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2020 Hindsight 

Welcome to 2021.  This 
letter would be so much 
better if we knew the 
future. That skill would 
have been useful a year 
ago in predicting how 
good 2020 would be.  It 
was, of course, a wildly 

tumultuous year, unlike any of us had ever seen before, and 
that came after a tumultuous year the year before that.   
Now it seems we are off to another one.  There may be a 
pattern here.  Apparently, the future is always unknown and 
as a species we tend to worry about it.  This seems odd 
because in many respects the present has never been better. 

Our small cap value strategies had a good 2020.  The 
performance and commentary about our top and bottom 
contributors we discuss later in this letter.  The key to our 
performance this year was not particularly different from 
other years:  predict the future well and invest in the 
unexpected winners.  The future came a little sooner than 
usual in 2020.  Many longtime themes in the portfolio built 
around sector economic share gains in healthcare, leisure, 
digital distribution, and logistics, moved toward fair value in 
2020.   The typically slow march of faster, better and 
cheaper product and service offerings taking share over the 
course of a generation, all were adopted quickly in 2020 
because there was no choice.  It may prove to be the biggest 
lurching of per capita productivity since the wheel, or 
perhaps something more recent like electricity or cars.  (We 
wrote about this in our Fall 2020 letter.) 

As usual, this time of year, again we have TV pundits and 
economists at big firms telling us about the Fed and interest 
rates, inflation and volatility, trade wars, currency 
devaluations, defaults, etc., and how bad everything could 
be soon.  I would love to join in, but I see the opposite.  
[See the attached charts for a sense of how often sentiment is correct 
about the direction of the economy.  Note: They don’t get it 
right very often -  just  a 16% r-squared!]  

I admit there are bad economic periods, but they are 
decreasing in frequency and they are also unpredictable.  
There have been anxious pundits all through history, so that 
is not different.  What is different, a lot different, is the 
growing percentage of the economy where the incremental 
cost of creating product, promoting product, and 
distributing product, have all moved toward zero -- and this 
is unprecedented.  

Near zero incremental cost means we get economic growth 
while freeing up labor to do other things, likely leading to 
additional growth.  Interest on interest as we used to say in 
finance.  Historically, idle labor required capital to be 
productive, capital to buy tools.  The industrial revolution 
was all about a giant leap in productivity, but the tools were 
expensive and required armies of commuters to operate.  
Economies of scale were directly related to the capital that 
was to be invested in manufacturing, distribution, and 
promotion.  That’s different now. 

First, the cost of capital has never been cheaper.  In some 
parts of the world, it is now profitable to be in debt.  Real 
estate moguls always knew this, but now it is turning literal 
in some quarters.  Why?  The world has never been 
wealthier due to hundreds of years of compound investment 
returns, which of course adds to the supply of capital, and, 
we are printing a lot of money, which also apparently adds to 
the supply of capital.  

Second, not a lot of capital is needed these days to add 
capacity in a growing number of businesses.  Computers are 
cheap and outsourced services are available on a per hour or 
per unit basis. This is in part why the cost of money is so 
low.  The demand for capital to grow capacity has never 
been lower at the same time that we have the most cash-rich 
world in history.   

As a result, economic growth does not really require much 
capital anymore.  This has rarely been the case in history.  
Driving productivity is now more about idea generation, 
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with economies of scale that simply have never existed 
before.  We are in a period where the cost of incubation and 
evolution of ideas is at a new low.  Access to all the 
knowledge in history at low subscription cost combined with 
real-time collaborators around the world is also new.  This is 
leading to the expansion of something a lot like “asset 
turnover” in the old DuPont formula that breaks down ROI 
by factor, we might call it “Idea Turnover”,  which in turn 
should lead to higher ROI, higher GDP growth per capita 

and better lives for people. While this forecast could 
obviously be completely wrong, we are very happy to have 
history on our side.  Thank you for your interest in Sterling 
Partners Equity Advisors.  Please let us know if we can help 
you with your small-cap value needs. 

Please click here to view Sterling Partners Equity Advisors 
Small-Cap Value Performance.   

Kevin E. Silverman, CFA 
Chief Investment Officer   
P: 312-465-7096 
C: 312-953-0992 
ksilverman@sterlingpartnersequityadvisors.com 

Contact: 
John A. Schattenfield 
Head of Distribution 
jschattenfield@sterlingpartnersequityadvisors.com 
P: 312-465-7037 
C: 872-202-2340 
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Top Contributors 

Middleby Corp (MIDD) 
Sterling Small-Cap Value Diversified 
Sterling Small-Cap Value Focus 

Middleby Corporation is a global leader in the foodservice 
equipment industry.  The Company develops, manufactures, 
markets and services a broad line of equipment for the 
commercial foodservice, food processing, and residential 
kitchen industries.  We bought the stock in the Spring on the 
thesis that the labor productivity needed to feed people 
would not change as a result of the pandemic.  While near-
term sales to the hospitality industry have obviously 
struggled, the long-term outlook remained intact.  

Management took quick action throughout 2020 to navigate 
the COVID impact to the business, improving profitability 
and enhancing its capital structure. 

We sold MIDD during the quarter as the stock moved 
toward prior levels and moved out of our market cap range.  
We believe the company will continue to gain global market 
share with its portfolio of brands in the foodservice 
equipment industry and proven management leadership to 
execute through all business cycles.  

Guess? Inc.   (GES) 
Sterling Small-Cap Value Diversified 

Guess? Inc. designs, markets, distributes and licenses a 
lifestyle collection of contemporary apparel, denim, 
handbags, watches, eyewear, footwear and other related 
consumer products.  Guess? Products are distributed 

through branded Guess? stores as a well as better department 
and specialty stores around the world.  The company 
directly operated 1,068 retail stores in the Americas, 
Europe, and Asia.   

During Q4, the company reported prior quarter results of 
more than double earnings per share versus the last year 
period, significantly expanded operating margin as revenues 
decreased 7.7%.  Management indicated they entered the 
holiday season with inventories 24% below the prior year 
and with a strong balance sheet.  

Brands that resonate with consumer niches are attractive to 
us as potential long-term holdings.  Guess? has made 
improvements to its balance sheet and cost structure and we 
believe is well positioned for a future of its lifestyle brands 
marketed direct to consumer.   

Viad Corp (VIVI) 
Sterling Small-Cap Value Diversified 
Sterling Small-Cap Value Focus 

Viad is a provider of experiential leisure travel and face-to-
face events and marketing experiences.  The company 
operates two businesses: Pursuit and GES.  Pursuit is a 
collection of travel experiences in Alaska, Montana, the 
Canadian Rockies, Vancouver, and Reykjavik.   GES is a 
global, full-service live events company offering a 
comprehensive range of service to the world’s leading brands 
and event organizers. 

Viad continued to improve cost structure during the 
restrictions due to Covid, cutting variable expenses fast and 
hard, while maintaining core capabilities.  The company is 

Sterling Small-Cap Value Diversified 
4Q 2020 Summary* 

Listed from highest to lowest contribution within the 
performance category 

Top Contributors Bottom Contributors 
1. Middleby Corp 1. Fonar Corp
2. Guess Inc 2. Simpson Manufacturing Co
3. Viad Corp. 3. Winnegago Industries Inc
4. Criteo S.A. 4. Echo Global Logistics Inc
5. Eventbrite Inc. 5. Easterly Govt Properties

Sterling Small-Cap Value Focus 
4Q 2020 Summary* 

Listed from highest to lowest contribution within the 
performance category 

Top Contributors Bottom Contributors 
1. The Pennant Group, Inc. 1. Fonar Corp
2. Middleby Corp. 2. Winnebago Industries Inc
3. Eventbrite Inc. 3. Easterly Govt Properties
4. Criteo S.A. 4. Echo Global Logistics Inc.
5. Viad Corp. 5. Calavo Growers Inc.
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on track to add two new attractions during 2021 and has 
additional liquidity going into the new year.  

We own the stock on the thesis that businesses will continue 
to reward high producers and top customers with 5-star 
experiences, and that this particular business practice will 
recover and surpass pre-Covid levels.  Viad combines two of 
our long-term thesis’, the growth of leisure and the value of 
great sales cultures.     

Criteo S.A.  (CRTO) 
Sterling Small-Cap Value Diversified 
Sterling Small-Cap Value Focus 

Criteo offers an advertising platform designed to deliver 
advertising across all online channels.  Our thesis is that 
advertising spending is stable and will continue to migrate to 
online and mobile from TV and print, and that Criteo is 
positioned to benefit from that continuing migration.  
Stability in ad spend that continuously migrates to the best 
ROI platform has been a successful thesis for a long time.  

Right now, there is a lot of noise about privacy and “cookies” 
between Europe, Google and Apple and others that in our 
view have made the stock a tremendous value on the basis of 
cashflow.  Of course, this potential could be offset by the 
risk of the business quickly fading in the face of potential new 
rules that would erode the effectiveness of CRTOs approach.  
Is it a value trap?  Maybe.  But CRTO is not losing 
customers, all who trust the company to find and deliver a 
competitive ad solution.  CRTO remains in the Google eco-
system and continues to add brilliant scientists to its team.  
Why?  To close down?  Our thesis remains that CRTO will 
deliver to its customers a good ROI on their online ad spend. 

The company has maintained a strong balance sheet that 
gives us the patience to wait as the company transitions to a 
commerce media platform.  During their transition, 
management’s focus is on reducing fixed costs and growing 
free cash flow. 

Eventbrite. (EB) 
Sterling Small-Cap Value Diversified 

Sterling Small-Cap Value Focus 

Eventbrite is a global self-service and experience technology 
platform serving a community of nearly one million event 
creators in over 180 countries.  Part of the economies of the 
internet, content creators can now directly promote to 
targeted customers, expanding the business because of lower 
costs and better information to all participants.  We see this 
channel gaining share for a long time.   

Management has been confident about its customers adapting 
to the challenging environment.  Internally, the company has 
reduced costs which will help margins once the pandemic 
fears are in the rear window.  

We own the stock on the thesis that global live events will 
continue to grow and content creators will drive the 
platform.  The company will continue to gain global market 
share with their scalable and efficient self-service model.  

The Pennant Group (PNTG) 
Sterling Small-Cap Value Focus 

The Pennant Group is a holding company of operating 
subsidiaries that provides healthcare services through 75 
home health and hospice agencies and 54 senior living 
communities located throughout the United States.   

Management continues to see tremendous opportunities for 
acquisitions both within its existing footprint and in new 
markets.  They indicated that the company is poised to 
accelerate its disciplined growth strategy with a strong 
balance sheet and talented local leaders that manage its 
facilities to bring quality care to patients.   

This business benefits from the aging demographics of the 
U.S. population, a long time thesis in which we have strong 
conviction, providing a broad spectrum of skilled nursing 
and assisted living services, physical, occupational and speech 
therapies, home health and hospice services and other 
rehabilitative and healthcare services.   
Bottom Contributors 

Fonar Corp  (FONR) 
Sterling Small-Cap Value Diversified 
Sterling Small-Cap Value Focus 

5

5



Portfolio Commentary Winter 2021 

7 

FONAR Corp develops, manufactures and services the 
FONAR MRI machines in addition to the management of 37 
MRI centers through its subsidiary, Health Management 
Company of America.   

With a strong balance sheet and consistent profitability, the 
management has increased volume at existing facilities, 
established de novo centers and continues to make key 
acquisitions.   

We believe that management has a steady and clear path to 
building its MRI centers while keeping a strong balance 
sheet. 

Simpson Manufacuring (SSD) 
Sterling Small-Cap Value Diversified 

Simpson Manufacturing is a leader in engineered structural 
connectors and building solutions.  The company 
manufactures a wide variety of products: wood connectors, 
truss plates, fastening systems, fasteners and shearwalls, and 
concrete construction products.   

Sales volumes improved primarily due to ongoing 
momentum in home centers and co-op customers benefiting 
from consumer behavior toward home renovations as a 
result of the COVID pandemic.  This trend was supported 
by the return of Lowe’s as a home center consumer.  
Management indicated they are continuing to look for M&A 
opportunities to complement its existing product offering. 
We have owned Simpson Manufacturing for over a decade 
and believe it to be one of the best managed building 
materials company with a popular brand and strong pricing 
power.  

Winnebago Industries, Inc. (WGO) 
Sterling Small-Cap Value Diversified 
Sterling Small-Cap Value Focus 

Winnebago Industries is a manufacturer of recreation 
vehicles under the Winnebago, Newmar, Grand Design, and 

Chris-Craft brands primarily used in the leisure travel and 
outdoor recreation activities.   

Winnebago has had great strength during the year for its 
unmatched portfolio of brands and continued demand from 
the end consumer for its high quality, innovative products.   
The momentum across all of its segments is allowing the 
company to capture the full value of its products in the 
marketplace while continuing to gain market share. 

We have owned WGO for many years around the thesis that 
leisure activities will continue to gain share of GDP.  We 
look forward to management executing on the building of its 
iconic brand portfolio over time.   

Echo Global Logistics (ECHO) 
Sterling Small-Cap Value Diversified 
Sterling Small-Cap Value Focus 

Echo Global Logistics is a provider of technology-enabled 
transportation and supply chain management services 
through its network of transportation providers across a 
wide range of industries.  Echo offers Freight Brokerage and 
Management Transportation Solutions for all major modes, 
including truckload, LTL, intermodal and expedited. 

During the quarter Echo reported strong revenue in both 
revenue and volume during a challenging environment of 
constrained capacity and supply chain disruption.  

We own the stock on the thesis that smaller logistics 
companies benefit from Echo’s technology platform aiding 
them in optimizing their freight capacity and rates. As an 
aggregator of many smaller freight companies, Echo can help 
lower costs for customers by engaging with a larger audience 
of suppliers. We believe the long-term outlook for domestic 
shipping and freight provides ample room for future growth 
while Echo benefits from the fragmented nature of the 
freight shipping industry. 
Easterly Government Properties (DEA) 
Sterling Small-Cap Value Diversified  
Sterling Small-Cap Value Focus 

Easterly Government Properties acquires, develops, and 
manages commercial properties that are leased to the U.S. 
Government.  Easterly owned 76 operating properties in the 
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United States, encompassing approximately 7.0 million 
square feet. 

During the prior quarter, Easterly acquired a 76,112 square 
foot Federal Bureau of Investigation (FBI) field office in 
Mobile, Alabama.  Management is committed to a strong 
growth strategy supported by a robust acquisition pipeline 
with its attractive cost of capital.        

We own the stock on the thesis that the company would 
maintain a high portfolio occupancy rate using its specialized 
strategy solving the needs of the mission-critical U.S. 
Government agencies.  

Calavo Growers Inc (CVGW) 
Sterling Small-Cap Value Focus 

Calavo Growers is a global avocado-industry leader and 
provider of value-added fresh food service serving retail, 
grocery, foodservice, club stores, mass merchandisers, food 
distributors, and wholesalers worldwide.   

Despite lower foodservice demand due to the pandemic, 
avocado volumes increased due to rising popularity in the 
United States and abroad.  Management believe they will 
emerge from the pandemic as a strong organization by using 
this time to improve operating costs and improve long-term 
growth prospects.   

We own Calavo Growers around the thesis that globally the 
average person consumes healthier foods as they gain more 
wealth.  Calavo is positioned well to benefit from healthier 
food trends and popularity of avocados. 
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DISCLAIMER 
*Top and Bottom Contributors were calculated by Sterling Partners Equity Advisors using data available for the holding’s contribution to
composite performance taking into account its composite weight, on an annualized basis.

The information contained herein has been obtained from sources believed to be reliable, but we do not guarantee its accuracy or 
completeness.  The opinions and estimates reflect our best judgment as of the report date and are subject to change without notice. 
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