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MARKET REVIEW
After posting a solid 3.1% growth rate in the
first
quarter,
the
U.S.
economic
engine
decelerated to a pace of about 2.0% for the
remainder of 2019.
Persistent decline in
manufacturing activity and business investment
posed headwinds to growth. This was due to
slowing global growth and trade policy
uncertainty. The headwinds were overpowered,
however, by sustained strength in consumer
spending and a revival in the housing sector.
Thanks to the strong job market, American
consumers bolstered the longest running
economic expansion cycle in history. The housing
sector experienced a significant boost from lower
mortgage rates during the year. Overall, the U.S.
economy likely maintained a growth rate of
approximately 2.0% during the fourth quarter.
Domestic Equity
Our Large Cap Intrinsic Value Equity strategy
began to regain traction in September after
recession concerns peaked and global rates
bottomed. This momentum continued through the
4th quarter as we saw our strategy outperform
the Russell 1000 Value. The strategy actually
picked up over +6% vs. the index since the lows in
late-August/early-September, closing the gap, and
pulling far ahead of the Russell 1000 Value
through year end. Outperformance over the past
few months has coincided with an easing of global
growth concerns and rising interest rates, albeit
from generationally low levels. If we continue
to get confirmation that growth has bottomed,
this strategy should continue to regain traction.
For the year ending 2019, our portfolio returned
29.5% compared to the 26.5% return of the
Russell 1000 Value.
Our
U.S.
Concentrated
Growth
strategy
(composite) returned 3.1% versus the 3.0% return
of the Russell 1000 Growth Index for the month
of December 2019. For the fourth quarter of
2019, our Portfolio returned 8.9% versus 10.6%
for the Russell 1000 Growth Index. For the year,
the Portfolio returned 35.2% versus 36.4% for
the Russell 1000 Growth Index. Given our focus
on trying to mitigate risk, the Portfolio’s
performance has typically lagged the benchmark’s
performance during periods of strong market
appreciation. This occurs due to our efforts to
maintain
the
Portfolio’s
defensive
characteristics, which historically have provided

downside risk mitigation during periods of market
volatility. The proof lies in our since inception
(January 1, 1994) number; our Portfolio has
earned a compounded 12.0% return, compared to
the 9.8% return of the Russell 1000 Growth Index
and the 9.9% return of the S&P 500.
For the quarter, our Small Value Equity Portfolio
underperformed the benchmark Russell 2000
Value with a gross return of 4.8% versus 8.5% for
the benchmark. The Portfolio was performing in
line with the Russell 2000 Value for the quarter
through late November. The push into the year
end, however, favored Energy, Banks and
Industrials; three areas where the Portfolio has
less exposure than the benchmark. For the year,
the Portfolio returned 18.1% gross of fees
versus the benchmark Russell 2000 Value return
of 22.4%.
For the three years trailing, the
portfolio returned 6.3% gross of fees versus 4.8%
for the Russell 2000 Value.
Since inception
(March 1, 2003), the portfolio has returned 8.7%
versus the 7.1% return of the Russell 2000 Value.
International Equity
In Global and Non-U.S. Value Equity, our Global
Equity Composite and Tax Exempt Non-U.S. Equity
Composite delivered double-digit absolute gains in
2019, but failed to keep pace with their
benchmarks, the MSCI All Country World Index
and the MSCI All Country World ex-U.S., during a
year when the value factor experienced a fullfledged meltdown, underperforming growth by
>12% globally and >11% internationally. Those
results came despite a dramatic—if short-lived—
shift in September, when momentum delivered
losses on par with its worst 2% of historical
monthly returns while value finished the month in
the top 3% of historical gains.
In International and Global Plus Equity, Equity
markets spiked higher in the fourth quarter of
2019, with the MSCI World Index increasing 8.6%
in U.S. dollar terms. While we did see some relief
on geopolitical and macroeconomic issues during
the quarter, the magnitude of the spike was hard
to rationalize.
Global equity markets, as
measured by the MSCI World Index, ended the
decade at record highs and were about 9% above
the last high seen in early September 2018. The
rally in the fourth quarter was broad based, with
Information Technology and Health Care sectors
pacing the advance. It was a very strong year for
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our portfolios, with our EAFE Plus Equity
Composite returning 39.4% for the year 2019,
versus the 22.7% return of the MSCI EAFE Index
and the 28.4% return of the MSCI EAFE Growth
Index.

However, for the year 2019, higher quality BBBand B- rated securities performed well and our
portfolios were up 15.3% beating the 14.3%
return of the Bloomberg Barclays U.S. Corporate
High Yield Index.

Fixed Income
In the Fixed Income market arena, during the
fourth quarter, the negative spread between
three-month
Treasury
bills
and
ten-year
Treasury notes reversed significantly.
After
being inverted as much as 21 bps early in the
quarter, the curve steepened to a positive 41 bps
mid-quarter. Monetary policy, which is currently
neutral at worst, combined with strong equity
and credit performance to push longer maturity
rates higher across the curve. For the quarter,
two-year Treasuries declined 6 bps to 1.56%
while ten-year notes rose 24 bps to end 2019
yielding 1.91%. In the final quarter of 2019, we
saw a reversal in the relative performance trend
of U.S. Treasuries. Corporate bonds dramatically
outperformed Treasuries. This was a result of
the backup in Treasury rates and the Federal
Reserve’s interest rate policy reversal.

Emerging Markets
A thaw in the trade dispute between the USA and
China combined with continuing monetary easing by
the U.S. Federal Reserve allowed emerging
markets to rally strongly in the final two months
of 2019. As a result, the MSCI Emerging Markets
Index gained 11.9% in the fourth quarter of the
year, and our Emerging Markets portfolio gained
8.8% during the quarter. The aggregate valuation
of the portfolio has increased in line with the
movement in markets and stands at 9.9 times FY5
earnings. This is at the higher end of the normal
range, but the companies in the portfolio are
generally showing signs of resilient trading and
the cash balance is high in anticipation of better
new buying opportunities.

Our High Yield strategy underperformed in 4Q19
driven by a mixture of security selection and
sector allocation. The portfolio returned 2.2%
(gross) or -40 bps to the Bloomberg Barclays U.S.
Corporate High Yield Index return of 2.6%.
Idiosyncratic factors led to negative security
selection. Within High Yield, BBs and Bs led for
most of the quarter as CCCs continued to lag;
however, starting in late November, CCCs
tightened 132 bps and ended up being the best
performing credit rating category at +3.7%.

DISCLOSURE

Thank You
We would like to thank IBEW Local 648 Pension
Plan for allocating a portion of its assets to
Sierra’s High Yield Fixed Income product, Local
697 IBEW and Electrical Industry Pension Fund
and Teamsters Union 25 Health Services and
Insurance Plan for allocating a portion of their
assets to Sierra’s Concentrated Growth Equity
product, and Laborers Pension Trust Fund of
Northern Nevada for allocating a portion of its
assets to Sierra’s EAFE Plus Equity (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 subadvisors 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 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 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 All Country World Index is a free float-adjusted market capitalization weighted equity index
comprised of securities in MSCl's developed and emerging market country-specific indexes. The MSCI All Country World ex-U.S. Index is free float-adjusted market
capitalization weighted equity index comprised of securities in MSCl's developed and emerging market country-specific indexes, excluding the U.S. The MSCI World
Index is a free float-adjusted market capitalization weighted equity index comprised of securities in MSCI’s developed market county-specific indexes. 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

