
market review
During the second quarter, retail sales rose to a
record high led by motor vehicle sales.
Manufacturing output recovered from the winter-
storm disruptions and continued to expand. New
single-family home sales climbed to levels not seen
since 2006 before falling as rising prices made
homes less affordable, hurting sales. Strong
demand for housing from millennials, combined
with shortage of supply, pushed home prices higher.
Demand outstripped supply in the existing home
market as well.

While the GDP was recovering rapidly, the job-
market gains were uneven. Job openings increased
rapidly in tandem with the economic recovery. But
the pace of hiring lagged and total payroll remained
well below its pre-pandemic level. Businesses
struggled to find workers, and the tightness of
supply was not limited to just labor.

domestic equity
Our Large Cap Intrinsic Value Equity strategy
slightly outperformed the Russell 1000 Value in June
and was basically in-line for the quarter. Our (gross)
performance remains ahead of the Russell 1000
Value over all other time frames. Value and
Cyclicals, which had led through the end of the May,
underperformed sharply in June.

Our U.S. Concentrated Growth Strategy
(composite) returned 9.78% for the second quarter
of 2021, compared to the Russell 1000 Growth
benchmark return of 11.93%. The primary driver of
benchmark-relative underperformance for the
second quarter of 2021 was the exposures to what
we felt were reasonably valued growth stocks, as
that segment lagged the performance of higher-
valuation growth stocks. Our valuation discipline
has typically resulted in the Portfolio having
significantly higher exposure to stocks with lower
price-to-earnings ratios. Since Inception (January 1,
1994), our strategy has returned 12.86% compared
to the 11.07% return of the Russell 1000 Growth

Index, and the 10.54% return of the S&P 500 Index,
proving our long term philosophy and discipline.

For the quarter, our Small Cap Value Equity
Portfolio provided a gross return of 3.1% versus the
benchmark Russell 2000 Value gross return of 4.6%.
Since inception (March 1, 2005), our Small Cap
Value Portfolio has provided a gross annual return
of 8.9% vs 8.3% for the Russell 2000 Value.
Subtracting out the performance of the top 10
“meme stocks,” the Portfolio would have bested the
benchmark for the quarter. The top 10 stocks in the
Russell 2000 Value benchmark contributed over 2%
(44%) of the benchmark’s 4.6% return for the
second quarter. To illustrate, with the 2,573%
appreciation in AMC Entertainment this year and
455% gain in the last three months, the stock of this
one company alone contributed 1.12%.

international equity
In Global and Non-U.S. Value Equity, the value
factor has outperformed the broader market year-
to-date, even despite June’s massive style reversal
into growth. Value’s outperformance year-to-date is
the result of two things. First, the valuation gap
between value and quality/growth factors reached
such extreme levels that some reversion was
perhaps inevitable. Second, positive vaccine news
combined with supportive government policies
ignited a strong cyclical recovery, which tends to
favor value factors. This was amplified by the idea
that government stimulus would result in modestly
rising inflation and interest rates, but against the
backdrop of strong economic growth—the perfect
environment for many traditional value stocks. The
challenge as we see it today is that many so-called
value stocks are not cheap on a historic basis, and
are only cheap on a forward basis if we are entering
a long period of above-trend economic growth. The
risks to this scenario are significant, in our view.

In International and Global Plus Equity, our EAFE
Plus Equity composite returned 8.31% for the
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second quarter of 2021, outperforming the 5.17%
return of the MSCI EAFE – NR Index and the 7.42%
return of the MSCI EAFE Growth – NR Index. For the
five years trailing, our EAFE Plus Equity composite
has compounded at 19.21% compared to the
10.28% return of the MSCI EAFE – NR Index and the
12.48% return of the MSCI EAFE Growth – NR Index.
As has been the case all year, the value versus
growth rotational trade continued to dominate the
conversation. Growth was resurgent in April and
June, while value dominated in May. The growth
trade over the quarter took on a new look, however.
Although the MSCI World Information Technology
sector performed well, Health Care and Consumer
Staples were among the leaders as we saw a shift
toward core or defensive growth names. Over the
past few years Consumer Discretionary and
Information Technology names led the growth
trade, and in the second quarter we believe we
likely saw investors shying away from higher valued
pandemic winners in those sectors.

Fixed Income
In the Fixed Income market arena, U.S. Treasury
yields were mostly lower during the second quarter,
as longer maturities recovered from over sold
conditions that existed at the beginning of the
quarter due to market expectations for even higher
yields. The 5-year Treasury yield declined 5 bps to
0.89%, the 10-year yield declined 27 bps to 1.47%,
and the 30-year bond yield declined 32 bps to
2.09%. Two-year notes were the laggard. The 2-
year yield rose 9 bps to 0.25% and the yield curve
reversed its prior course. After steepening 79 bps in
the previous quarter, the 2-10 spread flattened 36
bps to 122 bps. The Federal Reserve continues its
support of the Treasury and Mortgage markets
hoping to keep interest rates low to allow continued
labor market recovery. Looking forward, given the
improving economy and the inflation concern, we
expect the U.S. Treasury market to be mostly range
bound over the next few months. The ten-year
Treasury yield should remain in a new slightly lower
trading range from 1.25% to 1.75%.

Our High Yield Fixed Income strategy returned
2.76% on a gross basis, or +2bps to the Bloomberg
Barclays U.S. Corporate High Yield Index return of
2.74%. Sector allocation was slightly positive with
overweights to multiple Energy sectors being
notably supportive. An overweight to Electric
Utilities detracted as two index constituents
performed quite poorly. In security selection,
Energy-focused issuers were well represented,
though less dominant than seen over the prior year.
Even so, the majority of leading contributors were
Energy holdings. Overall, selection was slightly
negative, driven by company-specific issues in
several sectors including Electric Utilities,
Entertainment Media, and Pharmaceuticals. A lack
of exposure to multiple low-quality issuers in a
variety of sectors also hampered performance.

Thank You
We would like to extend our gratitude to the Central
Pennsylvania Teamsters Pension Fund-Defined
Benefit Plan, the Central Pennsylvania Teamsters
Pension Fund-Retirement Income Plan 1987, the
IUOE Local 825 Pension Fund, and a large account
who would like to remain anonymous for allocating
a portion of their assets to Sierra’s EAFE Plus Equity
(International Equity) commingled fund.
Additionally, we would like to thank the Hawaii
Masons and Plasterers Pension Trust Fund,
Laborers Pension Trust Fund of Northern Nevada,
and the San Mateo Electrical Workers Health Plan
for additional contributions to Sierra’s Fixed Income
product, the Northwest Ironworkers Retirement
Trust and the Southern States Savings and
Retirement Plan Trust Fund for additional
contributions to Sierra’s Large Cap Intrinsic Value
Equity product, and the Pension Trust Fund for
Operating Engineers (Local 3) for additional
contributions to Sierra’s EAFE Plus Equity
(International Equity) product.

We at Sierra Investment Partners, Inc., value each of
our Taft-Hartley Fund clients and are grateful for the
opportunity to manage a portion of your assets.
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