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You Can Make Money in Bonds? 
Who Knew? 

The Quarter in Interest Rates
12/31/13 3/31/14

2 year .382% .42%

5 year 1.743% 1.719%

7 year 2.452% 2.30%

10 year 3.029% 2.719%

30 year 3.969% 3.559%

Source: Bloomberg

The year began with all eyes bullishly focused on equities after a 
32.38% return for the S&P500 in 2013. Equities had a brief  selloff  in 
January, evidently due to the political issues in the Ukraine and Russia, 
and staged a rally that managed to grind out a positive return for the 
S&P 500 of  1.81% for the quarter. 

The bond market surprised a lot of  people who were expecting higher 
interest rates. The 10-year Treasury bond was up 2.93% and the 30-
year up 7.71% for the quarter. The bond market did exactly what it is 
supposed to do: provide income, lower volatility and provide diversi-
fication in balanced portfolios.

The Fed cut back their QE II program by another $10 billion and it 
now stands at $55 billion a month. The most generally anticipated 
result is that yields may rise as a result of  bond purchases being re-
duced as QE is removed by the Fed. But what if  interest rates don’t 
rise? People speak of  the law of  unintended consequences. One unin-

tended consequence, in our opinion, would be a flattening yield curve 
and a slowing economy, neither of  which is good for the banks.

A look at the table shows that as QE has been reduced the curve 
has in fact flattened. At year-end, the spread between 5- and 30-year 
Treasuries was at 222 basis points. By quarter end the spread had de-
creased to 184 basis points. In our view, right now the bond market 
is pointing toward slow growth in the economy as QE is reduced. In 
our view, there is nothing in the interest rate charts that points to a 
different outcome as of  quarter end so we will continue to position 
the portfolio for a slow growth scenario.

Q1 Portfolio Analysis & Performance

Taxable Fixed Income
We are anticipating a pullback in the equity markets over the coming 
months. In the past few equity corrections, high-yield bonds have sold 
off  with equities. We believe Treasury bonds in the 7-10 year range 
have performed well in the first quarter and we have been a buyer of  
investment grade corporate paper in the 2021 to 2023 maturities and 
selective sellers of  taxable munis and some BB corporate credits. 

The taxable portfolios have several issues that will be either called or 
mature in early April which will raise cash levels a bit as we begin the 
new quarter. 

Tax Free Fixed Income
Correlation, Correlation, Correlation. That continues to be the theme 
in municipal bonds — correlation in the structure of  new deals, the 
liquidity of  new deals, and the overall credit concerns at the munici-
pality level. 

For the quarter, with Treasury bonds rallying, and global credit mar-
kets behaving calmly the market was able to digest what could have 
been its only possible hiccup. That was the $3.5 billion Puerto Rico 
general obligation deal that could have had a negative impact on the 
market. We believe the deal was priced perfectly in a one term bond 
that created demand from non-traditional muni buyers. The deal was 
priced, traded up nicely and became a non-event credit wise for now.

In our view, after the Puerto Rico deal the market just re-focused on 
the low supply and really provided little opportunity except to sit back 
and enjoy the tax free income. In the past, during the months of  April 
and May the muni market has experienced some selling pressure as 
people pay their income taxes. We are hopeful with higher tax brackets 
in 2013 that this will be the case again and we will get some of  our 
cash invested.

Executive Summary

A surprise to the upside in Q1: The bond market did exactly what 
it is supposed to do – provide income, lower volatility and provide 
diversification in balanced portfolios.

Taxable bond outlook: We are expecting a pullback in the equity 
markets over the coming months, which could result in a selloff  in 
high yield bonds.

Tax free bond outlook: In past years, investors have sold muni 
bonds to pay their taxes. If  that is the case this year, we will use the 
opportunity to invest the cash in our portfolios.

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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The opinions expressed are those of the Clark Capital Management Group Investment Team. 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 are 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 strate-
gies. 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. 

TThe Dow Jones Industrial Average is a stock market index that shows how 30 large publicly owned 
companies based in the U.S. have traded during a standard trading session in the stock market.

The MSCI EAFE Index is a free float-adjusted market capitalization index that is designed to measure 
the equity market performers of developed markets outside the U.S. and Canada.

The MSCI Emerging Markets Index is a freefloat-adjusted market capitalization index that is de-
signed to measure equity market performance in the global emerging markets.

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. 

The Barclays U.S. Government and Credit Bond Index measures the performance of U.S. dollar 
denominated U.S. Treasuries, government-related, and investment grade U.S. corporate securities 
that have a remaining maturity of greater than 1 year. In addition, the securities have $250 million 
or more of outstanding face value, and must be fixed rate and non-convertible. 

The Barclays U.S. Corporate High-Yield Index covers the USD-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. 

The Barclays 30-Year U.S. Treasury Bellwethers Index is a universe of Treasury bonds, and used as 
a benchmark against the market for long-term maturity fixed-income securities. The index assumes 
reinvestment of all distributions and interest payments.

The Barclays 10-Year U.S. Treasury Bellwethers Index is a universe of Treasury bonds, and used as 
a benchmark against the market for long-term maturity fixed-income securities. The index assumes 
reinvestment of all distributions and interest payments.

The Barclays 5-Year Municipal Bond Index is the 5 Year (4-6) component of the Municipal Bond 
index. It is a rules-based, market-value-weighted index engineered for the tax-exempt bond market. 
The index tracks general obligation bonds, revenue bonds, insured bonds, and pre-refunded bonds 
rated Baa3/BBB- or higher by at least two of the ratings agencies.

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.

Morningstar is the largest independent research organization serving more than 5.2 million in-
dividual investors, 210,000 Financial Advisors, and 1,700 institutional clients around the world.

For each separate account with at least a three-year history, Morningstar calculates a Morning-
star Rating™ based on a Morningstar Risk-Adjusted Return measure that accounts for variation 
in a separate account’s monthly performance, placing more emphasis on downward variations and 
rewarding consistent performance. The top 10% of separate accounts in each category receive 5 
stars, the next 22.5% receive 4 stars, the next 35% receive 3 stars, the next 22.5% receive 2 
stars and the bottom 10% receive 1 star. The Overall Morningstar Rating for a separate account 
is derived from a weighted average of the performance figures associated with its three-, five- and 
ten-year Morningstar Rating metrics. 

© 2012 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary 
to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not 
warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are 
responsible for any damages or losses arising from any use of this information.

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 strate-
gies 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 transac-
tions, 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. 

The CBOE Volatility Index® (VIX®) is a key measure of market expectations of near-term volatil-
ity conveyed by S&P 500 stock index option prices and which shows the market’s expectation of 
30-day volatility. It is constructed using the implied volatilities of a wide range of S&P 500 index 
options. This volatility is meant to be forward looking and is calculated from both calls and puts. 
The VIX is a widely used measure of market risk. 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 Barclays Capital U.S. Aggregate Bond Index is a market capitalization-weighted index, meaning 
the securities in the index are weighted according to the market size of each bond type. Most U.S. 
traded investment grade bonds are represented. Municipal bonds, and Treasury Inflation-Protected 
Securities are excluded, due to tax treatment issues. The index includes Treasury securities, Gov-
ernment agency bonds, Mortgage-backed bonds, Corporate bonds, and a small amount of foreign 
bonds traded in U.S. The Barclays Capital Aggregate Bond Index is an intermediate term index.

The volatility (beta) of a client’s portfolio may be greater or less than its respective benchmark. It 
is not possible to invest in these indices.

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.
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