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MARKET REVIEW
Driven by investment, most economic forecasts
expect that the U.S. economy expanded near a
2% annual rate in the first quarter. As we
moved into the first quarter of 2018
manufacturing and investment expanded at a
brisk pace, while personal consumption
decelerated. The sluggishness in consumer
spending may be partly attributed to residual
seasonality in the data as households took a
pause after their holiday shopping spree.
Housing activity also stalled, given supply
constraints. Weakness in consumer spending
was offset in part by a buildup in inventory
investments.
Both retail and wholesale
inventories rose significantly in the first
quarter.

The pace of job creation was robust as we
entered the ninth year of economic expansion.
An average of 202,000 jobs per month were
created during the quarter.
This was an
increase from the average pace of 182,000 jobs
per month in 2017.
Domestic Equity
Our Large Cap Intrinsic Value Equity strategy
lost -0.5% (gross) during the first quarter of
2018, outperforming the Russell 1000 Value
loss of -2.8%. For the twelve months trailing,
our Large Cap Intrinsic Value Equity strategy
has returned 18.8% (gross) compared to the
Russell 1000 Value return of 7.0%.
For the first time in nearly two years, the
Standard & Poor’s 500 Index (S&P 500) fell
during the quarter, returning -0.8%, the
Russell 1000 Growth Index returned 1.42%,
and our U.S. Concentrated Growth Strategy
(composite) returned 0.93%.
On a since
inception (January 1, 1994) basis, our U.S.
Concentrated Growth Strategy (composite) has
returned 11.55%, outperforming the Russell
1000 Growth return of 9.31%, and the S&P
500’s return of 9.54%. Two stocks not held in
the portfolio but have significant weightings
in the benchmark, accounted for much of the
underperformance
during
the
current
quarter.

Our Small Value Equity Portfolio performed
generally in line with its benchmark for the
quarter, delivering a total return of -2.9%
versus -2.7% for the Russell 2000 Value. For
the last twelve months, the portfolio returned
15.0%, outpacing the benchmark return of
5.1%. Further, the portfolio has outperformed
the Russell 2000 Value over the trailing 3-year
and 5-year periods and delivered a since
inception (March 2005) average annual return
of 9.6% versus 7.4% for the benchmark.

International Equity
In Global and Non-U.S. Value Equity, global and
international equities delivered their worst
annual start since 2009 during the first
quarter of 2018, as fears of tighter monetary
policy and escalating trade wars revived longdormant volatility. Within our portfolios, we
have been preparing for this transition to
volatility by taking profits among fully valued
market
leaders
and
reinvesting
into
undervalued market laggards.
Despite the
many recent headwinds for value investors,
absolute returns have been substantial over
the course of this bull market. We have seen
significant appreciation across the portfolios,
and valuations have risen commensurately as
we’ve ridden our winners into what we believe
is fair value territory.
In International and Global Growth Equity, our
portfolios continued to fare well against their
benchmarks in the first quarter. The market
correction was not terribly severe (for our
international and global growth equity
portfolios) in the quarter, and we anticipate
another solid quarter for corporate earnings
as the global economy continues to chug along.
An overweight to Information Technology and
Consumer Discretionary stocks, which managed
to post gains in the quarter despite the
aforementioned issues, was a further help to
portfolio performance.
For the one-year
trailing, Our EAFE Plus Equity Composite has
returned 23.27% compared to the MSCI EAFE
Growth return of 17.92%.
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Fixed Income
In the Fixed Income market arena, the
corporate bond market had a rough start to
the year. Lead by the equity markets, dramatic
price declines started mid-January and
intensified in February. A combination of a
material shift higher in rates, sector specific
news, and negative market sentiment widened
spreads in most sectors. In previous quarters
of this rate hike cycle, duration afforded
some protection.
However, this quarter,
intermediate maturities suffered as the tenyear Treasury note shifted into a new higher
trading range.
The exceptions were some
money market eligible issues with maturities
of about one year. Many of these managed to
squeeze out small gains from coupon income.

Emerging Markets
emerging markets began the year in exuberant
fashion, before concerns about interest rate
hikes in the USA. Soon after, looming trade
tensions removed most of the initial gains. The
portfolio did not participate in the rally in
January and February, having moved to a more
defensive tack through 2017, but recouped
some of those relative losses in March. Over
the quarter the portfolio returned 0.78%,
compared with the MSCI Emerging Markets
Index return of 1.47%.

In the High Yield market, our core strategy
performed in line with the benchmark as
slightly positive security selection was offset
by a similarly-sized, but negative, contribution
from allocation. Our High Yield composite
returned -0.93% compared to the -1.04%
return of the Citigroup High Yield BB/B ex
B/CCC Split Ratings Index, and -0.86% return
of the Bloomberg Barclays U.S. Corporate
High Yield Index. Notably positive selection
was generated in Retailers and Wirelines,
with beneficial results also being seen in
Banking and Electric Utilities. Offsets to
these positives included selection from
natural gas holdings in Independent Energy,
long duration Technology exposure and
various Consumer Products positions.

DISCLOSURE

Thank You
We would like to extend our gratitude to the
Michigan Laborers Pension Fund for allocating
a portion of its assets to Sierra’s EAFE Plus
Equity (International Equity) commingled fund
and to the San Mateo Electrical Workers
Health Plan for allocating a portion of its
assets to Sierra’s Core Fixed Income product.
Also, we would like to thank the Laborers
Local Union No. 158 Pension Fund for
additional contributions to Sierra’s Fixed
Income product, the Pacific Northwest Field
Ironworkers Annuity Trust Fund for additional
contributions to Sierra’s Fixed Income product,
the San Diego Electrical Health and Welfare
Trust for additional contributions to Sierra’s
High Yield Fixed Income product, and the UFCW
Local 655 Food Employers Joint Pension Plan
for additional contributions to Sierra’s
International Equity commingled fund. We at
Sierra Investment Partners, Inc., value each of
our clients and are grateful for the
opportunity to manage a portion of your assets.

Sierra Investment Partners, Inc. (Sierra) is a manager of managers and uses exclusive sub-advisory and marketing relationships to manage plan assets. Sierra’s
sub-advisors are: Amundi Pioneer Institutional Asset Management, Inc. for Concentrated Growth Equity; Todd Asset Management LLC for Large Cap Intrinsic
Value Equity & Intrinsic Value Opportunity; Franklin Templeton Institutional, LLC for Franklin EAFE Plus Equity & Global Growth Equity; Templeton
Institutional Asset Management, LLC for Non-U.S. Equity & Global Equity; StoneRidge PMG Advisors, LLC for Fixed Income; Robert W. Baird & Co. Incorporated
for Small Value Equity; Fort Washington Investment Advisors, Inc. for High Yield Fixed Income; and Edinburgh Partners Limited for Emerging Markets Equity.
Performance reflects that of our sub-advisor for each respective product. Returns are calculated and presented gross of fees. Gross of fees performance is
calculated after the deduction of trading costs, but before the deduction of management fees, custodial fees or other fees. Fee schedules are described in
Part II of Sierra’s Form ADV. Sierra client returns would be reduced by investment management fees. For example, a five-year gross annualized return of
20.10% would be reduced to 18.96% after the deduction of annualized fees of 1%. The information provided is historic in nature and should not be taken as any
indication of future performance as future investments will be made under different economic conditions and may utilize different securities. Russell 1000
Value Index is a widely recognized index of market activity based on the aggregate performance of common stocks from the Russell 1000 Index, with lower priceto-book ratios and lower forecasted growth values. The performance data was supplied by Frank Russell Trust Company. The Standard & Poor’s 500 Index (S&P
500) is an index of 500 stocks chosen for market size, liquidity and industry grouping, among other factors. The S&P 500 is designed to be a leading indicator of
U.S. equities and is meant to reflect the risk/return characteristics of the large cap universe. The S&P 500 is a market value weighted index where each stocks
weight is proportionate to its market value. The Russell 1000 Growth Index measures the performance of the Russell 1000’s growth segment, which is defined
to include the firms whose share prices have higher price-to-book ratios and higher expected earnings growth rates. The Russell 2000 Value Index measures
the performance of the small-cap value segment of the U.S. equity universe. It includes those Russell 2000 Index companies with lower price-to-book ratios and
lower forecasted growth values. The Russell Indices are a trademark of the Frank Russell Company. Indices are unmanaged and are not available for direct
investment. The MSCI EAFE Growth Index is a free float-adjusted market capitalization weighted equity index comprised of securities in MSCI’s developed market
country specific-indexes, excluding the U.S. and Canada, that have more growth-oriented investment style characteristics. The Citigroup High Yield BB/B ex
B/CCC Split Ratings Index is a U.S. dollar-denominated index, which measures the performance of High Yield debt issued by corporations domiciled in the U.S. or
Canada. Recognized as a broad measure of the North American High-Yield market, the index includes cash-pay, deferred-interest securities and debt issued
under Rule 144A in unregistered form. It excludes split-rated B/CCC securities. The Bloomberg Barclays U.S. Corporate High Yield Bond Index measures the
USD-denominated, high yield, fixed-rate corporate bond market. Securities are classified as high yield if the middle rating of Moody's, Fitch and S&P is
Ba1/BB+/BB+ or below. The MSCI Emerging Markets Index captures large and mid-cap representation across 24 Emerging Markets (EM) countries, including
Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Pakistan, Peru, Philippines, Poland, Russia,
Qatar, South Africa, Taiwan, Thailand, Turkey and United Arab Emirates. With 846 constituents, the index covers approximately 85% of the free float-adjusted
market capitalization in each country. The indexes chosen to compare performance are not identical in structure to the composites and are provided to
represent the investment environment existing during the time periods shown. Indexes are unmanaged, fully invested and do not include deduction of fees or
expenses. This information is only an explanation of investment philosophy and historic performance and is not meant to be an investment recommendation. For
a disclosure prepared in compliance with the Global Investment Performance Standards (GIPS®) and a list of composites and performance results, please call
our corporate headquarters at (925) 941-6300. GIPS has not been involved with the preparation or review of this report. Past performance is no guarantee of
future results.
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