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Risk-Based Portfolios

Navigator Fixed Income
For the fourth quarter of  2016, the Navigator Fixed Income port-
folio lost 1.72% compared to a 2.07% loss for the Barclays Capital 
Intermediate Government and Credit Index. It was a very difficult 
quarter for bond investors, as the Barclays Aggregate Bond Index 
posted nearly a 3% loss, its biggest since at least 1994. Rising interest 
rates as a result of  the Fed rate increase were the driver of  returns, 
and the election provided a further boost to interest rates as growth 
expectations picked up. The portfolio fared well on a relative basis 
versus the benchmark, as our view has long been that credit risk is 
better rewarded than interest rate risk over the long run. Legg Mason 
BW Global Opportunities Bond (GOBIX) and Loomis Sayles Invest-
ment Grade Bond (LSIIX) were the top detractors, while Navigator 
Duration Neutral Bond (NDNIX) and the Barclays High Yield Bond 
SPDR (JNK) were the top contributors. We expect the portfolio to 
continue to favor credit over interest rate risk in 2017, though we ex-
pect the pace of  interest rate increases to slow this year. The portfolio 
maintains a BBB credit rating overall, maximizing our income to the 
extent allowed by our risk parameters.

Navigator Capital Preservation with Sentry 
For the fourth quarter of  2016, the Navigator Capital Preservation 
with Sentry portfolio lost 0.10% compared to a 2.62% loss for the 
Dow Jones Conservative Portfolio Index. The quarter was defined 
by two events: the Fed’s long awaited and telegraphed rate hike, along 
with the surprising election victory by Donald Trump. The portfolio 
was positioned aggressively with regards to risk assets coming into 
the election and enjoyed gains when our small cap value, high beta, 
Financial, and Industrials ETF holdings spiked higher after the elec-
tion. The bond portion of  the portfolio favored high yield and credit 
over Treasuries. Our models continue to show a solid if  unspectacu-
lar economy and little chance of  recession; credit markets maintained 
their strength throughout the quarter. Across the fixed income spec-
trum, there were few gains to be had as interest rates surged higher 
after the election and in anticipation of  the Fed’s action. The quarterly 
loss of  nearly 3% for the Barclays Aggregate Bond Index was the 
largest since 1987. Our position in high yield bonds again proved de-
fensive and even profitable during the over 100 basis points increase 
in the 10-year Treasury between July and December. 

Hedging one’s equity exposure during a strong market for equities is 

an exercise in patience and understanding the proper role of  a hedge 
in a broader portfolio. We continue our constant policy of  providing a 
hedge for the portfolio at all times, while at the same time looking to 
reduce the costs of  hedging by shorting volatility (in small, risk-man-
aged trades). Looking forward into 2017, our stance remains mildly 
bullish for the first half  of  the year and then more uncertain for the 
second half. Political uncertainty remains high, as markets do not yet 
have a sense for what tax and budgetary changes a Trump administra-
tion will pursue. Still, there are very few signs of  recession. Valuations, 
however, are of  concern, and we will need to see companies deliver on 
what has become a now higher expected growth rate in order to keep 
moving markets forward.

Navigator Conservative Growth with Sentry
For the fourth quarter of  2016, the Navigator Conservative Growth 
portfolio with Sentry portfolio gained 0.80% compared to a 2.62% 
loss for the Dow Jones Moderately Conservative Portfolio Index. 2016 
was defined by a first half  that was risk-off, and a second half  that was 
risk-on. This was not evident from the movement of  the S&P 500 but 
from the movement in interest rates. Interest rates fell during the first 
half  of  2016. In July after the Brexit vote, the 10-year Treasury hit its 
lowest level in decades. Risk-off  stocks and bonds were top perform-
ers. However, since then Treasury yields rose over 100 basis points 
and small caps, Financials, Industrials, and Energy were market lead-
ing areas, particularly after the U.S. election. The portfolio did allocate 
heavily to small caps, value stocks, Financials, and Energy prior to the 
election, fueling gains. There were some losers in the portfolio’s alter-
native sleeve, however, as commodities, managed futures, long-term 
bonds, and gold declined on fears of  higher interest rates.

Hedging one’s equity exposure during a strong market for equities is 
an exercise in patience and understanding the proper role of  a hedge 
in a broader portfolio. We continue our constant policy of  providing a 
hedge for the portfolio at all times, while at the same time looking to 
reduce the costs of  hedging by shorting volatility (in small, risk-man-
aged trades). Looking forward into 2017, our stance remains mildly 
bullish for the first half  of  the year, and then more uncertain for the 
second half. Political uncertainty remains high, as markets do not yet 
have a sense for what tax and budgetary changes a Trump administra-
tion will pursue. Still, there are very few signs of  recession. Valuations, 
however, are of  concern, and we will need to see companies deliver on 
what has become a now higher expected growth rate in order to keep 
moving markets forward.
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Navigator Moderate Growth with Sentry 
For the fourth quarter of  2016, the Navigator Moderate Growth with 
Sentry portfolio gained 1.33% compared to a 0.63% loss for the Dow 
Jones Moderate Portfolio Index. 2016 was defined by a first half  that 
was risk-off, and a second half  that was risk-on. This was not evident 
from the movement of  the S&P 500 but from the movement in inter-
est rates. Interest rates fell during the first half  of  2016. In July after 
the Brexit vote, the 10-year Treasury hit its lowest level in decades. 
Risk-off  stocks and bonds were top performers. However, since then 
Treasury yields rose over 100 basis points and small caps, Financials, 
Industrials, and Energy were market-leading areas, particularly after 
the U.S. election. Within the portfolio’s equity core positions, we fa-
vored small caps (the size factor) and dividend growers. The portfolio 
did allocate heavily to small caps, value stocks, Financials, and Energy 
prior to the election, fueling gains. There were some losers in the 
portfolio’s alternative sleeve, however, as commodities, managed fu-
tures, long-term bonds, and gold declined on fears of  higher interest 
rates.

Hedging one’s equity exposure during a strong market for equities is 
an exercise in patience and understanding the proper role of  a hedge 
in a broader portfolio. We continue our constant policy of  providing 
a hedge for the portfolio at all times, while at the same time look-
ing to reduce the costs of  hedging by shorting volatility (in small, 
risk-managed trades). Looking forward into 2017, our stance remains 
mildly bullish for the first half  of  the year and then more uncertain 
for the second half. Political uncertainty remains high, as markets do 
not yet have a sense for what tax and budgetary changes a Trump 
administration will pursue. Still, there are very few signs of  recession. 
Valuations, however, are of  concern, and we will need to see compa-
nies deliver on what has become a now higher expected growth rate 
in order to keep moving markets forward.

Navigator Growth
For the fourth quarter of  2016, the Navigator Growth portfolio 
gained 2.11% compared to a 0.99% gain for the Dow Jones Moder-
ately Aggressive Portfolio Index. 2016 was defined by a first half  that 
was risk-off, and a second half  that was risk-on. This was not evident 
from the movement of  the S&P 500 but from the movement in inter-
est rates. Interest rates fell during the first half  of  2016. In July after 
the Brexit vote, the 10-year Treasury hit its lowest level in decades. 
Risk-off  stocks and bonds were top performers. However, since then 
Treasury yields rose over 100 basis points and small caps, Financials, 
Industrials, and Energy were market-leading areas, particularly after 
the U.S. election. Within the portfolio’s equity core positions, we fa-

vored small caps (the size factor) and dividend growers. Within the 
international equity positions, the portfolio hedged much of  its cur-
rency exposure, as we view the dollar to be in a long-term uptrend. 
The portfolio did allocate heavily to small caps, value stocks, Finan-
cials, and Energy prior to the election, fueling gains. There were some 
losers in the portfolio’s alternative sleeve, however, as commodities, 
managed futures, long-term bonds, and gold declined on fears of  
higher interest rates.

Our outlook for 2017 is mildly bullish for the first half  of  the year but 
more cautious during the second half  of  the year. Market valuations 
have become quite stretched, particularly in the small cap arena. That 
does not mean that a big bear market is imminent; in fact, we see very 
few signs of  recession. Rather, the question is will the market resolve 
the high valuations by remaining flat while earnings catch up or face 
a decline if  expectations have gone too far? Such a decline, if  it were 
to occur, may be painful, but we would be likely to use it as a buying 
opportunity. We continue to see less risk and more opportunity in 
international markets. Like many, we have been pointing this out for 
some time and have been wrong. In the long run, we believe that the 
valuation gap between the U.S. and the rest of  the world will provide 
some profitable opportunities for developed and emerging market 
investments in particular.

Navigator Aggressive Growth 
For the fourth quarter of  2016, the Navigator Aggressive Growth 
portfolio gained 2.73% compared to a 2.26% return for the Dow 
Jones Aggressive Portfolio Index. 2016 was defined by a first half  that 
was risk-off, and a second half  that was risk-on. This was not evident 
from the movement of  the S&P 500 but from the movement in inter-
est rates. Interest rates fell during the first half  of  2016. In July, after 
the Brexit vote, the 10-year Treasury hit its lowest level in decades. 
Risk-off  stocks and bonds were top performers. However, since then 
Treasury yields rose over 100 basis points and small caps, Financials, 
Industrials, and Energy were market leading areas, particularly after 
the U.S. election. Within the portfolio’s equity core positions, we fa-
vored small caps (the size factor) and dividend growers. Within the 
international equity positions, the portfolio hedged much of  its cur-
rency exposure, as we view the dollar to be in a long-term uptrend. 
The portfolio did allocate heavily to small caps, value stocks, Finan-
cials, and Energy prior to the election, fueling gains. There were some 
losers in the portfolio’s alternative sleeve, however, as commodities, 
managed futures, long-term bonds, and gold declined on fears of  
higher interest rates.
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Our outlook for 2017 is mildly bullish for the first half  of  the year 
but more cautious for the second half  of  the year. Market valu-
ations have become quite stretched, particularly in the small cap 
arena. That does not mean that a big bear market is imminent; in 
fact, we see very few signs of  recession. Rather, the question is will 
the market resolve the high valuations by remaining flat while earn-
ings catch up or face a decline if  expectations have gone too far? 
Such a decline, if  it were to occur, may be painful, but we would be 
likely to use it as a buying opportunity. We continue to see less risk 
and more opportunity in international markets. Like many, we have 
been pointing this out for some time and have been wrong. In the 
long run, we believe that the valuation gap between the U.S. and 
the rest of  the world will provide some profitable opportunities for 
developed and emerging market investments in particular.

Strategist Portfolios

Navigator Fixed Income Total Return
The Fixed Income Total Return (FITR) portfolio entered 2016 in 
a defensive position, owning 100% U.S. Treasuries. The defensive 
bias immediately paid off, as fear took over and credit markets un-
derwent a dramatic decline into mid-February. For a brief  period, 
high yield bonds yielded the most since 2009. When the trend be-
came extreme and began to reverse, it took less than three weeks for 
the FITR model to become aggressive and buy back into high yield 
at the end of  February. Since February, credit markets have been 
strong, led by a dramatic decrease in high yield bond yields, as senti-
ment improved with regard to the Energy and Materials sectors in 
particular. Though there were some bumps in the road, credit mar-
kets remained strong for the rest of  2016. Our models continued 
to make new highs, and we maintained our 100% position in high 
yield bonds. December’s long-awaited Fed interest rate increase oc-
curred, and as has often been the case in the past, high yield bonds 
provided relatively safe and attractive returns during times of  inter-
est rate increases. Here are some additional developments from the 
portfolio during the quarter:

�� Through December 29th, the Barclays High Yield Index 
was up 1.74% for the quarter. That stands in stark contrast 
to a 3.22% loss for the Barclays Aggregate Bond Index. The 
longer-standing fears (and eventual reality) of  a Fed rate hike 
combined with the surprising election of  Donald Trump to 
boost growth expectations and consequently pummel the lon-
ger duration bond markets.

�� The real story of  the second half  of  2016 was the over 1% 
surge in the 10-year Treasury rate, and that high yield was 
again shown to be a relative and absolute safe harbor within 
the bond space during times of  rising rates. The 10-year Trea-
sury bottomed on July 8th at 1.37% and rose to 2.60% by De-
cember 16th. During that time, the Barclays High Yield Bond 
Index rose 5.31% but the Barclays Aggregate Bond Index de-
clined 4.38%. The two major high yield ETFs, HYG and JNK, 
gained 2.80% and 3.21% respectively; meanwhile the iShares 
7-10 Year Treasury (IEF) declined by 8.29% and the Bloom-
berg Barclays Long-Term Treasury SPDR (TLO) declined an 
amazing 16.97%.

�� As of  December 29th, the resulting duration of  the FITR 
portfolio is 3.69, with a current yield of  6.21%. The average 
maturity is 6.62 years, and average credit quality is B+.

�� On the quarter, the portfolio’s top contributors were BlackRock 
High Yield Bond (BRHYX), Lord Abbett High Yield Bond 
(LAHYX), and the Barclays High Yield Bond SPDR (JNK). 
The portfolio’s top detractors were the Barclays Short-Term 
High Yield Bond SPDR (SJNK), PIMCO High Yield Spec-
trum (PHSIX), and JPMorgan High Yield Bond (OHYFX).

Navigator Global Equity ETF
For the fourth quarter of  2016, the Navigator Global Equity ETF 
portfolio gained 4.24% (3.47% net) compared to a 1.19% gain for 
the MSCI All Country World Index (ACWI). Within U.S. equity 
styles, the portfolio favored small cap value stocks, small caps in 
general, and high beta stocks. These areas were market leaders prior 
to the election and enjoyed gains as the market surged after the elec-
tion. Within sectors, the portfolio overweighted Financials, Indus-
trials, and finally has begun to build a position in Energy; Consumer 
Discretionary, Consumer Staples, and Utilities were entirely avoid-
ed. Among international equities, the portfolio favored Canada and 
Japan both hedged and unhedged. International markets continue 
to lag behind U.S. markets. A large valuation gap has developed be-
tween the U.S. and most other markets. In our opinion, such a gap 
is not predictive of  short or even intermediate term returns. How-
ever, in the longer term, U.S. markets should offer muted returns in 
comparison to international or emerging equities.

Our outlook for 2017 is mildly bullish for the first half  of  the year 
but more cautious for the second half  of  the year. Market valu-
ations have become quite stretched, particularly in the small cap 



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.
*Performance shown is net of fees based on the CL 5 sha res.  Your investment may have higher or lower fees than the CL 5 shares.  Please contact your representative for additional information about the 
performance of other classes of shares available for investment. 

arena. That does not mean that a big bear market is imminent; in 
fact, we see very few signs of  recession. Rather, the question is 
will the market resolve the high valuations by remaining flat while 
earnings catch up or face a decline if  expectations have gone too 
far? Such a decline, if  it were to occur, may be painful, but we 
would be likely to use it as a buying opportunity. We continue 
to see less risk and more opportunity in international markets. 
Like many, we have been pointing this out for some time and 
have been wrong. In the long run, we believe that the valuation 
gap between the U.S. and the rest of  the world will provide some 
profitable opportunities for developed and emerging markets in-
vestments in particular.

Navigator High Dividend Equity
The market began the year 2016 front-end loaded with recession 
fears, declining earnings estimates, a 7.0% drop in the Chinese 
stock market and the introduction of  negative interest rates by 
the Bank of  Japan to name a few concerns. In the month of  
January, the S&P 500 Index declined 5.1% followed by the Dow 
Jones Industrial Index decline of  5.5% which was the worst start 
on record. Two major political surprises created buying opportu-
nities: the British vote to leave the European Union (Brexit) and 
the Trump U.S. presidential victory both leading to strong market 

rallies. By the fourth quarter, the U.S. election, stronger U.S. cor-
porate earnings estimates along with clarity from the Federal Re-
serve prompted the S&P 500 Index to rise 4.6%, locking in a gain 
of  almost 12.0% while the Dow approached the historic 20,000 
landmark, up 16.5% for the year. 

With the onset of  higher rates, we maintain our focus on dividend 
growth stocks as the market rotates into mid/late cycle interest 
rate sensitive sectors. The chart below “S&P 500 Median Forward 
P/E of  High Dividend Growers Minus Dividend Yielders” illus-
trates high yield stocks currently trading at expensive levels versus 
dividend growers which historically have been more expensive 
since the 1980s. The accommodative Fed policy produced his-
torically low rates over the last five years which prolonged the 
sweetheart rally in the RUST sectors (REITs, Utilities, Staples and 
Telecom). This focus changed in 2016 but not before a massive 
outperformance of  Utilities and Telecom in the first half  of  the 
year ending in July when the 10-year Treasury yield bottomed at 
1.37%. By the fourth quarter, undervalued stocks in beaten down 
sectors such as Financials rose 21.1% followed by a rise in Energy 
of  7.28% and Industrials 7.21%. The worst performing sectors 
for the quarter were some of  the biggest winners (and overval-
ued) during the last five years. They were: Healthcare down 4.0%, 
REITs lower by 3.1% and Staples declining 2.02%. 

S&P 500 Median Forward P/Es of High Dividend Growers 
minus High Dividend Yielders
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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. 

The S&P 500 Index measures the performance of the 500 leading companies in leading industries 
of the U.S. economy, capturing 75% of U.S. equities.

Barclays Capital U.S. Intermediate Government/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 and less than 10 years.

MSCI World Index is a broad global equity benchmark that represents large and mid-cap equity 
performance across 23 developed markets countries.

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 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 Dow Jones Aggressive Portfolio Index measures aggressive stocks, bonds, and cash which are 
represented by multiple subindexes and is quoted in U.S. dollars.

The Dow Jones Moderately Aggressive Portfolio Index measures moderately aggressive stocks, 
bonds, and cash which are represented by multiple subindexes and is quoted in U.S. dollars.

The Dow Jones Moderate Portfolio Index measures stocks with moderate risk, bonds, and cash 
which are represented by multiple subindexes and is quoted in U.S. dollars.

The Dow Jones Moderately Conservative Portfolio Index measures moderately conservative stocks, 
bonds, and cash which are represented by multiple subindexes and is quoted in U.S. dollars.

The Dow Jones Conservative Portfolio Index measures conservative stocks, bonds, and cash which 
are represented by multiple subindexes and is quoted in U.S. dollars.

MSCI World Index measures large and mid cap representation across 23 developed markets coun-
tries and covers approximately 85% of the free float-adjusted market capitalization in each country.

The MSCI ACWI stands for All Country World Index. A market capitalization weighted index designed 
to provide a broad measure of equity-market performance throughout the world. The MSCI ACWI is 
maintained by Morgan Stanley Capital International and is comprised of stocks from both developed 
and emerging markets.

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. 

The relative strength measure is based on historical information and should not be considered a 
guaranteed prediction of market activity. It is one of many indicators that may be used to analyze 
market data for investing purposes. The relative strength measure has certain limitations such as 
the calculation results being impacted by an extreme change in a security price.

© 2017 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 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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