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PLAYING DEFENSE

Investors and asset managers alike are happy to turn the page from 2018 to 2019. Last
year was a tough year for the markets. While 2018 started strong on the heels of tax
legislation, it then faded as trade tensions, rising interest rates, peak earning growth,
and geopolitical concerns at home and abroad weighed heavily on the global markets.
In hindsight, it looks like 2018 turned out to be a year of consolidating the strong
gains achieved since the Presidential Election in 2016.

Our expectations coming in to 2018 called for an uptick in volatility and the return of
normal market corrections. We have certainly seen both of these expectations realized
with risk assets suffering through several declines and the S&P 500 suffering two 10%
corrections.

In review, the second half of 2018 was lower for all risk-on asset classes from U.S.
equity to foreign equity, high yield debt, and commodities. Risk-off asset classes ended
the year higher with Treasuries and investment grade debt benefitting from a flight to
safety and municipal bonds ending with the highest returns.

U.S. Equity — A Regime Shift in U.S. Stocks

The U.S. equity portion of the MultiStrategy portfolios ranks a number of U.S. equity
styles and factors using Clark Capital’s relative strength-based ranking methodology,
and then purchases those ETFs with higher rankings (and avoids those with lower
rankings), assembling them into a portfolio that seeks to outperform the Russell 3000.

Times of transition and regime changes in market leadership are some of the most
difficult phases for investors to manage, and the fourth quarter represented a major
regime shift to defensive U.S. stocks. Though we had seen growth stocks’ momentum
slowing as the quarter began, the portfolio was still aggressively positioned in Small
Cap Growth and momentum stocks as the quarter began.

Quickly, Small Cap Growth fell out of favor and the portfolio’s focus shifted towards
large caps and defensive, lower beta names (USMV and HDV). Large Cap Growth
(SPYG) also eventually fell out favor in the portfolio, as its longer-term market leader-
ship faded in November.

Once our relative strength models signaled caution in U.S. equities and credit in No-
vember, we became even more defensive, and increased our position in cash up to
15%. As the decline steepened and the oversold conditions became the most extreme
in over two years, we put that cash back to work on December 21st. As it turned out,
the markets went even lower until 2 Christmas Eve bottom, from which markets have
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since found footing and rallied. The following were other devel-
opments in the portfolio during the quarter:

For the quarter, Large Cap Value (SPYV) declined 11.98%, Large
Cap Growth (SPYG) declined 14.63%. Small Cap Value (IJS)
trailed all styles with a 20.60% decline, while Small Cap Growth
fell IJT) by 19.77%. Momentum stocks (MTUM) declined
15.44%, while Minimum Volatility (USMV) declined 7.56%.
The S&P 500 (SPY) fell by 13.52%.

Defensive, lower-beta ETFs dominated the portfolio in the
fourth quarter, as they were the only theme within our model
rankings that beat the S&P 500 itself. As the decline deepened
and became more extreme, we did not want the portfolio to be
100% allocated defensively near a major bottom. As a result, we
added a large position in the S&P 500 Index itself (IVV), which
was near the top of our rankings.

In aggregate, the portfolio is overweight the Utilities, Consumer
Staples, and Energy sectors, and underweight Technology, Con-
sumer Discretionary, and Communications Services. The portfo-
lio avoids mid-cap and small cap stocks, as their relative strength
trends remain weak. However, we do recognize that they could
present a nice opportunity if markets and the U.S. economy dis-
play improved confidence as 2019 develops.

The top contributors to the equity portfolio during the quarter
were the iShares Edge USA Minimum Volatility ETF (USMYV)
and the iShares Core High Dividend ETF (HDV). The top de-
tractors were the iShatres Russell 2000 Growth ETF (IWO) and
the SPDR S&P 500 Growth ETF (SPYG).

Fixed Income — A Defensive End to the Year

During the period, fixed income markets came under some
selling pressure as risk assets in general weakened. While high
yield bonds had previously held up well compared to U.S.
Treasuries and investment grade corporate debt, the weakness
spread to high yield debt as tariff concerns and commodity
market weakness impacted the asset class.

As a result, in mid-November, the fixed income portion of
the strategy’s allocation model shifted from favoring high yield
bonds to cash equivalents, ending the year in a defensive posi-
tion. The change in the portfolio’s allocation marked the end
of 32 consecutive months allocated to high yield bonds. In the
previous quarter’s commentary, we said that “the alpha of the

strategy is driven by the disciplined and quantitative top down
relative strength research process that determines the strategy’s
sector exposure within fixed income.”

Since the strategy’s allocation to high yield debt in February
2016 through the mid-November allocation change, high yield
bonds significantly outperformed other fixed income sectors.
Over that period, the Bloomberg Barclays Corporate High
Yield Index gained 27.15%, the Bloomberg Barclays Aggregate
Bond Index advanced only 2.07%, and the Bloomberg Barclays
US Treasury 7-10 Year Index lost 3.35%.

Outlook

We enter 2019 in the midst of a correction with a ton of un-
certainty hanging over the markets. While there are risks that
the markets and economy face, we believe there is no immedi-
ate risk of a recession in the US. economy. A lot of the same
headwinds that pushed against the market in the second half
of 2018 will continue to be concerns in 2019 such as slowing
earnings growth, Brexit and the Italian budget standoff with
the European Union, the China trade war, the growing budget
deficit here in the US., and the risk of a Fed policy mistake.
However, we feel confident that the U.S. economy will continue
growing, although at a slower pace, and expect a 2.3% GDP
growth rate in 2019.

In a year that saw a wide variety of asset classes decline in value,
credit markets were no exception. For high yield, 2018 goes
down as the fifth worst year on record. Since the data begins
in 1987, this is only the fourth year where total return has been
negative for both investment grade and high yield bonds. The
only other years were 1994 (when the Fed surprised the markets
and aggressively hiked rates), 2008 (the global credit crisis), and
2015 (when commodity weakness drove asset prices lower).

With the major central banks data-dependent, we anticipate an-
other volatile year for credit, which we believe requires an active
approach to managing fixed income. The current correction
should be viewed within the context of continued economic
expansion and once the correction runs its course, the secular
tailwinds for the market should kick in and a new cyclical bull
market will begin.

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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Past performance is not indicative of future results. For fee schedules, please contact your
advisor or refer to AssetMark’s Form ADV Part 2A. The Firm’s policies for valuing portfolios,
calculating performance and preparing compliant presentations are available upon request.
Management and performance of individual accounts may vary due to differences such as the
availability of securities, trading implementation or client objectives, and market conditions. All
investments involve risk, including loss of principal and there is no guarantee that investment
objectives will be met.

This is not a recommendation to buy or sell a security or to adopt a particular investment
strategy. The opinions expressed are those of Clark Capital Investment Management Group and
are subject to change without notice. The opinions expressed 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. Clark Capital reserves the right to modify its current investment
strategies based on changing market dynamics or client needs.

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. 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 relative strength measure is based on historical information and should not be considered a
guaranteed prediction of market activity. It is one of many indicators that may be used to ana-
lyze market data for investing purposes. The relative strength measure has certain limitations,
such as the results being impacted by an extreme change in a security price.

It should not be assumed that any of the securities transactions, holdings, or sectors discussed

were or will be profitable, or that the investment recommendations or decisions Clark Capital
makes in the future will be profitable or equal the performance of the securities discussed
herein.

There is no guarantee that any of the securities discussed herein will be included in or excluded
from an account’s portfolio at the time you receive this report. All recommendations from the
last 12 months are available upon request.

Material presented has been derived from sources considered to be reliable, but the accuracy
and completeness cannot be guaranteed.

The MultiStrategy benchmark consists of an allocation to the Russell 3000 and an allocation
to the BBgBarc US Corporate High Yield. The Russell 3000 Index measures the performance
of the 3000 largest U.S. companies based on total market capitalization, which represents ap-
proximately 98% of the investable U.S. equity market. The BBgBarc 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
S8&P is Ba1/BB+/BB+ or below. The benchmark for this composite is based upon the approxi-
mate allocation of equities and fixed income in the MultiStrategy composite. The Russell 3000
is generally representative of broad based equities. The BBgBarc US Corporate High Yield is
generally representative of broad based U.S. fixed income.

The volatility (beta) of an account may be more or less than its benchmark. It is not possible
to invest directly in an index.

Clark Capital Management Group, Inc. is an investment adviser registered with the U.S. Securi-
ties and Exchange Commission. Registration does not imply a certain level of skill or training.
More information about Clark Capital and its investment advisory services can be found in its
Form ADV Part 2, which is available upon request.
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