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Author 2020: Time to Play the Stimulus Music

The fourth quarter of 2019 and last year of the decade ended in a bullish froth in both
equities and bonds. The S&P 500 closed the year up 31.48%. The Bloomberg Barclays
Aggregate Bond Index finished up 8.72% and the Municipal Bond 5 Year Index was up
5.45%.

Fearful of an economic slowdown and flattening yield curve in the third quarter, the
Fed cut interest rates on August 1st and September 19th. Entering the fourth quarter
of the year, the bond market appeared to be pricing in a third rate cut of 25 basis
points depending on the October economic data. Then rumors started to surface of
liquidity problems in the repo market.

The Fed announced on October 11th that it would begin buying Treasury bills result-
ing in several hundred billion dollars pumped into the system for liquidity in the quar-
ter. In addition, on October 11th the President announced a Phase One trade deal with
Jamie Mullen China. Finally, as October closed, the Fed cut rates for a third time during the year by
an additional 25 basis points.
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There was Dancin'. and Singin'.. and Movin' to the Stimulus...

The October events of liquidity in the repo markets, a Fed rate cut and the possibility
of the de-escalation of the tariff war with China paved the way for the “risk-on" rally
into year-end:

The yield curve steepened, which is a positive sign for now in averting a
potential economic slowdown

Investment grade corporate bond spreads tightened

High yields continued to be refinanced with ease

BB high yield credits continued to rally in spread versus Treasuries

And of course, the S&P 500 broke out to new highs

Now first it wasn't easy...

The fixed income rally that we saw in 2019 began during the 4th quarter of 2018. As
we entered 2019, we said, "We are not economists, nor fortune tellers; however, we can-
not completely discount what the data is saying..and for now, it points to the likelihood
of lower rates."

That seemed to be a prescient statement as 2019 turned out to be a pretty good year
for fixed income. We really saw the benefits of using a barbell structure to construct
our portfolios when the Fed became accommodative.

Perhaps the Fed is building another bubble or perhaps inflation surprises to the up-
side. In my opinion, as a long time tactical fixed income manager, | would go with Fed
bubble. In either scenario, we believe an actively managed bond SMA can adjust to
market forces whether its credit or interest rate risk.

Past performance is not indicative of future results.
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As 2018 came to close, volatility was in high gear and we
closed with the following statement, *We view the December
2018 volatility as a liquidity event and not a credit event as

we witnessed in 2008. Since we invest in individual securities
with a fixed maturity, investing in an environment of widening
credit spreads is OK in our view." Those words really came to
fruition as the Fed shifted gears with three rate cuts during
the year and provided year-end liquidity to apply salve or
maybe gasoline to a risk-on market.

The quarter was highlighted by some credit upgrades in our
BB holdings and bonds being called as issuers were able
to refinance at favorable rates. To give you an example, a
long-term BB holding of ours had remained a BB credit for
years and in our view, was a value as we owned the 5.125%
bonds due 2021 for the front end of our barbell strategy. An
upgrade to Baa3/BBB- in October enabled the company to
issue debt for 5 years at 2.80% and 10 years at 3.45%.

Returns in the quarter were driven by:

Spread compression in investment grade cor-
porate bonds

Record low yields of BB credits in the portfolio
Stable prices in our BB credits as several were
called away, allowing us to just collect larger
cash flow from the higher coupons versus in-
vestment grade

Barbell strategy continues to perform in a favor-
able fashion versus the benchmark

2019 ends a banner year in the fixed income markets and we
believe 2020 should be more challenging. Market watchers
are concerned with an equity market trading over 19x earn-

Past performance is not indicative of future results.
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ings. As a fixed income manager, | am concerned with both
investment grade and high yield spreads, which have been
driven to the tightest level of the year by dawn of the new
decade. We can navigate through credit shocks, and we can
navigate through higher rates by using the barbell approach.
But credit spreads widening can cause some underperfor-
mance at the start of that cycle.

With the roaring 20s ahead, the question is if central banks
finally create an “inflation” hangover this decade. Having
lived through the 1970s and early 80s, | saw the effects of
inflation on a household budget. Inflation is a tax on fu-

ture spending, but what is left to go up in price? College?
Healthcare? Energy? That doesn't even include the expens-
es of cell phones and internet bills, which were never part of
a 1970s household budget.

People generally have more financial resources today and
higher interest rates would be welcome to most house-
holds awash in cash from equities and savings over the
last few years. However, we saw what happened when the
2-year Treasury moved to 3% last December to the equity
market—a sell-off ensued.

The roaring 20s lie ahead. The punch bowl has been spiked
for a decade now. Central banks have not only intervened
time and time again, and they are intertwined with the econ-
omy now more than ever—but can they ever really stop? As
tactical managers, we will assess the markets and adjust
our portfolios accordingly to what lies ahead. Wild Cherry
had it right in the late 1970s, C'mon Fed boys, lay down and
boogie and play that funky stimulus till you.....?

This is not a recommendation to buy or sell a particular security. Please see attached disclosures.
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The views expressed are those of the author(s) and do not necessarily reflect
the views of Clark Capital Management Group. 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 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 invest-
ment 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.

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. equiities.

The Barclays Capital 5 Year GO Municipal Bond Index represents the perfor-
mance of long-term, investment grade tax-exempt bonds with maturities
ranging from four (4) to six (6) years.

The Bloomberg Barclays US Intermediate Corporate Bond Index measures
the investment grade, fixed-rate, taxable corporate bond market. It includes
USD-denominated securities publicly issued by US and non-US industrial,
utility and financial issuers that have between 1 and up to, but not including, 10
years to maturity.

S&P Clobal Ratings issue credit rating is a forward-looking opinion about the
creditworthiness of an obligor with respect to a specific financial obligation, a
specific class of financial obligations, or a specific financial program (including
ratings on medium-term note programs and commercial paper programs). It
takes into consideration the creditworthiness of guarantors, insurers, or other
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forms of credit enhancement on the obligation and takes into account the cur-
rency in which the obligation is denominated. The opinion reflects S&P Global
Ratings' view of the obligor's capacity and willingness to meet its financial
commitment as they come due, and this opinion may assess terms, such as
collateral security and subordination, which could affect ultimate payment in
the event of default.

This document may contain certain information that constitutes forward-look-
ing statements which can be identified by the use of forward-looking terminol-
ogy such as ‘may," "expect," "will," *hope," ‘forecast," "intend," ‘target," "believe
and/or comparable terminology (or the negative thereof). Forward looking
statements cannot be guaranteed. 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.

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. 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 perfor-
mance 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. CCM-1129
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