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Company Name

Avg. 
Weight 

(%)
Contribution 
to Return (%)

iShares Core MSCI 
Total International 
Stock ETF

14.74 2.00

Vanguard FTSE All-
World ex-US Small-
Cap ETF

6.53 0.72

SPDR Portfolio S&P 
500 ETF

33.58 0.54

Top Contributors as of December 31, 2022

Top Detractors as of December 31, 2022

Company Name

Avg. 
Weight 

(%)
Contribution 
to Return (%)

iShares Core S&P 
Small Cap ETF

14.56 -0.13

PIMCO Enhanced 
Short Maturity Active 
ETF

3.78 -0.02

JPMorgan Ultra-Short 
Income ETF

3.80 0.01

Source: Factset. For illustrative purposes only. Past 
performance does not guarantee future results. The 
holdings identified do not represent all of the securities 
purchased, sold or recommended for advisory clients. In 
the chart above, “weight” is the average percentage weight 
of the holding during the period, and “contribution” is the 
contribution to overall performance during the period. To 
obtain the calculation methodology and a list showing 
every holding’s contribution to the overall composite during 
the period, contact: PortfolioAnalytics@ccmg.com. 

Dramatic Readjustment in Fixed Income 
Makes It Again Compelling Versus 
Equities

Market Review

Markets enjoyed solid gains during the fourth quarter, but the defensive tone of the 
recovery was hard to ignore. At the end of September, equity markets were down 
over 23% on the year, and both Treasuries and high yield bonds were down over 
15%. Multi-year lows in investor sentiment had been reached, providing reasons for 
optimism. 

After initially struggling and making new lows, interest rates began to decline, 
providing some welcome relief for stocks. However, the friendly rate environment 
did not last as the Fed hiked rates again in December. The stock rally cooled, but 
the S&P 500 was still up 7.6% on the quarter. Participation was broad as small-caps 
gained 9.2% and broad international equities led the way as the dollar weakened. The 
sector leadership profile, however, was defensive, with Energy, Industrials, Materials, 
Healthcare, and Staples outperforming. 

Large and mega-cap sectors such as Technology trailed, and Communications 
Services and Consumer Discretionary actually posted further losses. On the fixed 
income side, the scale of the damage for all of 2022 is hard to overstate. The 
Bloomberg Aggregate Bond Index was down 13.0%, its worst year on record. Through 
October, when rates were their highest, the JPMorgan Global Government Bond 
Index was down over 20% — four times its prior largest decline. 

Fourth Quarter Portfolio Highlights 

	� The portfolio entered the quarter invested 100% in cash vehicles, but our 
credit-based models began to improve even before rates began to decline. 
Credit spreads came in sharply during October, and 10-year yields peaked 
on October 24th. Our risk models turned positive at the end of October, and 
we purchased U.S. and international equity positions. Since our purchase on 
October 28th, U.S. equities declined slightly through year-end, but broad 
international equities and international small-caps produced impressive gains. 

	� As 2023 begins, our risk-on position in equities is tenuous, as rising interest 
rates and mediocre credit markets have forced our models close to turning 
defensive. While we believe a short-term bounce is overdue and likely, many 
leading economic indicators have begun to roll over. The first half of the year is 
likely to be a battle between the negatives (a slowing economy and earnings) 
versus the positives (a bullish Fed pause or slowdown).

	� When positive on equities, the portfolio contains a 70-30 mix between U.S. 
large-cap and small-cap stocks. The portfolio also employs a 70-30 mix 
between U.S. and international equities, and is effectively a 10% underweight 
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of international stocks. While we could at some 
point increase the proportion of our international 
exposure, we are unlikely to do so soon given our 
belief of a higher likelihood of recession abroad than 
here in the U.S.

Positioning and Outlook

2022 confronted investors with dramatic changes and 
losses, and the change in relative valuations among the four 
market segments important to the Global Tactical portfolio 
was eye-opening (as seen in the table below): 

Market Segment  
and Yield 12/31/21 12/31/22

3-Month U.S. Treasury 
Bill Yield 0.04% 4.2%

Broad U.S. Treasury 
Index Yield 1.2% 4.2%

High Yield Corporate 
Bond Index Yield 4.2% 9.0%

S&P 500 Earnings Yield 4.2% 4.7%

 
The Fed’s 4.25% interest rate increases in 2022 delivered a 
huge shock to fixed income investors, but as we look into 
2023, we now have an inverted yield curve and T-Bills over 
4% yield with near zero interest rate risk, which strikes us 
as attractive, particularly if inflation has peaked – which we 
believe it has. 

U.S. Treasury bonds also offer a 4.2% yield, which comes with 
the risks and opportunities that duration and interest rate 
sensitivity present. While we cannot deny that an inverted 
yield curve presents risks for Treasuries if inflation becomes 
resurgent, we can at least say that Treasuries offer a much 
more hefty yield – one that potentially will come in above 
inflation. 

Moreover, with a much higher yield, Treasuries can resume 
their role as defensive vehicles when the Fed begins to cut 
rates if a recession occurs. At that point, we would expect 
the inverse correlation between Treasuries and corporate 

credit to kick in, as it most often does during times of stress. 
This could well enable Global Tactical investors to have a 
vehicle that could preserve and possibly grow capital during 
times of severe market stress. 

High yield credit, while not a vehicle that the portfolio 
invests in, is a notable portion of our credit-based risk 
models. The Bloomberg Barclays High Yield Corporate 
Bond Index closed the year with an 8.96% yield, which 
means that while investors are taking on large credit risks, 
they are at least being paid healthily to wait. Nevertheless, 
we are also mindful that 2023 could well bring a recession 
to the U.S. – and recessions abroad are very likely. High yield 
bond spreads are at or below their long-term averages, and 
given a deteriorating macroeconomic environment, they 
could experience substantial spread widening sometime in 
2023. Such a turn of events would likely shift our portfolio 
into defensive U.S. Treasuries or cash.

Overall, we can see that fixed income was sharply and 
painfully revalued in 2022 – but the result has been that it 
has become quite compelling on a relative basis. We expect 
to see considerable monies flow back into bonds. Stocks, 
while down nearly 20% on the year (with even more pain 
seen in growth stocks), offer an earnings yield only slightly 
above Treasuries. While they have the potential to grow 
earnings, those earnings can also decline, of course, and 
the macro backdrop remains quite murky. 

Our projections for 2023 provide for the potential for more 
pain and volatility in equities, particularly in the first half of 
the year. While earnings expectations have declined and 
some economic weakness is priced into stocks, equity and 
credit valuations have not fully priced a recession into the 
picture. Even though the Global Tactical portfolio is currently 
risk-on and favors equities, we would not expect that to 
be the case throughout all of 2023. We continue to rely on 
our credit-based models to manage market risk, and those 
models are only modestly positive. We are closely watching 
the macroeconomic backdrop and are prepared to manage 
risk based on our objective, quantitative indicators.

Source: Ned Davis Research, Bloomberg
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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 invest-
ments or to adopt any investment strategy or strategies. For educational use 
only. This information is not intended to serve as investment advice. This mate-
rial 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. 
 
The manager utilizes a proprietary investment model to assist with the con-
struction of the strategy and to assist the manager with making investment 
decisions. Investments selected using this process may perform differently 
than expected as a result of the factors used in the model, the weight placed 
on each factor, and changes from the factors’ historical trends. There is no 
guarantee that Clark Capital’s use of a model will result in effective investment 
decisions. 
 
Equity securities are subject to price fluctuation and possible loss of principal. 
Stock markets tend to move in cycles, with periods of rising prices and periods 
of falling prices. Certain investment strategies tend to increase the total risk 
of an investment (relative to the broader market). Strategies that concentrate 
their investments in limited sectors are more vulnerable to adverse market, 
economic, regulatory, political, or other developments affecting those sectors

References to market or composite indices or other measures of relative 
market performance over a specified period of time are provided for your 
information only.  Reference to an index does not imply that your account will 
achieve returns, volatility or other results similar to that index. The composition 
of the index may not reflect the manner in which a portfolio is constructed in 
relation to expected or achieved returns, portfolio guidelines, restrictions, sec-
tors, correlations, concentrations, volatility or tracking error targets, all of which 
are subject to change. Investors cannot invest directly in indices. 

The Bloomberg Aggregate Bond Index or “the Agg” is a broad-based fixed-
income index used by bond traders and the managers of mutual funds and 
exchange-traded funds (ETFs) as a benchmark to measure their relative 
performance.

The S&P 500 measures the performance of the 500 leading companies in 
leading industries of the U.S. economy, capturing 80% of U.S. equities.

A Treasury Bill (T-Bill) is a short-term U.S. government debt obligation backed by 
the Treasury Department with a maturity of one year or less. Treasury bills are 
usually sold in denominations of $1,000. 
 
The JP Morgan Global Government Bond Index measures the performance of 
leading Government bond markets based on total return in US currency. By 
including only traded issues, the Index provides a realistic measure of market 
performance for international investors. 
 
The Department of the Treasury manages Federal finances by collecting taxes 
and paying bills and by managing currency, government accounts and public 
debt. The Department of the Treasury also enforces finance and tax laws. 

Foreign Securities means any of the Fund’s investments (including foreign 
currencies) for which the primary market is outside the United States and such 
cash and cash equivalents as are reasonably necessary to effect the Fund’s 
transactions in such investments. 
 
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


