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What is Clark Capital’s philosophy, process and approach to the equity  markets 
in the strategies?

We believe that there are a number of different ways to add value to clients’ portfolios by either add-
ing return in excess of benchmarks or by providing diversification or applying other risk-reduction 
techniques to a client’s assets. We believe using risk-reduction techniques will, in turn, enable inves-
tors to explore adding riskier assets to their portfolios in pursuit of greater returns.

In the case of the equity strategies which I manage, we conducted original research in 1990 to de-
termine which factors influence equity risks and returns. Based on this study, which was revisited in 
1998, 2003, 2008 and 2013, equity returns come from three primary factors — quality (or durable 
competitive advantage), value and business prospects. 

What are the goals of the strategies you manage?

With each of the four strategies, All Cap, SMID Cap, Small Cap and International Equity/ADR, we 
seek to outperform their respective benchmarks with less risk over a market cycle.

In the case of the Navigator All Cap Strategy, approximately half of the companies in the Russell 3000 
index have a durable competitive advantage in our opinion. They have balance-sheet and income-
statement metrics which demonstrate that they are highly likely to survive the next few recessions 
and are likely to thrive on the recoveries which follow. Approximately 750 of those companies are 
relatively cheap based on a number of value metrics which we use, and we believe about 100 of these 
have accelerating business momentum. 

What equity sectors are in the investable universe of each strategy?

Given the approximate 100 undervalued, high-quality, strong business-momentum companies de-
scribed above for each of our four strategies, we construct portfolios which are diversified across the 
six major economic sectors — Consumer, Health Care, Finance, Technology, Energy and Materials, 
and Industrials. In our view, diversification reduces risk on a nominal basis and enables us to have 
performance which doesn’t deviate overly from each strategy’s respective benchmark comparison.

In our International Equity/ADR strategy, we diversify both across economic sectors and across 
regions worldwide — North America (non-U.S.), Latin America, Europe and Asia.

How do you think each portfolio will perform if interest rates begin to rise?

Initially, I think a rise in interest rates will reflect continued confidence in worldwide, econom-
ic growth and earnings, thus aiding stock prices. If 10-year Treasury rates rise to 3.5% (currently 
2.35%), however, I think P/E ratios will begin to contract, damaging stock prices, as stock prices re-
establish their close positive correlation to intermediate and long-term interest rates. In other words, 
initial rise — positive. Lengthy rise — negative. 

Are these strategies appropriate in today’s environment?

As most investors require returns in excess of current low risk, short-term interest rates (approxi-
mately 0-2%), they need to take risk to accomplish their retirement savings objectives. Historically, 
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equity holders have earned 7 to 10% over long periods of time as equity investors derive returns from 
dividends, growth in company cash flow and changes in the P/E ratios between time of purchase 
and sale. Thus returns to investors have essentially been mimicking the growth in earnings over that 
period. 

Since we are starting in a period of low interest rates and correspondingly higher-than-average P/E 
ratios, I expect long-term future returns in U.S. equities to be at the low end of their historical aver-
age but much higher than the returns offered by high-quality fixed income securities or other liquid 
assets. Additionally an allocation to equities should provide diversification benefits to most client 
portfolios. 

Finally, it is our hope that our quantitative and disciplined investment process will continue to pro-
vide excess returns over the traditional equity benchmarks. 

Where do these strategies fit in a diversified asset allocation?

As an example, as a higher-risk, experienced investor, I “eat my own cooking,” investing approxi-
mately 90% of my liquid assets in these strategies. While everyone’s asset allocation is unique based 
on their risk tolerance, experience, income needs, etc., I would think that these strategies are appro-
priate to some small extent for all long-term, investment-horizon investors. 

Can the portfolios target a specific income requirement for clients?

No. However each of these portfolios earn a portion of their returns from investing in dividend-
paying companies. Currently the range of dividend yields across strategies is between 1% (Small 
Cap) to 2% (International Equity/ADR). These yields will change as the underlying securities in each 
portfolio change and may be higher or lower in the future.

What is the portfolios’ exposure to risk?

We attempt to have overall portfolio risk for each strategy, as measured by beta or volatility, less than 
or equal to its benchmark. 

While we try to invest in companies with a durable competitive advantage, the portfolios are highly 
subject to economic and earnings risk. In times of stress, earnings may fall significantly in the more 
cyclical or leveraged companies in the portfolio. 

We seek to invest in some of the most “blue chip” companies in the market. According to the New 
York Stock Exchange, a blue chip is stock in a corporation with a national reputation for quality, reli-
ability, and the ability to operate profitably in good times and bad. Although we seek out blue chip 
companies, it is typical for equity portfolios to fall 20% or more during an economic cycle. Investors 
in these strategies should recognize that the strategies will experience downside participation in 
unfavorable economic conditions in order for them to be able to experience upside participation in 
favorable economic conditions.

Past performance is not indicative of future results. This material is not financial advice or an offer to sell any product. The 
opinions expressed are those of Clark Capital Management Group Investment Team. The opinions referenced are as of the 
date of publication and are subject to change to to changes in the market or economic conditions and may not necessarily 
come to pass.  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 recom-
mendation 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 or excluded from an account’s portfolio. It should not be assumed that 
any of 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 Commis-
sion. Registration does not imply a certain level of skill or training.   More information about Clark Capital’s advisory services 
can be found in its Form ADV which is available upon request.  
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