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Company Name

Avg. 
Weight 

(%)
Contribution 
to Return (%)

iShares Core MSCI 
Total International 
Stock ETF

25.59 -1.06

iShares Core S&P 
Small Cap ETF

18.67 -0.91

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

11.54 -0.38

Top Contributors as of September 30, 2023

Top Detractors as of September 30, 2023

Company Name

Avg. 
Weight 

(%)
Contribution 
to Return (%)

SPDR Portfolio S&P 
500 ETF

42.28 -1.38

Cash Produces a Higher Yield Than 10-Year 
Treasuries or Equities

Market Review

After an early year correction driven by huge bank failures, impressive economic 
growth and a turnaround in earnings expectations drove an over 19% rally 
between the March 13th bottom and July 25th. By the end of July, the S&P 500 had 
nearly reached its December 2021 highs. Markets would not break higher, as not 
coincidentally, what was widely believed be one of the Fed’s last interest rate hikes 
occurred on July 26th. 

Soon after, it was good news that began to stoke investor selling, in the often 
counterintuitive fashion of the markets. Stronger-than-expected economic data – in 
particular, strong employment reports – drove interest rates higher and thus markets 
lower, resulting in an over 5% correction by the end of the quarter. Fixed income 
investors had become extremely optimistic that not only was the Fed’s hiking cycle 
over, but also that economic weakness would soon follow and a reversal into interest 
rate cuts was coming by late 2023 or in the first half of 2024. 

For such a scenario to occur, we would expect to see unemployment begin to rise, 
and corporate earnings and overall economic growth slow. That never happened, nor 
did signs of a slowdown appear. Employment remains quite strong, despite higher 
interest rates driving up mortgage rates and corporate borrowing costs. So far, the 
economy has been able to absorb the Fed’s 5.25% increase in short-term interest 
rates since March 2022. 

We believe extreme concentration and a lack of breadth has driven the 2022 rally. 
While the S&P 500 is up 13.1% through the 3rd quarter, the NASDAQ 100 is up a 
remarkable 35.1%, driven by mega-cap names like Apple, Microsoft, Tesla, Google, 
and Meta. Meanwhile, mid-cap stocks are up only 4.3%, and small-caps are up 
only 0.9%. The willingness to concentrate in fewer and fewer dominant Technology 
sector leaders has proven, in our opinion, to be one of the very few ways to discover 
outsized gains.

Third Quarter Portfolio Highlights 

 � The portfolio has been invested in risk-on equities since April 13th, and since 
then through September 30th the S&P 500 has gained 4.2% while small-
caps are down 0.1%. International equities have not fared as well, as broad 
international stocks are down 4.1% and international small-caps are down 
4.0%. The NASDAQ 100 was up 12.6% over the same period, demonstrating 
the extent of market concentration. We see that while U.S. large-caps are 
producing gains driven by a narrow subset, the rest of the world is producing 
flat returns. 

 � When positive on equities, the portfolio baseline allocation is a 70-30 mix 
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between U.S. large-cap and small-cap stocks and 
a 70-30 mix between U.S. and international equities.  
In May, we increased international equity exposure, 
moving to a 60% U.S. and 40% international mix. 
The change was driven by a large valuation gap 
between U.S. and international equities, and our 
belief that the Fed’s eventual pause will create 
downward pressure on the dollar, boosting 
international equities.

 � For most of the third quarter, the pain caused 
by rising interest rates had a surprisingly small 
effect on credit spreads and our credit-based 
models only began to undergo weakness around 
early September. Since then, the models have 
gotten closer towards giving a risk-off indication. 
Given the pain and persistent losses in Treasuries, 
our defensive vehicle of choice would be cash 
equivalents.

Positioning and Outlook

Let’s again examine the four market segments important to 
the Global Tactical portfolio and their relative yields (as seen 
in the table below):

Market Segment and Yield 09/30/23

3-Month U.S. Treasury Bill Yield 5.4%

10-Year U.S. Treasury Yield 4.6%

Bloomberg High Yield Corporate Bond Index Yield 8.9%

S&P 500 Forward Earnings Yield 5.2%

 
As of June 30th, T-Bills yielded 5.4%, while 10-Year U.S. 
Treasuries yielded only 4.6%, resulting in a 0.8% yield curve 
inversion, which has been reduced by surging Treasury 
yields. Cash stands out as a viable asset class, as its 5.4% 
yield exceeds the earnings yield of the S&P 500 itself (of 
course without the potential for earnings growth). 

High yield corporate bonds offer what appears to be an 
enticing 9% yield, but with outsized credit risk. Cash now 
offers an alluring 5.4% yield that is compelling on a risk-
adjusted basis; equities offer a lower earnings yield and a 
forward price earnings ratio of 19.1, which is well above the 

40-year average of 15.3, and only has been exceeded in 
the late 1990s and from 2018-2021. While we do not view 
valuations as predictive for market timing, we believe the 
relative competitiveness of cash and bonds versus stocks 
will present tactical opportunities amidst market volatility 
going forward. 

Going forward, we believe that the levels of debt across 
the globe by both governments and corporations will 
be a crucial factor. We see a number of conditions that 
might force the higher for longer narrative on us. First 
and foremost, the U.S. government has been ineffective 
at addressing long-term problems and its finances are 
considerably stressed. As an example, the U.S. represents 
4% of the world’s population, yet its budget deficit is so large 
that it represents 40% of all global budget deficits. Moreover, 
the trade deficit is so large that it accounts for 60% of global 
trade deficits. As a result, the U.S. government’s borrowing 
soaks up about half of the world’s savings just in its funding 
needs. 

While the dollar is the world’s funding currency, U.S. 
structural debts could produce long-term upward pressure 
on interest rates. On the other hand, one would have to 
consider that a higher for longer narrative is fundamentally 
unsustainable for the simple reason that higher interest 
rates will restrict and constrain the robust economic growth 
that normally drives interest rates higher. We believe that 
these two conflicting forces and the overabundance of 
global debt will contribute to further volatility in the future, 
and we will continue to rely on our quantitative models that 
provide an objective assessment of the credit backdrop to 
drive our allocations.  Source: Bloomberg. For illustrative purposes only. Past performance is not 

indicative of future results.
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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 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 3 Month Treasury Rate is the yield received for investing in a US govern-
ment issued treasury security that has a maturity of 3 months. 
 
The 10-year Treasury yield is the yield that the government pays investors that 
purchase the specific security. Purchase of the 10-year note is essentially a loan 
made to the U.S. government. 
 
The Bloomberg USD High-Yield Corporate Bond Index is a rules-based, market-
value-weighted index engineered to measure publicly issued non-investment 
grade USD fixed-rate, taxable and corporate bonds 
 
A leading economic indicator (LEI) is economic data that may correspond with  
a future movement or change in the economy. Leading economic indicators 
can help to predict an occurrence or forecast the timing of events and trends in 
business, markets, and the economy. 
 
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. 
 
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-
ket countries. 
 
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


