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Portfolio Commentary

Navigator® Fixed Income Total Return

Portfolio Manager Credit Remains Firm Despite Market 
Headwinds  

Market Review

The markets finished 2021 with a bang, as investors looked past the Federal Reserve’s 
accelerated pace of tapering bond purchases, the prospects of rate hikes in 2022, 
and the surge in the highly contagious COVID Omicron variant, driving risk assets to 
new highs. Risk appetites remain elevated with expectations of continued economic 
and earnings growth in 2022, albeit at slower pace than the beginning of the post-
pandemic period. 

For the calendar year, risk assets surged, with the S&P 500 gaining 28.68% and notch-
ing 70 record highs along the way. The S&P rose more than 10% for a third consecutive 
year for the first time since 2012-2014 and all 11 S&P 500 sectors posted double-digit 
returns for the first time since 1995. The market tailwinds included unprecedented 
monetary stimulus, economic re-opening, and earnings growth of about 65%. U.S 
equities handily outperformed international stocks in 2021 and 8 of the past 10 years. 

Fixed income suffered through a difficult year as the economy recovered, inflation 
surged to its highest level in 30-years, and interest rates rose. The Bloomberg Bar-
clays U.S. Aggregate Bond index suffered its fourth loss ever, declining by 1.54%. Trea-
suries declined even more as rates across the curve rose. On the other hand, credit 
performed well throughout the year, with the Bloomberg Barclays U.S. Corporate High 
Yield Index advancing 5.28%.  

It has been a remarkable recovery in the markets since the COVID-induced lows on 
March 23, 2020. Since then, the S&P 500 is up 119%, the Russell 2000 Index of small-
cap stocks is up 128%, the MSCI ACWI ex-US Index is up 79%, and the Bloomberg 
Barclays U.S. Corporate High Yield Index has gained 40%. 

Fourth Quarter Performance Highlights

For the quarter, Fixed Income Total Return outperformed both the Bloomberg Bar-
clays U.S. Corporate High Yield Index and the Bloomberg Barclays U.S. Aggregate 
Bond Index (gross of fees). For the calendar year 2021, Fixed Income Total Return 
slightly underperformed the Bloomberg Barclays U.S. Corporate High Yield Index 
(gross of fees) and outperformed the Bloomberg Barclays U.S. Aggregate Bond Index 
(gross of fees).  

	� The strategy was invested with a risk-on bias throughout the quarter and re-
mained fully invested in high yield bonds. In fact, it has remained allocated to 
high yield bonds for 17 consecutive months, since July 30, 2020. During that 
period, the Bloomberg Barclays U.S. Corporate High Yield Index has gained 
12.18%, while the Bloomberg Barclays U.S. Aggregate Bond Index and the 
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Bloomberg Barclays 7-10 Year Treasury Index are 
down 1.69% and 4.86%, respectively. The allocation 
to high yield bonds has added a significant amount 
of alpha for the strategy compared to Treasuries.    

	� Credit remained firm during the quarter even as the 
Federal Reserve accelerated the pace of tapering 
and signaled three rate hikes for 2022. We see no 
evidence of credit stress and as a result, we remain 
allocated to below investment grade debt.

	� Credit again outperformed duration during the quar-
ter. Treasuries gained marginally during the quarter 
as the 10-year U.S. Treasury yield slipped by 2 basis 
points. The Bloomberg Barclays 7-10 Year Treasury 
Index gained 0.34% while high yield advanced 0.71%. 
The lower duration of high yield bonds compared to 
Treasuries and investment grade corporate debt has 
been a defensive attribute during the quarter and for 
the year, especially as we have seen an increase in 
rate volatility.

Positioning and Outlook

As we look toward 2022 and ponder what the year will hold 
for the markets and the economy, we think we are transi-
tioning from a year of recovery in 2021 to a year of head-
winds and mean reversion in 2022. We see 2022 continuing 
many of the trends that propelled the markets to new highs 
last year such as continued economic and earnings growth, 
but at a much slower pace. We believe there will be four 
dominant themes throughout 2022: COVID variants and the 
government response and economic impact, inflation, Fed 
policy, and the mid-term elections.

2022 is a mid-term election year and history suggests a 
choppy first half of the year for risk assets followed by a sec-
ond half recovery. We expect to see more volatility in 2022 
compared to last year, with the potential for a 10-15% equity 
correction in the first half of the year.

We believe economic growth will remain above trend, 
but not at the torrid pace we have seen since the COVID 
collapse. We expect the U.S. economy to grow at a pace 
of 3.5%- 4.0% real economic growth with tailwinds from 
continued economic reopening, unprecedented monetary 
stimulus, and inventory rebuilding. 

Inflation is here and is going to remain elevated from the 
trend of the past 30 years. It is simply a matter of too much 
money chasing too few goods and services, as well as 
too little labor. We do expect inflation to moderate to 3.5% 
year-over-year in the second half of the year as COVID fears 
dissipate and supply chains improve.

The Federal Reserve is set to end tapering in the first quarter 
and will likely begin hiking rates shortly thereafter. The 
market is currently pricing in three rate hikes in 2022. When 
the Fed hikes at a measured pace, the market has histori-
cally performed well in the 12-months after the first rate hike. 
Yields will rise and we expect the 10-year Treasury note 
yield to end the year near 2.0%, but it could trade higher 
during the year.

We currently favor credit over duration as our credit-based 
risk management models continue to show no signs of 
credit deterioration, which potentially bodes well for ad-
ditional market gains as we head into the New Year. De-
spite the surge in COVID cases, the economy continues to 
re-open and that provides a favorable macro backdrop to 
credit. 

Continued economic re-opening has led to improved credit 
outlooks and an upgrade cycle that appears set to extend 
into 2022. The favorable macro backdrop and upgrade cycle 
has led to a high yield default rate of just 0.38% compared 
to its long-term average default rate of 3.66%.
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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.

Fixed income securities are subject to certain risks including, but not limited 
to: interest rate (changes in interest rates may cause a decline in market value 
or an investment), credit, prepayment, call (some bonds allow the issuer to call 
a bond for redemption before it matures), and extension (principal repayments 
may not occur as quickly as anticipated, causing the expected maturity of a 
security to increase).

Non-investment-grade debt securities (high-yield/junk bonds) may be subject 
to greater market fluctuations, risk of default or loss of income and principal 
than higher-rated securities.

Foreign securities are more volatile, harder to price and less liquid than U.S. 
securities. They are subject to different accounting and regulatory standards, 
and political and economic risks. These risks are enhanced in emerging mar-
kets countries.

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

The S&P 500 High Yield Corporate Bond Index, a subindex of the S&P 500 
Bond Index, seeks to measure the performance of U.S. corporate debt issued 
by constituents in the S&P 500 with a high-yield rating. The S&P 500 Bond 
Index is designed to be a corporate-bond counterpart to the S&P 500, which is 
widely regarded as the best single gauge of large-cap U.S. equities.

The Bloomberg Barclays US Treasury: 7-10 Year Index measures US dollar-de-
nominated, fixed-rate, nominal debt issued by the US Treasury with 7-9.9999 
years to maturity.

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 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 10 Year Treasury Rate is the yield received for investing in a US govern-
ment issued treasury security that has a maturity of 10 year. The 10 year 
treasury yield is included on the longer end of the yield curve. Many analysts 
will use the 10 year yield as the “risk free” rate when valuing the markets or an 
individual security.

The MSCI ACWI ex USA Index captures large and mid cap representation 
across 22 of 23 Developed Markets (DM) countries (excluding the US) and 26 
Emerging Markets (EM) countries*. With 2,206 constituents, the index covers 
approximately 85% of the global equity opportunity set outside the US.

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, management fees 
or other costs. It is not possible to make an investment directly in any index.

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


