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Weecovery
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Like many of us, quarantine, social distancing and a lack of TV sports programming
have adjusted my daily pre-bedtime tv hour to Netflix. After finishing Tiger King, we
moved on to the Scottish romance—Outlander. If you are unfamiliar, think of a mix of
the Hallmark Channel and Game of Thrones set primarily in Scotland in the mid1700s. Now finishing the 3rd and final season, the depth of my Scottish vocabulary is
now rivaling my Yiddish. Applying this new language set to the ongoing economic
recovery, one which is demonstrating fits and starts paralleling the stalls and reopenings of COVID-19 harmed hotspots, I think it is appropriate to classify the small
economic rebound as a W shaped “Weecovery.”

Tony Soslow, CFA®
Senior Portfolio Manager

As foreshadowed last quarter, quick and forceful countercyclical fiscal ($2.3T Cares
Act) and monetary measures (13 new Special Purchase Vehicles and a $2T expansion
in the Fed’s balance sheet) have lifted equity prices and reversed some of the recessionary effects of the COVID-19 shutdown. In response, there was a sharp decline in
the unemployment rate from 14.7% in April to 11.1% in June and Purchasing Manager
Indices jumped to over 50%. With the anticipation of further economic gains to come,
broad stock indices recorded large gains between 16-24% during the quarter. While
all indices gained during the quarter, large-cap growth indices again outperformed,
further stretching their spread to large-cap value and small-caps since December of
2016. From January 1, 2017 to July 8th 2020, the Russell Large Cap Growth Index has
doubled while Large Value and Small Caps have each gained just 10%.
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Persistent nominal and relative gains in large-cap growth stocks vis-a-vis all other
stocks noted above has complicated stock selection and risk management. As the
advance stretches over 3.5 years, extreme valuations of large-cap growth stocks
have spilled into both index valuation and concentration. Since growth stocks have
a larger portion of their cash flows further in the future than cyclical or value stocks,
their higher bond duration benefits from both low and falling interest rates. Together
with intrinsically high free cash flow margins, big grower trailing P/Es have been
bid-up to 110 and forward P/Es to 71. The relative trailing big grower P/E of 110 is a
record 4.5 times greater than the market (excluding periods of negative earnings).
Additionally, the relative free cash flow yield at -3.25% is also higher than the prior
peaks in growth outperformance seen during the tech-led Go-Go run of the 1960s,
the Nifty-Fifty of the 1970s or of the New Economy of the late 1990s. Concentration in
the five “near-monopolies”, Microsoft, Apple, Amazon, Google and Facebook, are now
over 18% of the market’s total capitalization. As of the beginning of the third quarter,
the two largest companies, Microsoft and Apple, had a combined 10% weight that
became larger than the total weight of the Russell 2000 within the Russell 3000 index. From a risk management/volatility perspective, it is now becoming more difficult
to mathematically justify increasing the portfolio weight of just two companies versus
a diversified bucket of 2000 companies.
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Vaccine!
In early July, U.S. COVID-19 infections accelerated from the
springtime curve, flattening to surpass three million total
cases. As the shape of the new infection rate curve first
accelerated, then flattened and then accelerated again, a
corresponding outperformance in growth vs. value occurred.
An accelerating infections curve or second wave limits
business and school openings, helping the non-cyclical,
or growth, cohort, while prospects of a slowing new infection rate or vaccine progress has helped cyclical, or value,
stocks. Growth is also the relative beneficiary of political
wrangling over a near term fiscal stimulus package to
bridge the cliff of the July-ending unemployment insurance
surplus.

acteristics of the All Cap strategy remain solid in comparison
to the S&P 500 as it possesses a current P/E of 20.3 vs. 23.3
and lower earnings variability combined with higher gross
and net profit margins with similar business growth characteristics.

Ticker

Quarter Ending
June 30, 2020

Average Weight
(%)

Contribution to
Return (%)

Top 5 Contributors

WSM

Williams-Sonoma, Inc.

1.86

1.42

AAPL

Apple Inc.

3.76

1.42

AMZN

Amazon.com, Inc.

3.18

1.15

PHM

PulteGroup, Inc.

2.09

1.01

MSFT

Microsoft Corporation

3.20

0.89

Top 5 Detractors

Can Value catch a break or are social distancing, work-fromhome, online learning, low interest rates, recession and low
tax rates permanent? In each of our equity strategies we
have attempted to have a balance of companies which a)
are currently benefitting from the stay-at-home environment and b) have the balance sheets and business models
to survive the current recession and thrivein the recovery.
Technology is a large sector holding in each of our strategies overall, but is often smaller than its respective weight
in many of our benchmarks. Thus far over 100 biotech and
pharmaceutical companies are working diligently to find a
vaccine for COVID-19. Unfortunately, scientific testing and
regulations take time, so a safe cure is not on the immediate
horizon. While we always prefer our value and quality bias
to pay immediate relative performance dividends, I believe
it would be irresponsible and risky to bet against scientific
progress by transitioning our entire portfolios to an undiversified portfolio of high momentum technology.

JCOM

J2 Global, Inc.

1.74

-0.39

AIZ

Assurant, Inc.

0.34

-0.16

SJM

J.M. Smucker Company

0.72

-0.15

GL

Globe Life Inc.

1.46

-0.14

AXP

American Express
Company

0.31

-0.08

Source: Factset. For illustrative purposes only. Past performance does not guarantee
future results. The holdings identified do not represent all of the securities purchased,
sold or recommended for advisory clients. In the chart above, “weight” is the average
percentage weight of the holding during the period, and “contribution” is the contribution
to overall performance during the period. To obtain the calculation methodology and a list
showing every holding’s contribution to the overall composite during the period, contact:
PortfolioAnalytics@ccmg.com.

Diversified All Cap Gains
For the second quarter of 2020, the Navigator® All Cap
strategy had a return of 19.70% (18.85% net) vs. a 22.03% gain
in the Russell 3000 index. For the past five years ending
June 2020, All Cap gained 4.55% gross on annualized basis
(1.47% net) vs. 10.03% for the Russell 3000. Our positioning
in Consumer Discretionary and Real Estate helped relative
performance while our positioning in Industrials and Information Technology acted as a drag in the second quarter
of 2020. Portfolio holdings in Williams-Sonoma and Apple
helped relative performance while holdings in J2 Global and
Assurant hurt performance. During the quarter, the strategy
was overweight having large-cap companies with market
capitalizations above $15 billion. The value and quality char-
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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 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.
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). 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.
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.
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.

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.
Past performance is not indicative of future results. This material is not financial
advice or an offer to sell any product. Not every client’s account will have these
exact characteristics. The actual characteristics with respect to any particular
client account will vary based on a number of factors including but not limited
to: (i) the size of the account; (ii) investment restrictions applicable to the account, if any; and (iii) market exigencies at the time of investment.
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 industry. There is no assurance that any securities, sectors or industries
discussed herein will be included in an account’s portfolio. Asset allocation will
vary and the samples shown may not represent an account’s entire portfolio
and in the aggregate may represent only a small percentage of an account’s
portfolio holdings. 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 performance 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-669

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