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Cheap Is Small, and Not Too Steep, 
but Best of All, Cheap Is Cheap                                               
Market Review

The 5-year Index returned -2.03% in the third quarter of 2023. It set its highwater 
mark in the early going on 7/26/23 and proceeded to sell off into the quarter’s close, 
with the low set on 9/28/23. The muni market’s path was definitively influenced by 
the Treasury market’s behavior. Suffering one Federal Reserve rate increase and a 
fear of sticky inflation, the Treasury bond market sold off and bear steepened. The 
5-year muni benchmark made a brief run to quarter lows in July, closing at a 2.51% 
mid-month and then basically never looked back. It set its high of 3.39% on 9/28/23 
and closed the month at 3.36% (Bloomberg data). The move was severe and took 
the market back to yields last seen in October 2022, and set a new decade rate high, 
even when including the brief and violent sell-off perpetuated by the onset of COVID 
in 2020. 

Higher overall yields were not enough to capture retail, nor institutional interest. 
Institutional bids-wanted averaged a robust $1.14 billion per day through the quarter 
and $1.31 billion in September, which exceeded the $1.14 billion year-to-date 
average. Through 9/27, ICI reported $7.26 billion in fund redemptions, which was a 
major driver of both high bids-wanted and a move higher in rates. Sometimes, selling 
begets more selling in munis, and without a buying audience emerging, erosion in 
valuations kept sellers in control and scared buyers on the sidelines. High short-term 
rates, made even more attractive by an inverted yield curve, provided no impetus for 
investors to consider even moderate duration extension.  
 
Third Quarter Portfolio Highlights  

 � Quarterly supply was 3% lower versus the third quarter of 2022, and 8% lower 
than the second quarter of 2023 according to BAML research. Annual supply 
is also suffering, down by over 10%. Higher rates have eroded the supply of 
refunding issues and have also kept new issues from coming to market. Lower 
new issue volume makes establishing clearing levels more difficult and lends 
itself to greater market volatility. 

 � Municipal bonds underperformed Treasuries when measured by percentages. 
Low demand and selling pressure were the main drivers. The 5-year ratio went 
from 62.9% to 73.3%; while the 10-year moved from 66.2% to 75.3%. While a 
move to higher rates AND higher ratios is frustrating for involved investors, it 
makes for an attractive opportunity for new purchases as 5-year taxable equiva-
lent yields are hovering near 5.50, and municipal credit is still healthy. S&P 
upgraded 132 ratings and downgraded 32 (and our home state, PA, was put on 
positive review).

Positioning and Outlook

We are still neutral on municipal credit. While many fundamentals remain strong, 
challenges facing metropolitan areas such as San Fransisco merit surveillance, and 
any economic slowdown could impair tax collections and project revenues across the 
country. This is further clouded by a potential government shutdown. The strategy’s 
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overall rating is AA-, and new investments have favored higher grade issuers. A benefit of a selloff is the option to upgrade 
credit at higher rates and meaningful relative value points. We remain underweight small universities and Healthcare, as 
fixed overhead costs continue to pressure margins. We are finding opportunities in corporate backed munis and have 
added to existing positions at higher yields. 

Yield curve normalization, or a return to a positively sloped yield curve, could be the next major hurdle for the market, and 
is one we have been proactively preparing for. In anticipation of such, we have kept durations shorter and have all but 
eliminated extension risk in the form of callable bonds; we favor bullet maturities at this time. 

While the curve was inverted, we overweighted short maturities versus the index and barbelled them with the 5-year. 
If one subscribes to a “higher for longer” narrative and believes that a normal yield curve is in the offing, we feel this is 
prudent strategy. The slope of the muni curve from 5 to 10-years bottomed out in May at -8 basis points and currently 
stands at +.07 basis points. The 10-year average is +58 basis points according to Bloomberg data.

Finally, we continue to use market weakness to extract value where we can and negotiate higher, defensive coupons on 
new issues. Some recent purchases have a current yield of 6.00% or higher. As income has become an increasingly large 
part of muni returns, we intend to deliver the highest current yield that we can without sacrificing credit quality.  

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 nec-
essarily 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, recom-
mendation or an offer to buy, sell or hold any securities, other investments or 
to adopt any investment 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-looking 
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.
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). 
Municipal securities can be affected by adverse tax, legislative or political 
changes and the financial conditions of the issuers of the municipal securities.
Municipal bonds can be significantly affected by political and economic changes, 
including inflation, as well as uncertainties in the municipal market related to 
taxation, legislative changes, or the rights or municipal security holders. Munici-
pal bonds have varying levels of sensitivity to changes in interest rates. Interest 
rate risk is generally lower for shorter-term municipal bonds and higher for long 
term municipal bonds.

 
The Bloomberg 5 Year Municipal Bond Index is a capitalization weighted bond 
index created by Bloomberg intended to be representative of major municipal 
bonds of all quality ratings with an average maturity of approximately five years. 
 
AAA is the highest possible rating that may be assigned to an issuer’s bonds by 
any of the major credit-rating agencies.
 
Treasury yield is the return on investment, expressed as a percentage, on the 
U.S. government’s debt obligations. Looked at another way, the Treasury yield 
is the effective interest rate that the U.S. government pays to borrow money for 
different lengths of time.
 
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.
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