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Back to the Future: A Return to the 80s 

Market Review

The 10-year U.S. Treasury Note closed the fourth quarter with a yield of 0.92%, up 24 
basis points during this time. According to ICI data, fund flows for the quarter also con-
tinued a positive trend dating back to first quarter 2020, as investors added over $26.9 
million to municipal bond funds. 

Steady investor demand and rising Treasury rates compressed muni ratios as the 
10-year AAA muni to Treasury ratio decreased from 122.9% at the start of the quarter to 
74.9% on December 31st. The 5-year AAA muni to Treasury ratio followed suit, declin-
ing from 105.4% to 59.4% during this same time.  

Accommodative monetary policy stemming from the Federal Reserve’s coronavirus 
response kept interest rates low. This, along with improving vaccine developments, 
positive prospects from the Biden presidency, Congressional agreement on a fifth 
round of fiscal stimulus totaling over $900 billion, and improving economic data, 
strengthened investor confidence during the quarter. As a result, muni investors en-
joyed another quarter of solid positive performance. 

Fourth Quarter Performance Highlights
 � During the fourth quarter, the strategy had overweight exposures to local 

school districts, Healthcare, and Utilities, which positively contributed to strat-
egy performance.  

 � Underweights in various purpose and tax-revenue supported bonds also aid-
ed strategy outperformance for the quarter. 

 � The strategy maintained a high-quality orientation with an average credit rating 
of AA- with the strategy’s focus on generating tax-exempt income producing a 
3.92% current yield during the fourth quarter.   

Positioning and Outlook

The fourth quarter of 2020 presented a unique set of circumstances to the munici-
pal market: lower anticipated supply (made even lower due to 35% of supply being 
taxable), an incredibly strong bull market flattening move, and a relative value appre-
ciation of the asset class most evident in the 7 to 20-year part of the yield curve (an 
incredible 50 basis point move in the 7-year from 109% to 57%). 

The portfolio was well-positioned for this outsized move, with an average maturity at 
the quarter’s start favoring longer-term bonds (greater than 12 years) and a modified 
duration of 4.4 years. As the need to buy began to defy traditional market metrics, and 
the tidal wave of investible cash normally associated with December sought a home, 
we chose to sell into the demand, and focused on shortening duration with new pur-
chases. 
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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.

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.

An S&P Global Ratings issue credit rating is a forward-looking opinion about 
the creditworthiness of an obligor with respect to a specific financial obligation, 
a specific class of financial obligations, or a specific financial program (includ-
ing ratings on medium-term note programs and commercial paper programs). 
An obligation rated ‘AA’ differs from the highest-rated obligations only to a 
small degree. The obligor’s capacity to meet its financial commitments on the 
obligation is very strong.

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. CCM-508

Currently, the portfolio’s modified duration stands at 4.0, and 
many of our longer-maturity bonds held comply with this 
duration target, as they are priced to shorter-than-average 
call dates. We further increased our exposure in the “barbell” 
trade, choosing to straddle the 5-year and 7-year maturities 
that offer little in the way of total return and relative value, 
and sought refuge in what we believe are the more attrac-
tive 3-year and 12-year maturities. 

We continue to seek attractive situations in the revenue 
space, including in industrial development bonds as well 
as essential service revenue bonds. We believe revenue 
bonds should recover as we emerge from COVID. Hospitals 
will face continued stress, and we are focused on major 
health systems in recognizable locales. The yield curve has 

a risk of bear steepening as the economy recovers, but the 
scarce supply of exempt bonds, especially in high tax states, 
should console those who focus on ratios. This is your 
grandfather’s bond market, as ratios from the 1980s make 
a bold return, especially given the expectations of higher 
taxes. 

 


