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The "Recession Coming In The Next 6
Months” Keeps Getting Delayed

Market Review

As the first quarter ended, markets endured the turbulence of major bank failures,
but staged a late March rally when sentiment reached a pessimistic extreme. The
hawkish Fed continues to be the major concern, and after that March rally, markets
stalled in April. However, when the Fed raised rates 25 basis points in early May,
investors celebrated, as the Fed's language was interpreted as signaling a “pause” in
its hikes. Markets rallied immediately following, as their belief in a less hostile Fed
combined with dramatic improvements in earnings expectations and a strong job
market/consumer.

The rally was fueled, in particular, by the broader adoption of Al technology; while
the market move in this space has been dramatic, it is too early for us to tell if the
gains are sustainable, or if Al faces a crowd-driven bubble. Nevertheless, leadership
among Technology has been dramatic, as the sector is up 44.5% year to date,
accounting for 10.2% of the S&P 500's 16.4% gain.

During the first half of the year, the market's distribution proved enormously uneven
as Technology, Consumer Discretionary, and Communications Services each gained
over 34%. Combined, the three sectors drove 16.2% or over 98% of the S&P 500's 16.4%
gain! Healthcare, Utilities, and Energy are down for the year, in contrast.

Market breadth did improve somewhat in June, as mid-caps and small-caps

have produced short-term chart breakouts. As we will discuss below, a number

of prominent warning signs of recession have proven to be incorrect, and June's
unemployment report showed a 3.6% unemployment rate. We believe we are unlikely
to face a recession, while the jobs market upholds this level of robustness.

Second Quarter Portfolio Highlights

The portfolio entered the quarter defensively positioned with maximum
allocations to U.S. Treasuries, but markets had already begun recovering
from the regional banking crisis. In early April, equity and credit markets
continued to improve, and thus on April 13th, our models recommended
risk-on allocations, increasing equity to maximum weights and reducing

U.S. Treasuries to minimum weight. Since the trade on April 13th, the S&P
500 gained 7.6%, while U.S. small-caps were up 4.1%. International equities
lagged, as broad international equity increased by 0.2%, while international
small-caps fell by 0.7%. As the quarter developed and the rally expanded, our
models have maintained their strong bullish bias.

The portfolio usually employs a 70-30 mix between U.S. equity and
international equity; however, in May, we deviated from this and
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overweighted international equities, moving to a
60% U.S. and 40% international mix. This change
was driven by a large valuation gap between

U.S. and international equities, and our belief that
the Fed's eventual pause will create downward
pressure on the dollar and will boost international
equities.

For the entire quarter, U.S. equities outperformed
international, driven by mega-cap Technology. The
S&P 500 was up 8.7%, while U.S. small-caps gained
3.4%. Broad international equity was up 2.7%, while
international small-cap was up 2.0%. U.S. Treasuries
produced losses as interest rates slowly ground
higher, losing 1.9%. Cash equivalents were up 1.1%,
and cash continues to compete well against bonds,
given the inverted yield curve

Positioning and Outlook

Let's examine the four market segments important to
the portfolio and their relative yields (as seen in the table
below):

Market Segment and Yield 06/30/23

3 Month U.S. Treasury Bill Yield 5.3%
3.8%
8.5%
5.4%

Source: Ned Davis Research, Bloomberg. For illustrative purposes only. Past performance is not
indicative of future results.

10 Year U.S. Treasury Yield

Bloomberg High Yield Corporate Bond Index Yield
S&P 500 Forward Earnings Yield

As of June 30th, T-Bills yielded 5.3%, while 10 Year Treasuries
yielded only 3.8%, resulting in a 1.5% yield curve inversion,
which was the largest to end any quarter since 1981.
Remarkably, cash nearly exceeded the earnings yield of the
S&P 500 itself (of course without the potential for earnings
growth). As a result, you will not be surprised that cash
would currently be our defensive vehicle of choice.

The inverted yield curve is often viewed as a predictor of a
recession, as every recession in history has been preceded
by an inverted yield curve; however, not every inverted yield
curve is associated with a recession. Despite persistent
employment market strength, economic fears took hold of
markets. In April, a Wall Street Journal survey of economists
65% expected a recession in the next 12 months. To add

to that, the Index of Leading Economic Indicators (LEI)

has been declining since mid-2022, and its year-over-year
change is not much above COVID lows.

With recession warning signs flashing from many corners,
many investors found good reason to position themselves
defensively. However, the worries of a looming recession
have not yet come to fruition (though they persist, and may
one day come true). Credit conditions improved notably
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after the regional bank failures, showing the drama to be
isolated and limited in nature. More significantly, in our
opinion corporate earnings expectations improved, largely
due to the resolute job market. While market participants
(ourselves included) will closely monitor recession warning
signs, we believe a recession is unlikely to occur amidst
such strong employment.

Looking into the second half of this year and into 2024, we
believe investors will face the same dilemma that got the
bears into trouble - forcing them to chase performance
and buy out of FOMO (fear of missing out). Warning signs of
economic trouble facing us in the future remain, including
the aforementioned yield curve inversions and LEI. More
significantly, perhaps, will be the fact that sentiment has
improved, and has become overly optimistic in the short
term and slightly bearish in the long term.

Another large unknown will be financing costs, as new
home payments have skyrocketed amidst rising rates, and
many new car purchases can lead to payments of over
$1,000 per month. While all these concerns are real, and
make us glad to have a defensive, capital preservation
methodology in place, the first half of 2023 has proven that
in an inflationary environment, employment markets, and
the economy can surprise to the upside. We believe a
number of bullish factors endure, including:

Strong first half gains of over 10%, which 75% of the
time leads to further markets gains, with a median
gain of over 9%.

Strong, stable credit markets and slowing inflation af-
ter a spike in 2022.

Forward earnings expectations that bottomed in late
April.

Cyclical market leadership from Technology, Con-
sumer Discretionary, Communication Services, and
Industrials.

We are closely watching the lower tiers of credit quality

in both the high yield and bank loan spaces for signs that
lender confidence has soured. When that trend turns
negative, we would turn defensive and right now, we would
favor cash as king. As of today, though, the strong jobs
market and stable credit markets will keep us bullish over
the intermediate term.
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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 invest-
ments or to adopt any investment strategy or strategies. For educational use
only. This information is not intended to serve as investment advice. This mate-
rialis 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.

Fixed income securities are subject to 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 as anticipated, causing the expected maturity of a
security to increase)

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

The manager utilizes a proprietary investment model to assist with the con-
struction of the strategy and to assist the manager with making investment
decisions. Investments selected using this process may perform differently
than expected as a result of the factors used in the model, the weight placed
on each factor, and changes from the factors' historical trends. There is no
guarantee that Clark Capital's use of a model will result in effective investment
decisions

Equity securities are subject to price fluctuation and possible loss of principal.
Stock markets tend to move in cycles, with periods of rising prices and periods
of falling prices. Certain investment strategies tend to increase the total risk

of an investment (relative to the broader market). Strategies that concentrate
their investments in limited sectors are more vulnerable to adverse market,
economic, regulatory, political, or other developments affecting those sectors
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References to market or composite indices or other measures of relative
market performance over a specified period of time are provided for your
information only. Reference to an index does not imply that your account will
achieve returns, volatility or other results similar to that index. The composition
of the index may not reflect the manner in which a portfolio is constructed in
relation to expected or achieved returns, portfolio guidelines, restrictions, sec-
tors, correlations, concentrations, volatility or tracking error targets, all of which
are subject to change. Investors cannot invest directly in indices.

The S&P 500 measures the performance of the 500 leading companies in
leading industries of the U.S. economy, capturing 80% of U.S. equities,

A Treasury Bill (T-Bill) is a short-term U.S. government debt obligation backed by
the Treasury Department with a maturity of one year or less. Treasury bills are
usually sold in denominations of $1,000.

The 3 Month Treasury Rate is the yield received for investing in a US govern-
ment issued treasury security that has a maturity of 3 months.

The 10-year Treasury yield is the yield that the government pays investors that
purchase the specific security. Purchase of the 10-year note is essentially a loan
made to the U.S. government.

The Bloomberg USD High-Yield Corporate Bond Index is a rules-based, market-
value-weighted index engineered to measure publicly issued non-investment
grade USD fixed-rate, taxable and corporate bonds

A leading economic indicator (LEI) is economic data that may correspond with

a future movement or change in the economy. Leading economic indicators
can help to predict an occurrence or forecast the timing of events and trends in
business, markets, and the economy.

The volatility (beta) of a client's portfolio may be greater or less than its respec-
tive 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

International Securities means securities listed on a foreign stock exchange
and includes, but is not limited to stocks, shares, bonds, debentures or
other debt securities, notes, rights, units, options and any other instruments
representing rights to receive, purchase or subscribe for same; Based on 7
documents.

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-508
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