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Portfolio Manager A Possible Warning of Higher Rates 
and Questions Heading into Q4

Market Review

A low volatility range bound market prevailed for most of the third quarter on the 
10-year Treasury bond, which traded mostly between 1.25% and 1.35%. On September 
23rd, the range was broken to the upside at 1.43%, and it peaked at 1.53% on Septem-
ber 28th before rallying to close the quarter at 1.48%.

The Jackson Hole Symposium on August 27th was watched closely for new signals 
from the Fed. Chairman Powel talked of an uneven economy. Tapering could possibly 
start in 2021 and does not signal that rate hikes are imminent. The Fed is dealing with 
sustaining an elevated stock market, commodity prices on the rise, rents rising, and a 
lack of new, affordable homes to name a few.

As they say in economics, “the cure for higher prices is higher prices.” Perhaps this is 
the new Fed blueprint. Yes, commodities are up in price, but prices will police them-
selves eventually. To give you a personal example, a friend of mine built an 885 square 
foot deck at the peak lumber prices in May. The price estimate was $65,000. The 
carpenter told the customer to wait, and in September, the same deck was built for 
$28,000 with lumber prices down two-thirds from their peak. 

Silicon appears to be another commodity wreaking havoc in the supply chain. Silicon 
had been trading in the $1,200-$2,200 range until it spiked to close to $7,000 a ton as 
China cut back on production. Silicon is a readily available resource, and although it 
isn’t exactly ecofriendly in production, it’s used in a myriad of products from car parts 
to paints, bricks, ceramics, semiconductors, and more. 

For the quarter, the Bloomberg Barclays U.S. Aggregate Bond Index was up 10 basis 
points. The Bloomberg Barclays Intermediate Corporate Total Return Index was up 14 
basis points. 

Third Quarter Performance Highlights
 � Duration remained just short of the benchmark at 4 years. BB holdings contin-

ued to be called away during the whole quarter. 
 � One of our single B high yield credits in the food processing industry was the 

best performing holding in the Consumer Staples sector. Quant selling created 
the opportunity, and bonds rallied when the selling was completed.

 � Our holding in a cloud computing company was the biggest underperformer 
for Q3. An investment firm took a 10% stake in the company and announced it 
will explore potential buyers for the firm. This news could be positive or nega-
tive, but with rates low and spreads tight the reaction was to sell.

 � Rates stayed range bound for most of the summer, which turned into the “cou-
pon clipping” summer of flat returns.
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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-
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and/or comparable terminology (or the negative thereof). Forward looking 
statements cannot be guaranteed. No assurance, representation, or warranty 
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objectives, and/or goals will be achieved. Nothing contained in this document 
may be relied upon as a guarantee, promise, assurance, or representation as 
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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, 
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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

Positioning and Outlook

We watched range bound markets in the quarter and on 
September 23rd, we saw a break of 1.40% on 10-year Trea-
suries and a break of 2% on 30-year Treasuries as a possible 
warning of higher rates. In the context of the lower for longer 
interest rate theme, the move just appears to be towards 
the upper end of the rate move in March for now.

In 2016 when the Fed began to raise rates, we were an early 
adopter of the barbell strategy, buying long and short bonds 
and avoiding the middle part of the yield curve. That may be 
the next adjustment made in the portfolio. We had started 
the process of selling the 2025-2026 parts of the yield curve 
that appears vulnerable if the curve steepens during Q4. 

There are several questions and challenges heading into 
Q4. The Fed is in some turmoil with a second and possible 
third person resigning over personal trading issues. China is 
dealing with Evergrande and the liquidity issues it presents. 
There are power issues looming with coal shortages, and 
the global demand of natural gas for the winter heating 
season. Domestically, Congress is dealing with debt ceiling 

and infrastructure negotiations. Supply chain disruptions 
continue, and there is the possibility of an extended com-
modities rally.

I have focused some on commodity issues in my Q1 and Q2 
commentaries. In 1980, the world population was 4.4 billion, 
and in 2021 it is at 7.9 billion. Green initiatives and the raw 
demand for water, clean air, protein, copper, etc. may be just 
a function of technology advancements using materials and 
population growth. I am not sure how raising interest rates 
fixes those issues.

Considering this, we will continue to adhere to the strategy 
that has served us well. We plan to stay slightly neutral to 
the benchmark duration of 4 years, buy investment grade 
bonds longer than 6 years in case the yield curve flattens, 
and buy short call BB bonds that that keep the duration to 
the 4-year level. Going forward, we will look to add to com-
modity and Material companies that are subject to credit 
upgrades. We will possibly reduce bank subordinated debt 
that is trading, in our opinion, at spreads that are too tight to 
benchmarks.


