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Small Cap Value Equity 
Q3 2022 Commentary 
 
Market Review:   
 
The first half of the quarter saw a strong rally in small-cap equities as investors eagerly anticipated 
moderating inflation figures and a potential “Fed pivot” away from its aggressive tightening policy toward 
smaller interest rate hikes or even rate cuts. However, in mid-August, sentiment shifted as investors focused 
on longer-term inflation indicators and Fed Chairman Jerome Powell made clear the central bank is 
committed to raising rates until inflation is contained, regardless of a slowdown in the economy or a 
potential recession. The sharp downturn in the second half of the quarter brought stocks into an official 
bear market for 2022. The Russell 2000 finished down 2.2% for the quarter, while the Russell 2000 Value 
was down 4.6%.     
 
As has been the case all year, market observers were focused intently on inflation readings. July’s US CPI 
reading was level with June on a month-to-month basis, an indication that inflation may have peaked.1 
However, while the consensus view called for a decline in inflation for August, particularly given a 
substantial pullback in energy prices, the August reading instead increased 0.1%. Moreover, core CPI, or 
inflation excluding food and energy costs, increased 0.6% in August from July levels. The surprise reading 
essentially guaranteed the Fed would implement a third consecutive 0.75% interest rate hike in September. 
After beginning 2022 at effectively zero, the Fed funds rate now stands at 3.0% - 3.25%, and Chairman 
Powell forecasted more aggressive hikes to finish out the year. 
 
Performance Analysis: 
 
The Small Cap Value Equity strategy composite returned -2.9% (gross) and -3.1% (net) for the third quarter 
of 2022 versus -4.6% for the Russell 2000 Value. Year-to-date, the strategy returned -10.6% (net of fees) 
versus -21.1% for the Russell 2000 Value. 
 

Figure 1: Small Cap Value Equity Returns vs. Benchmark 
 

September 30, 2022 QTD YTD 1 Yr 3 Yr 5 Yr 10 Yr Since 
Inception* 

Small Cap Value (gross) -2.9 -10.6 -8.7 11.7 8.4 7.3 11.4 
Small Cap Value (net) -3.1 -11.0 -9.2 11.0 7.7 6.6 10.6 
Russell 2000 Value Index -4.6 -21.1 -17.7 4.7 2.9 7.9 9.4 

*June 1992. Performance for periods greater than 1 year is annualized. Past performance is no guarantee of future results 

 
The third quarter began optimistically with the fourth market advance of the year, fueled by a potential Fed 
pivot. The market peaked in mid-August with an 18% move off the bottom; however, optimism quickly 
evaporated with Fed Chairman Powell’s hawkish Jackson Hole speech and the surprisingly resilient 
inflation release in August, sending markets decidedly lower by quarter-end. The strong outperformance 

 
1 www.bls.gov/news.release/pdf/cpi.pdf 
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of Small Cap Growth stocks in the market run-up resulted in Growth (0.2%) outperforming Value (-4.6%) 
in the quarter, despite the outperformance of Value in the subsequent second half market sell-off.  
 
In this year’s broad-based market decline, few assets have been spared from the impact of higher inflation, 
tightening monetary conditions and overwhelming negative sentiment. With Growth and Cyclical Value 
declining significantly in the first half of 2022, the sell-off expanded to the relative outperformers –
Defensives stocks (Utilities, Consumer Staples, etc.), bonds and gold. September was characterized by 
indiscriminate selling, driven by deleveraging, broad-based ETF selling pressure and 
systematic/algorithmic programs liquidating long equity positions.  
 
Portfolio Attribution: 
 

Attribution Effects – Small Cap Value Equity vs. Russell 2000 Value 6/30/2022-9/30/2022 
 

 
Source: SCCM/Bloomberg, 9/30/2022. 

 
The following attribution analysis of the Small Cap Value strategy utilizes the Russell 2000 Value Index 
as the benchmark of comparison for the third quarter of 2022.  
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Our strong stock selection made Financials the largest contributor to relative performance for the quarter. 
The sector benefited from rising interest rates and prospects for improving loan growth. Ameris Bancorp 
(+11.7%) benefited from a stronger than expected net interest income growth outlook, lower costs, and 
strong loan growth. First Interstate BancSystem (+7.0%) continues to experience robust growth prospects 
and operating leverage while benefiting from higher interest rates. Our strong stock selection and 
underweight allocation within Real Estate aided relative performance. Real Estate underperformed during 
the quarter as the deteriorating economic backdrop has created uncertainty in real estate markets, 
specifically higher interest rates and rapid policy tightening. Host Hotels (+2.1%) benefited from strong 
occupancy and room rates as business and leisure travel continued to drive demand for its luxury and 
upscale hotels. Our strong stock selection made Consumer Discretionary the next largest contributor to 
relative performance. Consumer Discretionary was impacted by concerns over a weakening macro 
environment, but several retailers and restaurants appreciated during the quarter. Denny’s (+8.4%) 
benefitted from increased customer traffic and labor availability. Ruth’s Hospitality (+4.3%) also 
experienced stronger than expected sales and was able to offset some of its inflated food costs with price 
increases. 
 
Stock selection and our overweight allocation within Industrials detracted from relative performance. 
Steelcase (-38.4%) declined after it announced weaker than expected guidance because of higher input 
costs and a decline in orders for its office furniture. Spirit Aerosystems (-25.2%) declined after the company 
reported it expects weaker free cash flow because of supply chain issues and lower 737MAX deliveries. 
Our stock selection within Healthcare detracted from relative performance. Varex Imaging (-1.2%) 
reported strong sales for its medical imaging equipment, however, it was impacted by raw material delays 
and China’s lockdown.  
 
Portfolio Changes: 
 
Purchases 
 
Carter’s (CRI) sells apparel for babies and young children under its Carter’s and OshKosh brands. The 
company markets its products primarily in the United States through its own retail stores, chain and 
specialty stores, department stores and online.  Carter’s is the market leader in the baby clothing category 
with over 15% share and benefits from its scale relative to competitors. Despite a challenging retail 
environment, the company’s strong brand equity and the specialized apparel category in which it competes, 
allows the company to earn stable cash flows. Carter’s is well positioned to increase its operating 
performance as it expands internationally into countries such as China. In addition to growing its store 
count domestically and abroad, the company sells direct through its own website and Amazon.com. We 
purchased shares of Carter’s at 10 times forward earnings. 
 
Emergent BioSolutions (EBS) is a specialty pharmaceutical company that develops and delivers a 
portfolio of medical countermeasures for biological and chemical threats as well as emerging infectious 
diseases. Its product portfolio comprises of about 10 marketed products such as vaccines, therapeutics and 
drug-device combination products. One of its primary products is an FDA-approved anthrax vaccine it 
sells to US agencies. Its commercial business includes drugs for typhoid fever, cholera and opioid 
overdoses. We feel Emergent’s contract manufacturing and research operations is underappreciated by the 
market because of operational issues at one of its facilities that caused it to lose a large customer. 
Additionally, the company’s strong relationship with various US government agencies should allow it to 
expand its offerings through drug and vaccine acquisitions. We purchased shares at 18 times forward 
earnings. 
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Great Lakes Dredge and Dock (GLDD) is the largest provider of dredging services in the US. The 
company deepens and maintains waterways, ports, creates and maintains beaches, excavates harbors, builds 
docks, terminals, piers, and restores aquatic and wetland habitats. Great Lakes benefits from a 50/50 
revenue mix of capital and coastal restoration projects and recurring revenue projects. Additionally, the 
company is well positioned to benefit from expanding its core business into the US offshore wind energy 
industry. We purchased shares at 14 times forward earnings. 
 
Ralph Lauren (RL) sells its merchandise in over 12,000 doors worldwide. They sell direct through their 
500 stores and 650 concession-based shop-within-shops as well as online. The company is focused on 
increasing their direct-to-consumer sales to 75% within five years and is reducing promotions and 
improving its supply chain. As its North American business stabilizes, we also expect margins to improve 
as it streamlines its expenses. International sales should also drive growth as e-commerce in Europe is a 
large opportunity. Moreover, management sees opportunities in high value undeveloped product categories 
such as wear-to-work, footwear, outerwear, and home. We purchased shares at 11.5 times forward earnings. 
 
Standard Motor Products (SMP) manufactures automotive replacement items such ignition and 
electrical parts, emission and engine controls, sensors, clutches, condensers, and hoses. As people hold 
onto their cars longer because of affordability issues surrounding new/used car purchases caused by higher 
interest rates, increasing failure rates should boost demand for engine parts. The company is also well 
positioned to benefit from increasing engine complexity, which should result in higher ASPs. As supply 
chain issues ease, Standard Motor should also see its margins increase. We purchased shares at 10 times 
forward earnings. 
 
Under Armour (UA) is a leader in athletic apparel and footwear. We feel the stock is oversold because of 
concerns over a weakening macro environment and a pull-forward of demand caused by the pandemic. The 
company’s inventory issues are well understood by market participants, but we feel its mix shift to more 
of a direct-to-consumer channel is underappreciated. Additionally, Under Armour’s fewer low-margin 
sales and supply chain efficiency gains should help the stock to outperform as profitability and sales exceed 
expectations. Moreover, a new permanent CEO announcement could serve as a positive catalyst. We 
purchased shares at 14 times forward earnings. 
 
Sales 
 
AAR Corp (AIR) was sold in the strategy during the quarter based on valuation grounds. 
 
Lazard (LAZ) was sold in the strategy during the quarter based on European macroeconomic concerns 
that could impact its advisory business.  
 
Natus Medical (NTUS) was acquired during the quarter by a private equity firm in an all-cash transaction. 
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Market Outlook: 
 
Valuations and stock picking have become increasingly important since interest rates started rising earlier 
this year. Small-caps are trading at near trough valuations and have already priced in more than a mild 
recession. The last time the group was trading so cheap was in the Great Financial Crisis (Figure 2) and 
the last time small-caps were this inexpensive vs. large-caps was in the early 2000’s (Figure 3). 
 

Figure 2: Small Cap Forward P/E Well Below the Long-Term Average 
 

 
Source: BAML, US SMID Cap Strategy, 8/23/2022. Past performance is no guarantee of future results.  

 
Figure 3: Small Caps Remain Historically Cheap vs. Large Caps 

 

 
Source: BAML, US SMID Cap Strategy, 8/23/2022. Past performance is no guarantee of future results. 
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The first nine months of 2022 has been the fourth worst start to a year for small-caps going back to 1926. 
The good news is that when small-caps are down by over 16% in the first 9 months, the median return the 
following year has been 16.9% (Figure 4). The widespread melt-down of risk assets in 2022 has left a 
shrinking number of assets immune to the ravages of decades-high inflation and the resulting aggressive 
global tightening cycle. In the US, inflation has proven to be more entrenched than most had believed by 
almost all measures forcing the Federal Reserve to embark on its most aggressive rate hiking cycle since 
the 1970s. Its unanimous resolve is to continue raising interest rates until it achieves “neutral” rates, which 
will be a moving target over the next year. While inflation has likely peaked, the path and speed of the 
eventual decline in inflation data will be the focus of central bankers and the market. 
 

Figure 4: 4th Worst 9-Month Start for Small Caps 
 

 
Source: Jefferies, US SMID Cap Strategy, 10/3/2022.  

 
 
Value and Quality within small-caps tend to outperform during Fed hiking cycles since 1989. Additionally, 
small-cap value tends to outperform in years with high inflation. It’s also noteworthy how small cap 
companies with the highest returns on equity meaningfully outperform those with the lowest returns during 
Fed hiking periods. As inflationary pressures ease, we see small-caps benefiting from a consumer services 
recovery. While services account for 70% of the US economy, the S&P 500’s services exposure is only 
50%; whereas it’s 80% of the Russell 2000’s earnings (Figure 5). 
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Figure 5: Small Caps Benefit More from Services 
 

 
Source: BAML, US SMID Cap Strategy, 8/23/2022. 

 
 
The current valuation of our portfolio remains attractive – the strategy trades at 10.8x forward earnings 
versus 13.5x for the Russell 2000 Value (Q3). 
 
Thank you for your continued support. Feel free to reach out to us if you have any questions. 
 
Best Regards, 
Schafer Cullen Capital Management, Inc. 
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Disclosure: Cullen Capital Management, LLC. (CCM) is an independent investment advisor registered under the Investment Advisers 
Act of 1940 and is doing business as Schafer Cullen Capital Management, Inc. (SCCM). The Cullen Funds Trust (CFT), SCCM and 
CCM are affiliates. This information should not be used as the primary basis for any investment decision nor should it be considered 
as advice to meet your particular investment needs. The portfolio securities and sector weights may change at any time at the discretion 
of the Adviser. It should not be assumed that any security transactions, holdings or sectors discussed were or will be profitable, or that 
future recommendations or decisions will be profitable or equal the investment performance discussed herein.  A list of all 
recommendations made by SCCM within the immediately preceding period of not less than one year is available upon request. 
 
Past performance is no guarantee of future results. Individual account performance results will vary and will not match that of the 
composite or model. This variance depends on factors such as market conditions at the time of investment, and / or investment 
restrictions imposed by a client which may cause an account to either outperform or underperform the composite or model’s 
performance. There is no guarantee that any historical trend illustrated in this report will be repeated in the future, and there is no way 
to predict precisely when such a trend might begin.  
 
Risk Disclosure: Market conditions can vary widely over time and can result in a loss of portfolio value.  Investing in the stock 
market involves gains and losses and may not be suitable for all investors. Investors have the opportunity for losses as well as 
profits. Investing in equity securities is speculative and involves substantial risk. Investing in small cap companies tends to be 
riskier than large cap companies. Dividends are subject to change and are not guaranteed. 
 
The strategy depicted in this report has been managed in accordance with the investment objectives of the strategy as determined by 
the Adviser. The Adviser has selected benchmarks, which in their opinion closely resemble the style of the securities held in the 
composite or model portfolio of the strategy (e.g. large cap value, small cap value, international, etc.). The securities held in the 
composite or model are actively managed while the benchmark index is not. Investors should be aware that the Adviser makes no 
attempt to match the portfolio securities, or the security weightings of the benchmark. The composite or model’s performance will be 
affected greater by the price movements of individual securities as the composite or model is more concentrated, generally less than 
100 securities, while a comparative benchmark will generally have between 500 and 2,500 securities where individual security price 
movements have a lesser affect.  
 
The Russell 2000 Index is a market-cap weighted index measuring the performance of approximately 2,000 smallest-cap American 
companies in the Russell 3000 Index, which is made up of 3,000 of the largest U.S. stocks. The Russell 2000 Value Index is a broadly 
diversified index predominantly made up of value stocks of small U.S. companies. The Russell 2000 Growth Index is a broadly 
diversified index predominantly made up of growth stocks of small U.S. companies. The S&P 500 Index is a market capitalization-
weighted index of 500 companies in leading industries of the US economy. The index is unmanaged and has no fees. Comparisons to 
indices are inherently unreliable indicators of future performance. The strategies used to generate the performance may vary from those 
used to generate the returns depicted in the indices. An individual cannot invest directly in an index. 
 
In the case where this report displays model results, please be aware that such results do not represent actual trading and that results 
may not reflect the impact that material economic and market factors might have had on the Adviser’s decision-making if the Adviser 
were actually managing clients’ money. 
 
Model and actual results reflect the deduction of advisory fees, brokerage or other commissions, and any other expenses that a client 
would have paid or actually paid (Net of Fee performance) and reflect the reinvestment of dividends and other earnings. 
 
Cullen Capital Management, Inc. makes no representation that the use of this material can in and of itself be used to determine which 
securities to buy or sell, or when to buy or sell them; CCM makes no representation, either directly or indirectly, that any graph, chart, 
formula or other device being offered herein will assist any person in making their own decisions as to which securities to buy, sell, or 
when to buy or sell them. 
 
The views and opinions expressed are for informational and educational purposes only as of the time of the writing/production and 
may change at any time. The material may contain “forward-looking” information that is not purely historical in nature. Such 
information may include, among other things, projections, forecasts, estimates of market returns, and proposed or expected portfolio 
composition. All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no 
representation or warranty as to the current accuracy, reliability or completeness of, nor liability for, decisions based on such 
information and it should not be relied on as such. 
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