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Economic Growth Rebounds, but
Risks Remain

It has been quite a year so far. The markets have endured a global pandemic that
caused the deepest recession since the Great Depression, the fastest decline into
bear market territory for equities, a record recovery to new highs for the major indices,
and now the presidential election is next on the event list. A combination of fiscal and
monetary policy initiatives served to stabilize the markets and bridge the economic
chasm created by the response to the pandemic.

Now we are in a position where the economy has gradually re-opened, economic
growth has sharply rebounded, and the market, at least the S&P 500 and Nasdaq 100,
has hit fresh record highs. But there is still a lot of uncertainty with the presidential
election front and center, rising cases in COVID again here in the US., and a second
spike in cases across Europe.

The markets endured a correction in September following a run into record terri-
tory, giving back a small portion of the massive gains from the March lows. The good
news is that the uptrend remains intact, the correction has relieved some pressure
driven by overly optimistic investor sentiment, and we are beginning to see some of
the economic re-opening themes perform well, including basic materials, cyclicals,
and industrials.

Corporate bond issuance along with investment grade and high yield new issuance,
has already eclipsed its prior yearly record highs. Companies are taking advantage
of the low rates and Fed backstop and are issuing debt and refinancing existing debt
at lower rates, levering up their balance sheets. From a corporate finance standpoint,
we believe it makes sense given the yield environment. Currently, there is an insatia-
ble demand from investors for bonds, which is evident in the massive fund flows into
fixed income mutual funds and ETFs.

Given the record issuance of new debt at longer maturities with lower interest rates,
we now have record duration across fixed income asset sectors. Record duration and
the likelihood of being in a downgrade cycle highlights the risk currently embedded
in bonds. Our position is that investors need to be active and tactical in fixed income
more now than ever before. Particular attention needs to be paid to credit risk, dura-
tion risk, and liquidity risk. Our fixed income solutions manage each of those risks by
being active and tactical and as a result, we believe they are well-positioned for the
current fixed income environment.

Third Quarter Attribution

For the quarter, Fixed Income Total Return underperformed the Bloomberg Barclays
U.S. Corporate High Yield Index (gross and net of fees) and outperformed the Bloom-
berg Barclays U.S. Aggregate Bond Index (gross of fees), underperforming net of fees.
Year-to-date, the strategy is outperforming the Bloomberg Barclays U.S. Corporate

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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High Yield Index (gross and net of fees) and underperform-
ing the Bloomberg Barclays U.S. Aggregate Bond Index
(gross and net of fees).

We believe Fixed Income Total Return has done well this
year managing through challenging markets. The strategy
stepped away from risk in February and March and was
positioned defensively during the market selloff. It entered
back into high yield on March 27th, four days after the crisis
low and enjoyed the bulk of the recovery as risk assets
surged. The strategy assumed a brief risk-off position on
June 29th, which resulted in relative underperformance dur-
ing the quarter, before moving back into high yield on July
30th where it has stayed invested for the remained of the
quarter.

Our position has been lower yields for longer, and the Fed
confirmed they will keep rates low on the short end for at
least the next three years. There is no yield at the short end

of the curve. For example, the yield on Treasuries are: 0.127%,

0.277%, and 0.684% for two, five, and ten-year notes, respec-
tively. On ayield basis, high yield remains attractive with a
5.77% yield.

Credit remained firm during the quarter as the economy
reopened. Spreads contracted by over 100 basis points and
ended the quarter at 517 basis points. The high yield market
did have a correction in September, as did other risk-on
asset classes. The Bloomberg Barclays U.S. Corporate

High Yield Index declined 1.99% from its peak on 9/2/20,
which was an all-time high for the index; to its recent low on
9/25/20. During that corrective period, credit remain well
supported and there was little evidence of a flight to safety
with U.S. Treasury yields remaining flat.

Past performance is not indicative of future results.
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Outlook

We expected a “square root" type of recovery, with a very

sharp rebound in Q3, followed by slower, but still positive
growth in subsequent quarters. That type of recovery still
looks very likely as the economy continues to reopen. The

Atlanta Fed's GDP Now forecast model is calling for 35% real

GDP in Q3.

We think that the economy will rebound close to 30% on a

seasonally adjusted annual rate (SAAR) basis in Q3, then 10%
in Q4, and then average 5% in 2021. Supporting factors of the
strong recovery include a 25% year-over-year surge in the
money supply, which gives the economy a lot of momen-
tum. Housing starts have hit new highs, which equates to
pent up demand for future spending. In addition, inventories
have been drawn down as consumer spending has out-
paced inventory accumulation. Therefore, we believe that
we are likely to see inventories replenished over the next
couple of quarters, which will be supportive for growth.

There could be a fair amount of volatility around the

presidential election. It's very likely we won't have a win-
ner declared on election night, or even shortly after, due to
the massive amounts of mail-in ballots that will need to be
counted. A few key battleground states do not allow mail-in
ballots to be counted until Election Day. That alone could
result in a delay of declaring a winner. This election is likely
to end up in the courts, similar to the 2000 election, but this
time across multiple states.

In 2021, the election will be behind us, there will likely be a
vaccine that is widely distributed, and there will be more fis-
cal stimulus. We believe this will all lead to continued solid
economic growth, absent a massive shutdown again, which
there is no appetite for.

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.

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.

S&P Global 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
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

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

A S&P 'BBB' rated obligation exhibits adequate protection parameters. How-
ever, adverse economic conditions or changing circumstances are more likely
to weaken the obligor's capacity to meet its financial commitments on the
obligation.

Fixed Income securities are subject ro certain risks including, but not limited
to: interest rate (changes in interest rates may cause a decline in market value
or an investment), credit, prepayment, call (some bonds allow the issuer to call
a bond for redemption before it matures), and extension (principal repayments
may not occur as quickly anticipated, causing the expected maturity of a
security to increase).

Non-investment trade debt securities (high yield/junk bonds) may be subject
to greater market flunctuations, risk of default or loss of income and principal
than higher-rated securities.

The Bloomberg Barclays US Treasury Index measures US dollar-denominated,
fixed-rate, nominal debt issued by the U.S. Treasury.

The Bloomberg Barclays US Corporate High Yield Bond Index measures the
USD-denominated, high yield, fixed-rate 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.
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The Bloomberg Barclays U.S. Corporate High-Yield Index covers the U.S. dol-
lar-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.

Bloomberg Barclays U.S. Aggregate Bond Index: The index is unmanaged and
measures the performance of the investment grade, U.S. dollar denominated,
fixed-rate taxable bond market, including Treasuries and government-related
and corporate securities that have a remaining maturity of at least one year.

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.

Clark Capital Management Group, Inc. is an investment adviser registered with
the US. 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-505

800.766.2264 = ccmg.com



