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Portfolio Manager Inflation Means Lower Rates?

Market Review

Inflation became the topic of the quarter. Is inflation transitory as a result of a disrupt-
ed supply chain from COVID, while demand returns to pre-COVID levels? How does 
the Fed deliver on its full employment mandate? In Q2, the Fed began to jawbone the 
need to increase rates because of the expanding economy. On the commodity front, 
lumber prices, which peaked at $1,686 per thousand board feet on May 7th, closed at 
$716 as of June 30. Crude oil futures rallied 27%.

The result was that interest rates continued to surprise in the second quarter and 
volatility remained muted. The 10-year U.S. Treasury yield peaked at 1.75% on March 
31st and then began a rally to finish the quarter at 1.44%. The rally was flying in the face 
of inflationary talk. Inflation means higher interest rates to the retail investor, but that 
is exactly the opposite reaction in the bond market. The market interpreted this as a 
sign of a slowing economy sooner than expected. The yield curve flattened as 30-year 
bonds rallied to close the quarter at 2.08%.

For the quarter, the Bloomberg Barclays US Aggregate Bond Index was up 1.5%. The 
Bloomberg Barclays Intermediate Corporate Total Return Index was up 1.48%. 

Second Quarter Performance Highlights
 � The portfolio’s duration remained just short of the benchmark at 4 years. BB 

bonds were being called away the whole quarter. The rally in rates and flatten-
ing yield curve drove returns for investment grade positions in names where 
we were positioned longer than the benchmark. 

 � As oil started to move above $60, we increased Energy exposure in the portfo-
lio. We added a BB oil holding, and by quarter end, oil was over $70. The com-
pany declared a tender on $2.5 billion of its debt, which provided the stron-
gest returns in the portfolio during the quarter. Financials acted as a drag on 
performance, and specifically our holdings in the 3 to 4-year duration range. 
Corporate credits were sound, and any laggards were a result of yield curve 
positioning. 

 � In high yield, one of our holdings in a mining company lagged versus the 
benchmark. We view this holding as a potential candidate for a credit upgrade, 
and believe it should correct itself in the future.

 
Positioning and Outlook

The lower for longer interest rate theme continues to drag on interminably. Volatility 
continues to be muted and the option-adjusted spread (OAS) continued to contract 
during the quarter. The portfolio’s strategy will remain in place until there is some 
resolution to the ultimate direction in rates. 
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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. 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.

The Bloomberg Barclays US Aggregate Bond Index is a broad-based flagship 
benchmark that measures the investment grade, US dollar-denominated, 
fixed-rate taxable bond market. The index includes Treasuries, government-
related and corporate securities, MBS (agency fixed-rate pass-throughs), ABS 
and CMBS (agency and non-agency).

The Bloomberg Barclays US Intermediate Corporate Bond Index measures 
the investment grade, fixed-rate, taxable corporate bond market. It includes 
USD-denominated securities publicly issued by US and non-US industrial, 
utility and financial issuers that have between 1 and up to, but not including, 10 
years to maturity.

The Bloomberg Barclays US Corporate Bond Index measures the investment 
grade, fixed-rate, taxable corporate bond market. It includes USD-denominat-
ed securities publicly issued by US and non-US industrial, utility and financial 
issuers.

Ba2/BB are rating designations used by the top three credit rating agencies 
for a credit issue or an issuer of credit that signify higher degrees of default 
risk on their rating spectrums. Moody’s Investors Service uses Ba2, while S&P 
Global Ratings and Fitch Ratings use BB.

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

We continue to stay slightly neutral to the benchmark 
duration of 4 years. We are buying investment grade bonds 
longer than 4 years in case the yield curve continues to flat-
ten. We are also buying short call BB bonds that that keep 
the portfolio’s duration around the 4-year level.

As the lead Portfolio Manager, I consider the portfolio to be 
at its highest credit profile in the last ten years. Investment 
grade credits are very strong, and companies are cash flush. 
A possible negative to this outlook is leveraged buyouts 
(LBOs) in the investment grade space creating wider 
spreads. Our BB holdings are mostly upgrade candidates 
within the Housing, Energy, and Materials sectors.

During the quarter, we sold our last single B credits, and in-
creased our exposure in Materials. We added to Energy and 

added new exposure in the Housing sector with two home 
builders. We also added to two vehicle manufacturers. We 
bought three high grade names and continue to add to our 
positions in the “Big 4” banks and regional banks when we 
can find them at attractive levels.

We believe there are some potential risks to the market: 
China continues rhetoric about unifying Taiwan. Does the 
Fed taper too early if the economy really overheats? The 
infrastructure deal falls apart and is not passed. Some 
unknown Fed speak that comes in August at Jackson Hole. 
Can the Fed ever extricate itself from the markets and not 
cause a tantrum in stocks and bonds?

As active managers, we will keep an eye on these condi-
tions and adjust as needed.


