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Past performance is not indicative of future results.
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WORLD YIELDS RATCHET LOWER

The Year in U.S. Treasury Interest Rates 

3/31/14 6/30/14 9/30/14 12/31/14
2 year 0.42% 0.45% 0.57% 0.66%

5 year 1.71% 1.63% 1.75% 1.65%

7 year 2.30% 2.13% 2.20% 1.97%

10 year 2.71% 2.53% 2.49% 2.17%

30 year 3.55% 3.36% 3.16% 2.75%
Source: Bloomberg

There Is Still an Argument 
for Owning Fixed Income in the U.S.

QE ended in the fourth quarter of  2014 
and the bull market in bonds continued 
for another year.

Two year yields increased another 9 
basis points in the fourth quarter while 
five year rates rallied 10 basis points. 
A strengthening U.S. economy versus 
Europe and Japan has resulted in a 
strengthening U.S. dollar. The decline in 
the euro and the yen has been an added 
benefit to the higher relative rates of  
buying U.S. Treasuries.

In previous updates I have said that the 
unintended consequence of  the end 
of  QE and the Fed attempting to raise 
short term rates could be a flattening yield curve. As we end the year that is exactly what is 
happening. Besides U.S. interest rates being relatively attractive compared to global alternatives, 
there is an added benefit of  holding treasuries in U.S. dollars versus other currencies that are 
declining. So the 33 year U.S. bond bull partied again on the trading desks around the world. It 
looks as if  the bull theme will continue in 2015 but perhaps at a more subdued level.

Executive Summary

U.S. Yields Attractive: Commodities prices are 
falling and keeping inflation low, allowing bonds to 
rally.

Europe Slows: Interest rates continue to fall in 
Europe causing the euro to drop in value against 
the dollar.

Oil Sell-off: Oil Sell-off is the consumers’ gain but 
high yield’s pain.



Navigator® Fixed Income 
Jamie Mullen, Senior Portfolio Manager

Fourth Quarter — Portfolio Commentary

One Liberty Place   |  1650 Market Street   |  53rd Floor   |  Philadelphia, PA 19103   |  800.766.2264   |  www.ccmg.com

Past performance is not indicative of future results. This is not a recommendation to buy or sell a particular security. Please see attached disclosures.

European Growth Continues to Slow

Here is a snapshot of  global interest rates at the end of  2014: 

Global Government Bonds as of 12/31/2014

5 year 10 year
9/30 12/31 9/30 12/31

France 0.33% 0.16% 1.28% 0.82%

Germany 0.14% 0.01% 0.94% 0.53%

Italy 1.02% 0.93% 2.33% 1.87%

Spain 0.89% 0.86% 2.13% 1.59%

Portugal 1.71% 1.43% 3.15% 2.65%

Source: Bloomberg

Not shown on this global interest rate chart is that the German two 
year rates remained negative for the entire fourth quarter of  2014 
after turning negative on August 25. The European Central Bank has 
stated that it wants to bring its balance sheet back up to early 2012 
levels, which would be about a 1 trillion euro increase. Draghi needs 
to bring something to the table in 2015 to stimulate growth or the 
euro will continue its decline.

The Taxable Portfolios

The fourth quarter was most notable for the collapse in oil prices in 
December. High yield credit spreads widened out against U.S. Trea-
suries. As redemptions occur in high yield ETFs, they pretty much sell 

the whole index basket into the market place regardless of  credit qual-
ity. This causes valuation spreads to become disrupted and provides 
opportunities for new security selections in the portfolio.

Energy was the hardest hit sector as that accounts for a large part of  
the high yield market. Other factors causing weakness in high yield 
energy were tax selling and lack of  liquidity typical for bonds at year-
end. Our analysis of  some energy credits resulted in sales to pare back 
our exposure in that sector.

The Tax Free Portfolios

We continued to add to our holdings in AA credits with 4% coupons 
in 15 to 20 years. There were several notable new issues that came to 
market in the fourth quarter. New Jersey Transportation Trust Fund 
and New York State Thruway issues were well received as single A 
rated credits. The AAA-rated $1.58 billion Texas Transportation deal 
at the beginning of  December was especially well received by inves-
tors. The highlighted state general obligation issue was the $575 mil-
lion Hawaii deal. Hawaii has not come to market very often and is 
typically a specialty name that trades with a lot of  liquidity.

The U.S. economy has steadily, albeit slowly, recovered from the 2009 
lows in GDP. During this time, states and local municipalities have 
made sufficient adjustments to their budgets. We believe this can 
translate into credit improvement as a continued theme over the next 
few years. 

So looking forward, we could see interest rates that continue to stay 
lower than people would like, and 10 year bond prices with a “1 han-
dle” on them before we ever move above 2.5%.
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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 mea-
sure 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 de-
nominated 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 U.S. dollar 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 as-
sumes 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 as-
sumes 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 in-
dex. 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. 

© 2014 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is propri-
etary 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 secu-
rity, 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 securi-
ties 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. 

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-Protect-
ed Securities are excluded, due to tax treatment issues. The index includes Treasury securities, 
Government agency bonds, Mortgage-backed bonds, Corporate bonds, and a small amount of for-
eign 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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