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The Pivot is Now Complete
Global markets and investor sentiment have been pushed around by news events 
and concerns over a deteriorating global economic landscape. The major influences 
affecting the markets have been tweets and trade tensions, a potential policy error by 
the Federal Reserve, and geopolitical concerns both in the U.S. and abroad. 

In an effort to avoid a major policy error, the Federal Reserve is in the processes of 
taking back the rate hikes from 2018. After hiking rates four times in 2018, the Fed has 
cut rates twice during the quarter and appears set to cut rates again at least once, 
maybe even twice, before the year is over. The Fed’s pivot to a more dovish bias is 
now complete as they look to keep the current economic expansion on solid ground. 

For the quarter, risk assets and U.S. Treasuries advanced, but there was some volatil-
ity as a result of rising trade tensions. The S&P 500 suffered through a 6.1% intra-quar-
ter drawdown, made a new all-time high in July, and settled the quarter with a 1.70% 
gain, logging its best first nine months since 1997. 

Treasuries outperformed stocks with the Bloomberg Barclays 7-10 Year Treasury 
Index up 2.73% for the quarter, the Bloomberg Barclays Aggregate Bond Index ad-
vanced 2.27%, and the Bloomberg Barclays U.S. Corporate High Yield Index gained 
1.33%. The 10-year U.S. Treasury yield fell as low as 1.47% in early September, bounced 
sharply in September, and settled at 1.68% at quarter end. 

Over $17 trillion in negative yielding bonds globally and mounting evidence of slug-
gish economic growth contributed to lower Treasury yields but by Labor Day, much 
of the bad news was priced in, which set the stage for a violent reversal. Parts of the 
yield curve inverted, with the 2-year Treasury yield falling below the 10-year in late 
August for the first time since June 2007.

Third Quarter Attribution

The Fixed Income Total Return (FITR) portfolio had several allocation changes during 
the third quarter as volatility became elevated in the fixed income markets. The strat-
egy was invested in U.S. Treasuries from June 3rd until September 13th at which point 
it shifted from U.S. Treasuries to high yield bonds. For the quarter, the Fixed Income 
Total Return portfolio underperformed the Bloomberg Barclays Corporate High Yield 
Bond Index and the Bloomberg Barclays Aggregate Bond Index on both a gross and 
net basis. 

Credit remained firm, supported by high yield finishing the quarter less than 0.50% 
below its all-time high. However, the real story was the strength and volatility in U.S. 
Treasuries. The 10-year U.S. Treasury yield sank to its lowest level since July 2016 as 
deflationary pressures continued to build across the globe. A record amount of debt 
trading at negative yields (over $17 trillion) has acted as an anchor to U.S. yields and 
contributed to the lower for longer interest rate environment. 
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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 invest-
ment 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-look-
ing statements which can be identified by the use of forward-looking terminol-
ogy 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 volatility (beta) of a client’s portfolio may be greater or less than its respec-
tive benchmark. It is not possible to invest in these indices.

The Bloomberg Barclays U.S. Corporate High-Yield Index covers the U.S. dol-
lar-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.

Bloomberg Barclays U.S. Aggregate Bond Index: The index is unmanaged and 
measures the performance of the investment grade, U.S. dollar denominated, 
fixed-rate taxable bond market, including Treasuries and government-related 

and corporate securities that have a remaining maturity of at least one year.

The Bloomberg Barclays 7-10 Year US Treasury Index measures US dollar-
denominated, fixed-rate, nominal debt issued by the US Treasury. 

Index returns include the reinvestment of income and dividends. The returns 
for these unmanaged indexes do not include any transaction costs, manage-
ment 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 ac-
count, 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 consid-
ered 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. 

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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As Treasury yields have fallen, volatility in the Treasury 
market has risen. For example, at the end of the quarter the 
six-month daily realized volatility was twice as high for the 
Bloomberg Barclays 7-10 Year Treasury Index than it was 
for the Bloomberg Barclays U.S. Corporate High Yield Index. 
In the upside-down world we live in with negative interest 
rates, 95% of corporate investment grade debt with positive 
yields is coming out of the U.S.  

One of the benefits of the FITR strategy’s relative strength 
approach is its ability to stay with trends as long as they per-
sist and become more sensitive as volatility increases. High 
yield strength persisted for an extended period from early 
2016 until the fourth quarter of 2018. During that time, the 
strategy rode that strength with an allocation to high yield. 
More recently however, the credit and Treasury markets 
have become more volatile and as such, the strategy has 
had several reallocations that gave up some upside, but 
served to reduce risk during uncertain periods.      

Outlook

The global credit markets slumped in 4Q 2018 as central 
banks moved from quantitative easing to a quantitative 
tightening mode. As we begin the 4th quarter this year, 
there is a different feel as major central banks are back in 
easing mode. The European Central Bank is set to restart 
net purchases of corporate bonds and the Federal Reserve 
has already reversed the hiking cycle that was in full swing 
last year. 

Investors are questioning whether or not the Fed will be 
able to successfully maneuver a soft landing. The bond 
market echoes this sentiment and is now pricing in a 70% 
chance of a third rate cut at the Fed’s late October meeting. 
That should begin to help ease investors’ worries about the 
state of the global economy. 

In addition, hard economic data has continued to exceed 
expectations despite a spat of disappointing survey data 
with solid employment gains, near record-low unemploy-
ment claims, and elevated consumer confidence. Moving 
forward, we believe the outlook is largely dependent on 
what happens with trade tensions, whether the global 
manufacturing slowdown encroaches into the service sec-
tor, and political developments here in the U.S. 


