
• After a strong first half 2018, US equity indices entered correction, or even bear market 
territory, as concerns regarding global growth, trade and Fed policy weighed on investor 
confidence. 

  
• Despite a nearly 30% decline in the Russell 2000 Growth Index from its 2018 peak to 

trough, US economic indicators don't appear to be suggesting a meaningful slowdown. 
  
• Pier's Small Cap Growth strategy underperformed in Q4, but we are pleased to report 

the composite finished nicely ahead of the Russell 2000 Growth Index for 2018(*). 

  
 

The poignant shift in investment sentiment that emerged late in the third quarter continued 
throughout the fourth quarter, indiscriminately splashing red ink across essentially all US 
equity market indices and sectors.  Geopolitical/policy issues appear the likely culprit 
responsible for the escalation of investor nervousness and the market selloff accompanying 
it.  While newly imposed tariffs do not appear to have had a significant  impact on the US 
economy up to this point, the fact that a trade deal has yet to be hammered out between the 
US and China leaves markets feeling uncertain. 
 
Furthering the lack of certainty, Fed policy also is taking its toll.  Investors concerned with a 
slowdown in growth here in the US and globally, are processing the potential impact of not 
only the four rate hikes implemented in 2018, but how many hikes may lie ahead in 2019.  
The Fed shrugged off criticism from President Trump and others, maintaining its hawkish 
stance throughout the majority of 2018, while only recently offering comfort to markets, 
suggesting a closer proximity to a neutral rate policy. 
 
Small caps got the worst of it in 2018, being the worst performing market cap segment 
(Russell 2000 Index) for December, the fourth quarter and the whole of 2018.   In fact, the 
Russell 2000 Growth Index posted its worst performing month since October of 2008.   As a 
result, small cap valuations now appear more attractive than they have in some time. 
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STRATEGY MANAGER 

STRATEGY DESCRIPTION 

STRATEGY QUICK FACTS 

STRATEGY  CHARACTERISTICS 

  
Fourth Quarter 2018 2018 

   Pier Small Cap Growth* -24.73% -3.08% 

   Russell 2000 Growth Index -21.65% -9.31% 

   Russell 2000 Index -20.20% -11.01% 

   S&P 500 Index -13.52% -4.38% 

The above statistics are supplemental to the 
GIPS compliant disclosure on the last page. 

 
Source: FactSet 

Proudly Serving Clients Since 1987 

(*) Performance is reported gross of fees.  Past performance is not indicative of future results.  Please see full 
performance disclosure on the last page. 
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While markets were decidedly risk-off during the quarter, it is important to take note of more than just one or two data 
points when evaluating the health of the US economy.  While it is possible that a continued market decline could trigger 
the actual slowdown it is forecasting, there are certainly signs that a continued slide may not set the backdrop for the 
beginning of 2019.   
  
The strength in employment here in the US does not appear to be abating with the December Non-Farm Payrolls (NFP) 
indicating the creation of 312k new jobs, well ahead of the consensus estimate of 177k.  The release of strong economic 
data points such as NFP appear to have historically had the ability to stem market slides as illustrated by Merrill Lynch in 
the chart below. 

Fourth Quarter 2018 

THE ECONOMY  

While data is pointing to slower growth in the US economy versus last summer, a slowdown in growth does not 
necessarily suggest an imminent recession.  Goldman Sachs notes that the two most frequent causes of recession, post-
WWII, have been a rapid rise in wage inflation and financial imbalances or systematic risks.  While wages have certainly 
risen since coming out of the financial crisis in 2008, there still remains room for significant productivity gains, which 
have been subdued in recent years.  Specifically, in the technology space, investment in artificial intelligence, automation 
and outsourcing, could lead yield productivity gains for companies across several  industries.  Moreover, the possibility of 
a financial imbalance in the near-term seems unlikely, as households and companies together appear solidly in the black 
as outlined below. 

We are certainly not suggesting an "all clear" by any measure, but there appears to be plenty of data supporting continued 
growth here in the US, albeit at a slower rate than recently enjoyed.  While we are bottom-up stock pickers and focus on 
companies with rapidly adopted products and services, we will keep a close eye on those macroeconomic factors (interest 
rates, trade policy, Brexit, etc.)  that have been of significant concern to markets recently. 
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THE PORTFOLIO  

Disclosure: Please contact us for a full list of recommendations made within the 12-month period preceding the date of this communication. It should not be 

assumed that the recommendations made in the future will be profitable or will equal the performance of the securities in this list. 

Strategy 
 
Given the uncertainty which has ushered markets downward, we thought it productive to summarize our current 
thoughts and rationale for each of the major sectors in which we invest.  All statistics quoted in this section will refer 
specifically to our Small Cap Growth Composite relative to the Russell 2000 Growth Index as of 12/31/2018. 
  
Health Care 
  
2018 performance in the portfolio was driven by a few different themes.  Companies in the biotech space, including 
companies involved in CAR-T immunotherapy and genomic diagnostic testing, were acquired by their larger 
counterparts.  Additionally, a focus on medical technology companies and service providers with products or services 
addressing efficiencies/cost savings to the health care system, have been performance drivers as well. 
  
Exposure to Health Care is essentially neutral (24.75% v. 26.32%) as we continue to gauge factors which could lead to an 
uptick in volatility.  Uncertainty surrounding the Affordable Care Act exchange could intensify and lead to additional 
headline risk for providers and insurers.  Additionally, negative sentiment could emerge as a result of the drug pricing 
debate on the heels of price increases on hundreds of medications, which became effective January 1st. 
  
Despite the potential for heightened volatility, our focus on finding companies with strong fundamentals (like pairing 
strong clinical data with competitive positioning for example), should continue to contribute to our success in this area. 
  
Consumer Discretionary 
  
Despite being underweight the consumer (10.80% v. 14.77%), this remains an exciting area for investment as the sector is 
facing significant disruption as ecommerce continues to tear down the walls of distribution.  Disruption creates both 
opportunity, as well as danger, as businesses too deeply entrenched in traditional business practices struggle to survive, 
while surrendering market share to the likes of Amazon.  Amidst high profile bankruptcy filings in 2018 (hhgregg, Toys R 
Us and Gymboree to name a few), our consumer exposure  is focused on those companies leveraging new distribution and 
delivery models, as well as those companies that provide the technology and tools necessary to effectively compete online. 
  
We are still in the early innings of the internet and ecommerce. Disruption will remain prominent in the consumer sector 
in foreseeable future. This will create more opportunities for growing, modern businesses to take share from legacy 
incumbents, resulting in plenty of investment opportunities.  
 
Industrials 
 
With strong economic growth in 2018 comes an increased likelihood that growth has likely peaked for the time being.  As 
a result, investors have been reevaluating their exposure levels to industrial companies, given there is such a strong 
performance correlation to the economic cycle itself.   
 
While our industrial exposure is relatively in line with the benchmark (16.13% v. 17.73%), many of our holdings are 
exposed to secular themes, which we feel are likely to outperform their cyclical counterparts for the foreseeable future.  
Examples include companies providing transportation services to the ecommerce industry and companies selling into 
and servicing the upgrading of mass transit toll and information systems, both areas which we believe will continue to 
perform if the economy continues to slowly decelerate.   
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THE PORTFOLIO (continued) 
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Technology 
  
With the adoption and utilization of technology across nearly every line of business, fundamentals of the Technology 
Sector remain quite strong and we remain overweight (29.84% v. 18.49%).  Software is likely to continue to be of primary 
interest to us in 2019 as the hardware side of Technology Sector is under increased pressure resulting from a 
deterioration in semiconductor capital equipment expenditures.  This deterioration is largely being driven by a 
normalization in demand for memory from data centers, auto manufacturing, a slowdown in demand for mobile phones 
(most notably the iphone), as well less demand from China.  The few hardware names we own are exposed to secular 
themes like the Internet of Things and the transition to hybrid and electric vehicles, which are still in the early stages of 
adoption. 
 
On the flipside, currently the only visible headwind for the software space came from the fact many software companies 
experienced significant price appreciation resulting in valuation concerns.  As such, we took profits in the third quarter of 
2018, but expect software and secular hardware names to continue to do well in 2019, as we begin the year with more 
attractive valuations.   
 
Q4 Attribution 

There was nowhere to hide during the quarter, as all sectors detracted from benchmark performance for the fourth 
quarter of 2018. 

What helped our performance in sector 
allocations: 

 
Underweight: Materials, Health Care and Industrials 

Overweight: Technology 
 

What hurt our performance in sector allocations: 
 

Underweight: Consumer Staples, Consumer Discretionary 
and Financials  

Overweight: Energy and Communication Services 

 

In what sectors did our stock selection help us: 
 

Industrials, Health Care, Consumer Staples and 
Materials 

 
 

In what sectors did our stock selection hurt us: 
 

Consumer Discretionary, Technology, Financials, Energy 
and Communication Services 

As always, we have a detailed attribution report for our Small Cap Growth Composite available at your request. Please 
note that all attribution and sector and holdings data, comes from our attribution provider FactSet and might not directly 
compare to the internal reports that we provide you with.   
 
Holdings 
  
The largest contributors in the fourth quarter were: 
  
Veracyte, Inc. (VCYT) 
  
Roughly 70-80% of surgeries related to Indeterminate Thyroid Cytopathology are determined to be unnecessary, 
however, up to this point, that determination could only be made on a post-operative basis.  This inability to make this 
determination prior to the procedure, can cost as much as $15,000 from the payor and has serious ramifications for the 
patients, as lifelong therapy is required after such surgery.  Veracyte's Afirma test can help avoid roughly half of these 
surgeries, thus benefiting patients as well as saving money for the payors by avoiding unnecessary surgeries and follow up 
therapies.  Medicare, which accounts for  approximately 20% of its volume, had a 40% pricing increase starting early 
2018, propelling the stock throughout the year.   We maintain a position at this time. 



Elastic NV (ESTC) 
  
Elastic, a recent IPO enterprise software company is a leader in open-source elastic search.  Open-source elastic search is  
a distributed search and analytics engine capable of solving a growing number of use cases including log analysis, site 
search and application performance management. Elastic has dominant mind share among developers; the company 
disclosed >350 million inception to date downloads of its software. Every download acts as a lead to the company's 
enterprise sales force, creating a powerful flywheel for the  business model.  Elastic’s first quarter as a public company 
delivered 73% year over year billings growth, 130% net expansion at existing accounts as well as positive free cash flow. 
The company is in the early stages of addressing a very large market opportunity and should continue to deliver best-in-
class revenue growth and operating leverage in foreseeable future.   We maintain a position at this time. 
 
Air Transport Services Group (ATSG) 
 
This air transport services company continues to be an attractive way to play the secular ecommerce theme. Since 2016 
ATSG has been in a partnership with Amazon.  In 2018, Amazon added 10 new aircraft on top of their base of 20 in total 
going into the year.  While these new additions are back-half loaded, they will lead to revenue growth in the near term and 
solid cash flow growth in 2019.  Investors received a welcome surprise late in 2018 when Amazon agreed to add 10 more 
planes, with more potentially to be added in the future.  We believe that these contracts helped drive ATSG’s 
outperformance in 2018, but there is more.  Beyond the Amazon relationship,  ATSG also has opportunities for 
growth within the US government and  the charter passenger segment, as well as having acquisition opportunities 
allowing for a long growth tailwind for the company.  We maintain a position at this time. 
 
The largest detractors in the fourth quarter included: 
 
Matador Resources (MTDR) 
 
The performance of this exploration and production company has less to do with the quality of the company and more to 
do with the macro outlook facing the oil and gas industry.  From a company specific stand point, MTDR is executing 
extraordinarily well.  Not only are they demonstrating well production results significantly above expectations, but also 
added another rig in 2018 and continue to expand their acreage, positioning themselves for continued production growth 
with industry leading IRRs.   Despite their proven ability to execute well,  falling oil prices have negatively impacted the 
stock value as investors worry about high growth profile companies when oil prices fall.  We believe that Matador's 
superior economics and enviable up-stream and mid-stream positioning, will allow them to outperform peers in a low-
price environment and therefore continue to hold a position.   
 
Roku, Inc. (ROKU) 
 
Roku is an emerging advertising platform focused on over-the-top media streaming. Cord-cutting is a powerful secular 
trend working in Roku’s favor, as younger consumers strongly prefer the format and economics of streaming television 
over that of traditional cable. Roku reported 74% year-over-year platform revenue growth in 3Q18, however, investors 
took issue with modest deceleration caused by a one-off content deal in the year-ago quarter.  Given the stock's premium 
valuation and year-to-date performance, investors sold the stock on the report and the slide continued as broad market 
conditions turned risk-off.  As we re-examined the company's outlook, we considered data that showed Roku maintained 
its dominant market share and that its ad revenue segment is expected to continue to grow more than 70%.  Additionally, 
the company is in early stages of monetizing the Roku Channel, a free to watch offering, where Roku captures 100% of the 
ad inventory.  Given Roku’s strategic positioning in a market with accelerating secular tailwinds, we decided to add to our 
position at lower price levels.           
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Coherus Biosciences (CHRS) 
 
After this late-stage clinical biologics company received approval (EU on 9/25/18  followed by FDA on 11/2/18) for 
Udenyca, a Neulasta biosimilar, the stock price has ironically fallen, possibly due to sell-on-news dynamics, coupled with 
the broad selling that effected all market sectors in the fourth quarter.   
 
We continue to like Coherus prospects, as Udenyca should provide measurable cost savings to the health care system, as 
well as significant financial benefits to its hospital clients for the next few years.  We maintain a position at this time. 
 
Final Words 
  
While we remain, on the margin, confident regarding the health of the US economy, we do acknowledge there are several 
variables to be addressed which could result in a myriad of possible outcomes.   
 
For instance, if US/China trade negotiations continue to drag on, with the potential to decelerate US manufacturing as 
well as Chinese economic growth, there could be reason for pause.  Couple this possibility with other factors, such as the 
failure of a Brexit resolution, continued interest rate hikes or a meaningful slowdown in employment and the probability 
of an economic slowdown, perhaps even recession, certainly increases. 
 
On the flip side, the US is enjoying unprecedented employment levels and despite recent rate hikes, historically attractive 
borrowing rates.  Paired with an acceptable trade deal, a more neutral Fed and perhaps a Brexit resolution, investor 
sentiment is likely to flourish as uncertainty abates. 
 
As we progress into 2019 it is likely that we will be able check off these items one by one, for better or worse, but the end 
result will be increased clarity, which investors always seem to favor. 
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~ From 2001 - 2010 the number of accounts figure includes separately managed accounts as well as the number of investors in the Firm’s pooled investment vehicle. 

*Results shown for the year 1991 represent partial period performance from October 1, 1991 through December 31, 1991. 

†Represents the assets of SEB Asset Management America Inc. prior to the management buy-out September 15, 2004. 

†SEB claimed compliance with the Global Investment Performance Standards (GIPS®) and received a firm-wide verification for the period October 1991 through June 2004.  The verification report is available upon request. 

N.A.
(1) 

Dispersion is not presented as there were an insignificant number of portfolios in the composite for the full year. 

N.A.(2) 
3-Year Annualized Standard Deviation is not presented as 36 months of performance is not available. 

The Small Cap Growth Equity Composite consists of fully discretionary separately managed accounts invested in the Small Cap Growth strategy.  The Composite primarily contains a diversified range of common stock publicly traded the US 

Exchanges and OTC-markets.  Investments are made primarily, but not exclusively in stocks within the Russell 2000 Index market cap range.  The strategy does not allow investments in derivative contracts or the use of leverage. The base 

currency of the Composite is U.S. Dollar.  Investment results are measured against the Russell 2000 Growth Index. 

  

For comparison purposes the composite is measured against the Russell 2000 Growth Index.   The Russell 2000 Growth Index measures the performance of the small-cap growth segment of the U.S. equity universe. It includes those Russell 

2000 Index companies with higher price-to-value ratios and higher forecasted growth values. The Russell 2000 Growth Index is constructed to provide a comprehensive and unbiased barometer for the small-cap growth segment. The Index is 

completely reconstituted annually to ensure larger stocks do not distort the performance and characteristics of the true smal l-cap opportunity set and that the represented companies continue to reflect growth characteristics. 

  

Pier Capital, LLC claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS standards. Pier Capital, LLC has been independently verified for the 

periods from September 15, 2004 through September 30, 2018. The verification reports are available upon request. Verification  assesses whether (1) the Firm has complied with all the composite construction requirements of the GIPS 

standards on a Firm-wide basis and (2) the Firm’s policies and procedures are designed to calculate and present performance in compliance with the GIPS standards. Verification does not ensure the accuracy of any specific composite 

presentation. A third-party verification as set forth by the GIPS standards has been conducted by ACA Performance Services from April 1, 2017 and by Ashland Partners & Company LLP until March 31, 2017. 

  

Pier Capital, LLC is a registered investment advisor.  The Firm maintains a complete list and description of composites, which is available upon request.  Results are based on fully discretionary accounts under management, including those 

accounts no longer with the Firm.  Past performance is not indicative of future results.    

  

The U.S. Dollar is the currency used to express performance.  Returns are presented gross of management fees and include the reinvestment of all income including dividends, which are gross of any withholding tax.  Returns will be reduced by 

management fee to calculate net return. Returns do not reflect the deduction of investment advisory fees.  Investment advisory fees are described in Part 2 of the firm’s Form ADV.  Performance prior to 10/1/1991 is not in line with GIPS 

standards.  The annual composite dispersion presented is an asset-weighted standard deviation calculated for the accounts in the composite the entire year. Policies for valuing portfolios, calculating performance, and preparing compliant 

presentations are available upon request. 

 

Beginning July 1, 2009, GIPS composite policy requires the temporary removal of any portfolio incurring a client initiated significant cash inflow or outflow of 50% of portfolio assets.  The temporary removal of such an account occurs at the 

beginning of the month in which the significant cash flow occurs and the account re-enters the Composite the month after the cash flow.  Additional information regarding the treatment of significant cash flows is available upon request. The 

Composite was redefined beginning January 1, 2011 to exclude pooled accounts which are managed distinctively from the rest of  the separate accounts in this Composite. Firm’s records, including third party records since inception to 2002 

were destroyed by the record storage provider in error without authorization from the firm.  The firm maintains certain records for this period but was not able to rebuild records from inception to 2002 in full. 

  

The management fee schedule is as follows:   

Asset Based Fee: 

1.00% per annum on assets between $0 and $20 million 

0.80% per annum on assets between $20 and $40 million 

0.75% per annum on assets between $40 and $80 million 

0.65% On Assets Greater than $80 million 

Performance Based Fee: 

0.500% per annum on assets between $0 and $10 million 

0.400% per annum on assets in excess of $10 million 

Plus: 20% of the excess return generated by the portfolio each calendar year above the 

benchmark (Russell 2000 Growth) 

Actual investment advisory fees incurred by clients may vary.  As an example, the effect of investment management fees on the total value of  a client’s portfolio assuming (a) quarterly fee assessment, (b) $1,000,000 investment, (c) portfolio 

return of 8% a year, and (d) 1.00% annual investment advisory fee would be $10,416 in the  first year, and cumulative effects of $59,816 over five years and $143,430 over ten years.  

  

Balanced portfolio segments are not included in this composite. Prior to April 1, 2004 balanced portfolio segments were in th is composite, and performance reflects required total segment plus cash returns using a 3% cash allocation 

percentage, with the performance of cash equaling the Federal Funds Rate as of the beginning of each quarter. The Small Cap Growth Equity Composite was created July 1, 1987. Performance presented prior to September 15, 2004 occurred 

while the Portfolio Management Team was affiliated with SEB Asset Management America Inc. The investment decision makers and the support staff are now part of Pier Capital, LLC, the Firm established as a result of a management buy-out 

of the equity operations of SEB Asset Management America Inc. 
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Total Assets Composite Assets Annual Performance Results 3 yr Annualized  Standard Deviation 

Year End 
Total Assets 

(Millions) 
USD     (Millions) 

# of 

Accounts~ 
Composite Gross 

Russell 2000 Growth 

Index 
Comp. Dispersion 

 

Composite 

Russell 2000 Growth 

Index 

2018 $520 $184 9 -3.08% -9.31% 0.57% 17.53% 16.46% 

2017 $602 $272 10 30.83% 22.17% 0.51% 14.05% 14.59% 

2016 $559 $247 15 7.07% 11.32% 0.43% 16.49% 16.67% 

2015 $600 $278 20 -0.26% -1.38% 0.12% 15.11% 14.95% 

2014 $707 $341 25 3.40% 5.60% 0.44% 14.18% 13.82% 

2013 $766 $357 27 52.69% 43.30% 0.49% 17.77% 17.27% 

2012 $536 $313 36 10.50% 14.59% 0.61% 20.32% 20.72% 

2011 $752 $449 32 -6.03% -2.91% 0.65% 23.39% 24.31% 

2010 $925 $859 46 26.52% 29.09% 1.32% 26.28% 27.69% 

2009 $703 $649 46 45.09% 34.47% 0.51% 24.12% 24.84% 

2008 $505 $386 53 -37.93% -38.54% 0.58% 21.24% 21.26% 

2007 $758 $531 53 22.26% 7.05% 0.94% 14.09% 14.23% 

2006 $653 $394 54 9.45% 13.35% 0.90% 15.59% 15.57% 

2005 $742 $416 54 13.50% 4.15% 0.87% 16.07% 16.51% 

2004 $695 $403 56 18.52% 14.31% 1.44% 21.61% 21.40% 

2003† $1,975 $485 53 51.07% 48.54% 1.32% 30.15% 27.00% 

2002† $1,789 $317 52 -32.02% -30.26% 1.02% 44.49% 33.33% 

2001† $1,805 $508 55 -8.53% -9.23% 1.48% 47.05% 33.58% 

2000† $1,777 $512 60 -24.24% -22.43% 1.33% 44.58% 33.28% 

1999† $1,621 $565 41 117.41% 43.09% 3.11% 30.60% 26.31% 

1998† $1,213 $208 21 14.62% 1.23% 1.57% 27.94% 25.03% 

1997† $981 $119 15 14.69% 12.95% 0.75% 21.82% 18.27% 

1996† $773 $95 14 54.61% 11.26% 2.63% 18.72% 15.48% 

1995† $686 $59 12 47.51% 31.03% 1.72% 12.89% 12.43% 

1994† $534 $45 12 4.77% -2.42% 0.86% 13.83% 14.25% 

1993† $516 $56 13 -1.04% 13.37% 1.34% N.A. (2) N.A. (2) 

1992† $575 $61 14 15.34% 7.77% 1.74% N.A. (2) N.A. (2) 

1991†* $509 $41 11 5.96% 8.28% N.A. (1) N.A. (2) N.A. (2) 


