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MARKET REVIEW
In the first quarter of 2019, the U.S. economy
grew at a robust pace of 3.1%, aided by a boost
from net exports and inventory building. The
increase in net exports and inventories was due
to trade-war related distortions as merchants
stocked up on inventories ahead of tariffs. If
we look through the noise from temporary
disruptions, the underlying trend in economic
activity, including personal consumption, was
weakening. In the second quarter, there were
some signs of stabilization. Consumer spending
rebounded and new home construction activity
picked up. On the flipside, there were plenty
of causes for concern.
Despite the
improvement
in
new
home
building,
construction spending still declined on a yearover-year basis for four months in a row. In
addition, manufacturing and private investment
continued to remain tepid as the impact of the
protracted trade war rippled across the globe.
The overall pace of growth during the second
quarter is expected to have slowed to an
annualized rate of 1.5 – 2.0%.
Domestic Equity
Our Large Cap Intrinsic Value Equity strategy
returned 2.91% (gross) compared to the 3.84%
return of the benchmark Russell 1000 Value.
Stock
selection
drove
much
of
our
underperformance for the quarter. For the
three-years trailing, our Large Cap Intrinsic
Value Equity strategy has outperformed,
returning 13.75% (gross) compared to the
10.19% return of the benchmark Russell 1000
Value.

Our U.S. Concentrated Growth strategy
performed as we expected in the second
quarter of 2019, given its defensive positioning
in a volatile market. For the second quarter of
2019, our U.S. Concentrated Growth Strategy
(composite) returned 4.88% (gross) versus the
4.64% return for the Russell 1000 Growth
Index. Year-to-date, our Portfolio has returned
20.25% (gross), slightly underperforming the
21.49% return for the Russell 1000 Growth
Index. Since Inception (January 1, 1994), our
U.S. Concentrated Growth Strategy (composite)
has compounded at 11.74% (gross) compared to

the 9.54% compounded return of the benchmark
Russell 1000 Growth Index.
Our Small Value Equity Portfolio returned
1.33% (gross) for the quarter, performing in
line with the benchmark Russell 2000 Value
return of 1.38%. Despite a challenging period
for value investors, the portfolio returned
-5.93% (gross) versus -6.24% for the benchmark
over the trailing 12 months, and 5.02% (gross)
annualized versus 2.98% over the trailing 2
years. Further, since inception (March 2005),
the Portfolio has returned 8.64% (gross)
versus 6.84% for the benchmark Russell 2000
Value.
International Equity
In
Global
and
Non-U.S.
Value
Equity,
international
equities
advanced
modestly
during the second quarter of 2019, as optimism
over renewed central bank easing ultimately
overcame concerns about softening economic
growth and ongoing international trade
disputes. We can think of the portfolios in
terms of a barbell, with one group of
securities
characterized
by
resilient
businesses and the other by high-conviction
bargains. The former is comprised of cheap
companies with sound balance sheets, good
competitive positions, high dividend yields,
healthy profit margins and counter-cyclical
demand profiles.
The latter group is
characterized by low valuations, negative
sentiment and cyclically depressed economic
fundamentals. We believe we are taking the
necessary steps to improve investment outcomes
in a difficult environment.
In International and Global Plus Equity, global
equity markets managed to drift higher in
somewhat directionless trade during the
second quarter. We view the rise as primarily a
consolidation move after the more dramatic
swings in the prior two quarters, with markets
tumbling in the fourth quarter only to rally
during the first three months of 2019. For the
second quarter of 2019, our EAFE Plus Equity
Composite returned 4.23% (gross), versus the
3.97% return of the MSCI EAFE Index, and the
5.73% for the MSCI EAFE Growth (Net
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Dividends) Index. For the trailing ten years,
our
EAFE
Plus
Equity
Composite
has
outperformed,
returning
10.46% (gross)
versus the 7.40% return of the MSCI EAFE
Index, and the 8.23% return of the MSCI EAFE
Growth (Net Dividends) Index.

(particularly Energy). Overweight allocations
to BB/B-rated securities also significantly
benefitted performance in the quarter as CCCrated securities materially lagged.

Fixed Income
In the Fixed Income market arena, investment
grade credit spreads were relatively flat for
the second quarter, tightening just two bps;
however,
demand
for
corporate
bonds
remained strong.
Expectations for lower
rates supported a continued hunt for yield
and trumped concerns of recession and trade
tensions.
Investment grade credit default
swaps were tighter than they had been in more
than a year as the quarter ended. Investment
grade outperformed high yield corporate
bonds, underscoring the continued preference
for higher quality. Although issuance this
year has been plentiful, it remains 12% below
last
year’s
pace
year-to-date,
further
supporting narrower yield spreads.
Our High Yield strategy exceeded the
benchmark, with sector allocation being
neutral
and
security
selection
being
significantly positive. Our portfolio returned
3.01% (gross), outperforming the Bloomberg
Barclays U.S. Corporate High Yield Index
benchmark return of 2.50%. A multitude of
factors led security selection to be the
primary driver of this outperformance. These
included distinctive news updates which
positively affected multiple holdings, long
duration exposures, and the avoidance of
distressed
commodity-focused
issuers

Emerging Markets
Emerging market equities continued to make
progress in anticipation of lower interest
rates in the USA in the second quarter of 2019.
Investors assumed that the positive real
interest rates prevailing in most emerging
markets give greater policy flexibility in the
event of an economic slowdown than is
available in the negative yield environment
dominating many developed markets. At the
same time however, concerns about a potential
slowdown increased as a result of weaker
economic data in Asia and increasing tension
over trade between the USA and China. For the
second quarter of 2019, our Emerging Markets
Equity portfolio underperformed compared to
its benchmark, the MSCI Emerging Markets
Equity index, returning -0.18% (gross), versus
0.74%. For one year trailing, our Emerging
Markets Equity portfolio has returned 1.90%
compared to its benchmark return of 1.61%.
Since Inception (July 1, 2012), our Emerging
Markets Equity portfolio has returned 5.28%
(gross) compared to the 4.53% return of the
MSCI Emerging Markets Equity Index.
Thank You
We would like to thank the San Diego
Electrical Pension Trust for additional
contributions to Sierra’s Fixed Income product.
We at Sierra Investment Partners, Inc., value
each of our clients and are grateful for the
opportunity to manage a portion of your assets.

DISCLOSURE
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 Plus 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. The 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 price-to-book
ratios and lower forecasted growth values. The performance data was supplied by Frank Russell Trust Company. 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 Index is an equity index calculated by MSCI. The index
measures the total returns (gross dividends are reinvested) of equity securities in the developed markets in Europe, Australasia and the Far East. Securities
included in the index are weighted according to their Free Float adjusted market capitalization (Price x Shares outstanding x Foreign Inclusion Factor). The
MSCI EAFE Growth (Net Dividends) 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 indexes are net of foreign
withholding taxes on dividends. 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.

101 Ygnacio Valley Road, Suite 300 Walnut Creek, CA 94596

(925) 941-6300

www.SierraInv.com

