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M A R K E T R E V I E W

U.S. equities continued to push sharply higher during the second quarter, fueled by very easy monetary
policy and massive fiscal stimulus. Valuations are stretched here, with investors cumulatively betting
the robust earnings rebound continues WHILE bond yields also remain low. Disappointment on either
side of the equation could lead to heightened volatility and/or a pullback in equities.

Russell 2500

The Russell 2500 Index recorded a 5.4% advance during Q2, bringing its first half advance to 17%.

Size/Style

• The small-cap Russell 2000 Index trailed the smid-cap Russell 2500 by about 1% during Q2, a reversal
of modest small-cap outperformance early in the year.

• Growth stocks modestly outperformed value stocks within the Russell 2500 after posting a
substantial advantage (about 6.7%) during June. June's performance was a stark reversal of the
value rotation which ran from mid-February through mid-May.

Russell 2500 Sectors

We again saw a bit more consistent relative sector performance among smid-caps. Late-stage cyclicals
held up better here than in the large-cap space:

• The Energy sector again led the Russell 2500 Index, gaining 14.5% during the second quarter. The
sector is already 38.6% higher for the year. Materials stocks also continued their recent run of solid
performance.

• Defensive sectors, meanwhile, continue to underperform. Utilities recorded a scant 0.1% advance,
and Consumer Staples added only 0.8%.

S E C O N D Q U A R T E R A T T R I B U T I O N

The SMidCap strategy advanced a solid 4.8% during the quarter, narrowly trailing the benchmark
Russell 2500 Index’s 5.4% advance. The table on the following page breaks down the contributions
from sector positioning and stock selection.

Sector positioning detracted 0.25% from active return:

• Overweighting the Consumer Staples and underweighting the Real Estate sector combined to
detract 51bps; the former trailed the Russell 2500 Index by 1.5% during the quarter, while the latter
outperformed by 3.9%.

• Overweighting the Energy sector proved fruitful, as the sector outperformed the Russell 2500 by
nearly 18%.

Stock selection within the respective sectors detracted 0.35% from active return.

M A R K E T O U T L O O K

The surprises keep coming. Despite unprecedented stimulus (and talk of much more to come), and
signs of building price pressure (especially in PPI and manufacturing prices paid), Treasury yields
actually moved lower on the quarter, the curve flattened, and real yields hit the most negative on
record. This is largely due to massive purchases from the Treasury. The markets are focused on
whether inflation will be “transitory”, or if the observed price increases will lead to something similar
to the early 80’s.

With yields halting their increase, the long-awaited value rotation retraced its strong run of
outperformance, sliding sharply during June. Rising yields increase the discount rate for future
earnings, making growth stocks less attractive. Declining yields have the opposite effect. We expect
value to outperform growth after this recent setback.
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Source: GLA and Bloomberg. Performance numbers are gross of fees.

SECTOR
GLA 

WEIGHTING
R2500 

WEIGHTING
% ACTIVE GLA RETURN

R2500 
RETURN

% ADDED
SECTOR 

ALLOCATION
STOCK 

SELECTION
ACTIVE 

CONTRIBUTION

Comm. Services 2.72 2.93 -0.21 9.86 12.43 -2.57 -0.03 -0.03 -0.06

Consumer Disc. 16.86 13.85 3.01 -3.85 3.81 -7.66 0.09 -1.42 -1.33

Consumer Staples 9.12 3.16 5.96 1.42 0.97 0.45 -0.28 0.07 -0.21

Energy 3.64 2.71 0.93 24.71 23.30 1.42 0.15 0.03 0.17

Financials 19.28 14.66 4.63 5.34 2.54 2.80 -0.11 0.54 0.43

Health Care 14.22 14.41 -0.19 2.40 4.84 -2.44 0.06 -0.41 -0.35

Industrials 10.93 16.35 -5.41 5.50 3.10 2.40 0.11 0.26 0.37

Technology 13.11 15.85 -2.74 9.72 7.96 1.76 -0.01 0.08 0.07

Materials 6.26 5.71 0.54 17.31 6.12 11.19 -0.01 0.66 0.64

Real Estate 1.63 7.81 -6.18 4.91 9.28 -4.37 -0.23 -0.09 -0.32

Utilities 2.23 2.56 -0.33 -4.17 -0.10 -4.06 0.03 -0.04 -0.01

Total 100 100 4.78 5.38 -0.60 -0.25 -0.35 -0.60

S E C O N D Q U A R T E R  A T T R I B U T I O N

The strong stimulus is showing its impact in many areas. Corporate
profits hit an all-time high in Q1. Capacity Utilization has moved
higher – but remains at a moderate level. Commodity prices
continue to edge higher, as do input prices such as lumber, steel,
and concrete. The labor market continues to recover, with about
70% of the jobs lost during COVID now recouped. The housing
market remains very strong, with the highest year-over-year
increases in home prices in 15 years. Industrial Production and
purchasing indices are also strong. Lastly, the preponderance of
good news has buoyed consumer confidence.

The next quarter or two should inform the Fed’s future policy far
more than the past quarter or two. More stimulus (infrastructure
bill, anyone?) offset by tax raises will come into play, and year-over-
year changes in economic data will become more meaningful as
COVID-hampered periods drop from the observations. The
conversation will start to turn to tapering as the Fed evaluates the
quantity of their monthly asset purchases, and how long this should
continue.

As for equity markets, we’ll need plenty of robust, profitable growth
to justify valuations here – especially if inflation is not transitory.

Positioning:

With the economy awash in liquidity but the economic rebound not
looking as powerful as hoped, forecasted returns for growth stocks
have improved sharply in both the mid-cap and small-cap market
segments. Overall, small-caps remain more attractive than mid-caps
as we enter Q3.

From a risk factor perspective, the SMidCap models do have an
aggressive stance, with Volatility, Leverage, and Earnings Variation
the most significant positive biases. Earnings Yield had been a strong
positive bias, but has now reversed into a negative tilt.

In terms of Sector/Industry exposure, Health Care became
significantly more attractive during Q2, especially Biotech, Medical
Products, and Drugs. An improved forecast for Computer Software
has also elevated the outlook for the Tech sector. Conversely, the
flattening yield curve drove a reduced outlook for Banks and Thrifts.

In terms of stock selection characteristics, higher volatility
(idiosyncratic risk, beta, low share price) swung back into favor after
a brief respite. A number of Value and Quality characteristics
became less attractive, with Forecasted Earnings yield, Earnings-
based Return on Capital, and Earnings/Debt all declining sharply.
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The data in the attribution table represent the returns for each sector and for the gross returns for a representative composite account for one quarter ending the current calendar
quarter. The sector weights are the average weight throughout the calendar quarter. Individual account returns may vary.

Great Lakes Advisors, LLC (“Great Lakes” or “GLA”) is an investment advisor registered with the Securities and Exchange Commission under the Investment Advisors Act of 1940.
Established in 1981, Great Lakes is a subsidiary of Wintrust Financial Corporation and a part of the Wintrust Wealth Management family of companies. On October 1, 2013,
majority owned subsidiary Advanced Investment Partners, LLC (“AIP”) became fully-owned and integrated into Great Lakes. Great Lakes is a distinct business unit with distinct
investment processes and procedures relating to the management and/or trading of investment portfolios for its clients.

Great Lakes Advisors, LLC claims compliance with the Global Investment Performance Standards (GIPS®). GIPS® is a registered trademark of CFA Institute. CFA Institute does not
endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein. Policies for valuing investments, calculating performance, and
preparing GIPS Reports are available upon request. A list of composite descriptions is available upon request. Great Lakes Advisors, LLC’s fees are available upon request and may
be found in our Form ADV Part 2A. Performance data quoted herein represents past performance. Past performance does not guarantee or indicate future results. Returns and net
asset value will fluctuate.

Manager commentary represents an assessment of the market environment at a specific point in time and is not intended to be a forecast of future events, or a guarantee of
future results. This information should not be relied upon by the reader as research or investment advice. To determine if this strategy is appropriate for you, carefully consider the
investment objectives, risk factors, and expenses before investing. The holdings, industry sectors, and asset allocation are presented to illustrate examples of the securities bought
and the diversity of areas in which we may invest, and may not be representative of current or future investments. Portfolio holdings subject to change and should not be
considered investment advice. The specific securities identified and described do not represent all of the securities purchased, sold or recommended for advisory clients and it
should not be assumed that investments in the securities identified and discussed were or will be profitable. To obtain a list of all securities recommended during the past year,
contact Great Lakes Advisors (GLA) at 312.553.3700. Actual clients’ portfolios may or may not hold the same securities depending on the guidelines, restrictions and other factors
of the specific portfolios.

Frank Russell Company (“FRC”) is the source and owner of the Russell Index data contained or reflected in this material and all trademarks and copyrights related thereto. The
presentation may contain confidential information and unauthorized use, disclosure, copying, dissemination, or redistribution is strictly prohibited. This is a GLA presentation of
the Russell Index data. Frank Russell Company is not responsible for the formatting or configuration of this material or for any inaccuracy in GLA’s presentation thereof.

Standard and Poor’s, a division of the McGraw-Hill Companies, Inc., is the owner of the trademarks and copyrights relating to the S&P Index. The product is not sponsored,
endorsed, sold or promoted by Standard and Poor’s. Standard and Poor’s makes no representation regarding the advisability of investing in the Product.

The index performance figures are calculated in U.S. dollars and reported on a gross basis. The index returns reflect all items of income, gain and loss and the reinvestment of
dividends and other income. Fees, including but not limited to the advisory fee, transaction and custody charges, would reduce the return. Investors cannot invest directly in an
index. These indexes are not managed or sold by Great Lakes Advisors. Past performance is not indicative of future results. 21-6-0097


