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Market Overview 
Against a backdrop of uncertainty during the first quarter of 
2022, U.S. equities finished lower, despite a valiant effort to 
rally in March. No doubt, the Russia-Ukraine conflict sits atop 
the wall-of-worry, as it proves to be a humanitarian crisis that 
few have seen for decades. Beyond the human toll, isolation of 
the 11th largest economy (Russia) from the rest of developed 
world has led to the second major shock for global supply 
chains in as many years. Disruption to important commodity 
supplies added to inflationary pressures, which were already 
testing the limits of consumers and businesses alike. On top of 
this global crisis, the Federal Reserve began to embark on the 
great unwind of its unprecedented monetary stimulus, 
initiated during the global pandemic. With key inflationary 
rates 2 to 3 times above the long-term comfort level (roughly 
2%) of the Central Bank, it’s easy to see why consensus 
expectations were reset to account for a more aggressive Fed 
in 2022. Indeed, rate-hike expectations have skyrocketed and 
now incorporate an acceleration in both fed-fund rate hikes 
and balance-sheet reduction; the Fed’s balance sheet stands at 
roughly $9 trillion. 

While equity performance was lower across the board during 
the quarter, U.S. large-cap stocks outperformed small-cap 
stocks, with value leading growth. From an index perspective, 
the S&P 500 Index was down 4.6%, while the Russell 2000 Index 
fell 7.5%. Within the large-cap universe, the Russell 1000 Value 
Index was down 0.7% compared to a decline of 9.0% for the 
Russell 1000 Growth Index. Among small-cap stocks, the 
Russell 2000 Value Index was down 2.4%, and the Russell 2000 
Growth Index fell 12.6%. In the small/mid-cap segment of the 
market, value also led, with the Russell 2500 Value Index falling 
1.5%, compared to a decrease of 12.3% for the Russell 2500 
Growth Index.

While many cyclical sectors faltered during the quarter, energy 
and other commodity stocks experience outsized positive 
returns. These companies were direct beneficiaries of the 
heightened inflationary pressures and geopolitical 
uncertainties. Consumer stocks and long-duration growth 
stocks in sectors such as technology and biotechnology 
suffered the largest declines, as inflation and the cost of higher 
interest rates weighed on sentiment.

Fund Performance
In the first quarter, Pacific Funds Small-Cap (Advisor Class) 
returned -7.68% versus the Russell 2000® Index return of 
-7.53%. For the period, the fund underperformed the 
benchmark by 15 basis points (one basis point equals 0.01%).

Portfolio Review
For the quarter, the fund modestly underperformed the Russell 
2000 Index. The fund had positive stock selection for the quarter 
but had significant pressure from sector allocation. Stock 
selection in the energy, technology and transportation sectors 
provided the largest headwind for the fund, while stock 
selection in the consumer discretionary and healthcare sectors 
were the main contributors to outperformance.

On a stock specific basis, the fund’s largest contributors 
included Magnolia Oil & Gas Corp., an oil and gas exploration 
and production company, which outperformed as oil prices 
spiked due to concerns over the sanction of Russian supply, and 
as OPEC+ countries failed to produce up to the cartel-mandated 
quotas. The company’s management continues to aggressively 
repurchase shares, eliminating a previous private equity 
overhang on the stock. Brigham Minerals, Inc., a mineral and 
royalty interest acquisition company, outperformed as oil prices 

For performance data current to the most recent month-end, call Pacific Funds at (800) 722-2333 or go to PacificFunds.com/
Performance. Performance data quoted represents past performance, which does not guarantee future results. Current performance 
may be lower or higher than the performance quoted. The investment return and principal value of an investment will fluctuate so that 
shares, when redeemed, may be worth more or less than the original cost.
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spiked due to concerns over the sanction of Russian supply and 
as OPEC+ countries failed to produce up to the cartel-mandated 
quotas. An accretive acquisition of mineral royalty acreage in 
Colorado received investor attention, as consensus production 
estimates increased for the full year. Civitas Resources, Inc., an 
oil and natural gas company, outperformed as oil prices spiked 
due to concerns over the sanction of Russian supply, and as 
OPEC+ countries failed to produce up to the cartel-mandated 
quotas.

The fund’s largest individual detractors included Calix, Inc., a 
broadband equipment and cloud software solutions provider, 
which underperformed on the broader selloff in high-growth 
technology stocks, given increasingly hawkish Federal Reserve 
commentary. The stock was one of the best performing small/
mid-cap tech stocks in 2021. The underperformance year-to-
date is, in part, a give-back of some of the outperformance 
realized late in 2021 following an announcement that it would be 
added to the S&P MidCap 400 Index. Avaya Holdings Corp., a 
communication technology provider, reported weaker-than-
expected revenue and earnings, driven by delayed revenue 
recognition and deal closure delays (due to the COVID-19 
Omicron variant). Importantly, some of these deals have closed 
the second quarter. In addition, the company continued to 
increase its key performance metrics by raising its cloud 
annualized recurring revenue estimate. Saia, Inc., a trucking 
transportation company focused on more regional routes or less 
than-truckload (LTL), experienced multiple contraction on fears 
the trucking cycle is late or peaked.

Market Outlook
As we move forward into 2022, we believe growth could slow 
from its current pace, but not reverse. Economic activity had 
built good momentum coming into the year, as COVID-19 
disruptions and shutdowns continue to ease. Inventory re-
stocking and a pick-up in travel have been just some of the 
positive contributors. Economic growth ultimately drives 
corporate-earnings growth. As equity investors, we are carefully 
watching the potential fallout from the surge in inflation and its 
potential impact on our economy. The tight labor market means 
wages will also continue to face upwards pressure. Economic 
sanctions, especially around food and energy, may continue to 
weigh on prices, while easing supply chain bottles may also 
relieve some of the upward pressure.

With persistently higher inflation, the Fed has been more vocal 
on its intention to raise interest rates and move forward with 
quantitative tightening. The fact that growth has recovered at a 
very healthy pace is putting even more pressure on the Fed to 
move on those monetary policy changes. The moves are 
designed to control inflation but will also impact economic 
growth. The question is if tighter monetary policy means 
avoiding “overheating” or if there is ultimately more demand 
destruction.

We believe the notion of “stagflation” is still premature. Still, the 
investment environment has become riskier over the past few 
months. Markets seem to have moved past the Russian-Ukraine 
conflict, but uncertainty over the outcome remains. Economic 
growth has been strong thus far, but the persistency of 
monetary tightening and inflation further clouds visibility.

While we acknowledge the hazier outlook, in our opinion/
analysis equities still appear to be an attractive alternative to 
fixed income and, from a geographical standpoint, the U.S. may 
be better positioned to fight off whispers of a looming recession 
than Europe. We believe Corporate profitability will continue to 
be healthy, and corporate balance sheets are in good shape, and 
may offer stability to the U.S.’s general economic health. In 
addition, if unemployment continues to trend down there may 
be plenty of room for the labor participation rate to move 
higher.
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Advisor Class

Top-10 Holdings (%)

Magnolia Oil & Gas Corp. Class A 2.26

NexPoint Residential Trust, Inc. 1.74

Harmony Biosciences Holdings, Inc. 1.71

Brigham Minerals, Inc. Class A 1.68

Hancock Whitney Corporation 1.56

Box, Inc. Class A 1.54

Hillenbrand, Inc. 1.54

Advansix, Inc. 1.52

Civitas Resources, Inc. 1.48

SITE Centers Corp. 1.46
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Returns reflect reinvestment of dividends and distributions. Advisor Class shares incepted on 1/11/16.The Fund acquired the assets of the Rothschild U.S. 
Small-Cap Core Fund (the Predecessor Fund) in a reorganization transaction on 1/11/16. The Fund’s objectives (goals), policies, guidelines, and restrictions are 
substantially the same as those of the Predecessor Fund. The performance figures shown for Advisor Class shares of the Fund reflect the historical performance 
of the then-existing Institutional Class shares of the Predecessor Fund for periods prior to 1/11/16. The performance figures for periods prior to 1/11/16 have 
not been adjusted to reflect fees and expenses of Advisor Class shares of the Fund. If these returns had been adjusted, then performance for the share classes 
could vary from the returns shown based on differences in their fee and expense structures. The Institutional Class shares of the Predecessor Fund 
commenced operations on 12/31/14. 

Net annual operating expenses for Advisor Class are 0.95% and total (gross annual) expenses are 1.65%. The Fund’s annual operating expenses 
shown above are effective 8/1/21 through 7/31/22. Gross Expense Ratio reflects the total annual operating expenses paid by the Fund. Net Expense 
Ratio reflects waivers, reductions, reimbursements, and the limitation of certain “Other Expenses.” Expense caps and/or fee waivers are reevaluated 
annually. There is no guarantee that the investment adviser will continue to cap expenses after the expiration date. Please see the current prospectus for 
detailed information. 

For performance data current to the most recent month-end, call Pacific Funds at (800) 722-2333 or go to PacificFunds.com/Performance. 
Performance data quoted represents past performance, which does not guarantee future results. Current performance may be lower or higher 
than the performance quoted. The investment return and principal value of an investment will fluctuate so that shares, when redeemed, may 
be worth more or less than the original cost. 
All share classes may not be available at all firms and not all investors may be eligible for all share classes. 
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Definitions 

The Russell 1000 Growth Index measures the performance of the large-cap growth segment of the U.S. equity universe. It includes those 
Russell 1000 companies with higher price-to-value ratios and higher forecasted growth values.

The Russell 1000 Value Index measures the performance of the large-cap value segment of the U.S. equity universe. It includes those 
Russell 1000 companies with lower price-to-book ratios and lower expected growth values.

The Russell Growth 2000 Index measures the performance of the small-cap segment of the U.S. equity universe. It includes approximately 
2,000 of the smallest securities based on a combination of their market cap and current index membership.

The Russell 2000 Value Index measures the performance of the large-cap value segment of the U.S. equity universe. It includes those 
Russell1000 companies with lower price-to-book ratios and lower expected growth values.

The Russell 2500 Index measures the performance of the small- to mid-cap segment of the U.S. equity universe, commonly referred to as 
“smid” cap. The Russell 2500 Index is a subset of the Russell 3000 Index.

The Russell 2500 Value Index measures the performance of those Russell 2500 companies with lower price-to-book ratios and lower 
forecasted growth values. 

The S&P 500 Index is a stock market index tracking the performance of 500 large companies listed on stock exchanges in the United States. 
It is one of the most commonly followed equity indices.

The S&P MidCap 400 Index serves as a barometer for the U.S. mid-cap equities sector and is the most widely followed mid-cap index.

Stagflation is a situation in which the inflation rate is high, the economic growth rate slows, and unemployment remains steadily high.

Mailing address:
P.O. Box 9768, Providence, RI 02940-9768
(800) 722-2333 • www.PacificFunds.com
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About Principal Risks: All investing involves risk, including the possible loss of the principal amount invested. There is no guarantee that the Fund will achieve its 
investment goal. Indexes are unmanaged and cannot be invested in directly. Further, they hold no cash and incur no expenses. Equity securities tend to go up or down 
in value, sometimes rapidly and unpredictably, in response to many factors, including a company’s historical and prospective earnings, the value of its assets, general 
economic conditions, interest rates, investor perceptions and market liquidity. Small- and mid-capitalization companies may be more susceptible to liquidity risk and price 
volatility risk and more vulnerable to economic, market and industry changes than larger, more established companies.

This commentary represents the views of the portfolio managers at Rothschild & Co Asset Management US Inc. as of 3/31/22 and are presented for informational 
purposes only. These views should not be construed as investment advice, an endorsement of any security, mutual fund, sector or index, or to predict performance of 
any investment. Any forward-looking statements are not guaranteed. All material is compiled from sources believed to be reliable, but accuracy cannot be guaranteed. 
The opinions expressed herein are subject to change without notice as market and other conditions warrant. Sector names in this commentary are provided by the Fund’s 
portfolio managers and could be different if provided by a third party.  Fund holdings are subject to change at any time and should not be considered recommendations to 
buy or sell any security.

Pacific Life Insurance Company is the administrator for Pacific Funds. It is not a fiduciary and therefore does not give advice or make recommendations regarding insurance or 
investment products.

You should consider a fund’s investment goal, risks, charges and expenses carefully before investing. The prospectus and/or the applicable summary 
prospectus contain this and other information about the Fund and are available from your financial advisor or PacificFunds.com. The prospectus and/
or summary prospectus should be read carefully before investing.

Rothschild & Co Asset Management US Inc. is unaffiliated with Pacific Life Insurance Company. Third-party trademarks and service marks are the property of their 
respective owners. 

Pacific Funds are distributed by Pacific Select Distributors, LLC (member FINRA & SIPC), a subsidiary of Pacific Life Insurance Company (Newport 
Beach, CA), and are available through licensed third parties. Pacific Funds refers to Pacific Funds Series Trust.
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