index tracks the performance of below investment grade U.S.
dollar-denominated corporate bonds publicly issued in the U.S. domestic market.

The Bloomberg Bloomberg Barclays 7-10 Year Treasury Index tracks the investment results of an index
comprised of the U.S. Treasury bonds with remaining maturities between seven and ten years.

The Bloomberg Barclays 20+ Year Treasury Index tracks the investment results of an index comprised of
the U.S. Treasury bonds with remaining maturities greater than twenty years.

The Bloomberg Barclays Long-Term Year Treasury Index tracks the performance of the long-term U.S.
government bond market.

The Bloomberg Barclays U.S. Corporate High-Yield Index covers the U.S. dollar-denominated, non-invest-
ment 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 Bloomberg Barclays U.S. Treasury Bond Index is an issuances-weighted index measuring the perfor-
mance of the U.S. Treasury bond market, one of the largest and most liquid government bond markets
in the world.

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
investars, 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.

©2018 Morningstar, Inc. Al 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.

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.

The ranking shown may not be representative of any one client’s experience because the rating reflects
an average of all, or a sample of all, the experiences of the adviser’s clients and is not indicative of the
adviser’s future performance.
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