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Small Cap Value Equity 
Q4 2022 Commentary 
 
Market Review:   
 
Following declines in each of the first three quarters of 2022, US small-cap equities rebounded in the 4th 
quarter with the Russell 2000 returning 6.3% and the Russell 2000 Value up 8.3%. Equity markets were 
up sharply in October and November, driven in part by talk of another potential Fed pivot, as some investors 
anticipate the central bank to slow or pause interest rate increases in 2023. However, the rally faded in 
December, as concerns grew about a slowing economy and a potential recession. 
 
For the full year, US small-cap stocks posted their biggest declines since 2002, as the Russell 2000 dropped 
20.4% while the Russell 2000 Value was down 14.7%. Likely the most significant development impacting 
financial markets in 2022 was the sharp pivot by the Federal Reserve, and central banks worldwide, away 
from the ultra-low interest policies that have been in place since the 2008-2009 financial crisis. Although 
central bankers were gradually lifting rates in the 2017-2018 timeframe, persistently low inflation allowed 
them to quickly pivot back to their low interest rate regimes, particularly after the onset of Covid-19 in 
2020. In 2022, with inflation running in the high-single digits, central banks were left with little choice but 
to aggressively raise rates. Starting at a near-zero level at the beginning of the year, the Fed Funds rate was 
4.25%-4.50% by the end of the year, the highest level since 2007. The dramatic shift in interest rate policy 
had the most severe impact on high-multiple, long-duration Growth stocks, as reflected in the performance 
of the Russell 2000 Growth index, which was down 26.2% for the year.  
 
Performance Analysis: 
 
The Small Cap Value Equity strategy composite returned 13.1% (gross) and 12.9% (net) for the fourth 
quarter of 2022 versus 8.4% for the Russell 2000 Value. Year-to-date, the strategy returned 0.5% (net of 
fees) versus -14.5% for the Russell 2000 Value. 
 

Figure 1: Small Cap Value Equity Returns vs. Benchmark 
 

December 31, 2022 QTD YTD 1 Yr 3 Yr 5 Yr 10 Yr Since 
Inception* 

Small Cap Value (gross) 13.1 1.1 1.1 14.2 10.8 8.6 11.8 
Small Cap Value (net) 12.9 0.5 0.5 13.5 10.1 7.9 10.9 
Russell 2000 Value Index 8.4 -14.5 -14.5 4.7 4.1 8.5 9.6 

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

 
The strong fourth quarter market rally, initially driven by signs of peaking inflation, strengthened after core 
CPI in October declined from the prior month’s decades-high reading. The subsequent release in November 
confirmed a downside break from the escalating inflation trends experienced over the past year. Equity 
markets quickly began to discount an earlier pause in the Federal Reserve’s tightening cycle. However, 
despite the welcomed drop in inflation, equity markets drifted lower in December with the historically 
positive seasonal tailwinds failing to materialize. The Fed remained resolute in its primary objective to 
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bring inflation lower and reiterated the need to observe a sustained decline before adjusting monetary policy 
to a less restrictive stance. Importantly, the Fed’s quantitative tightening program, the reduction of its 
balance sheet through asset sales, remains an overhang on the market as it pressures money supply.  
Meanwhile, global economic growth is further decelerating and numerous leading indicators point to an 
imminent decline in earnings and an increasing chance of recession.   
 
Value led the market higher in the fourth quarter and outperformed Growth for the full year. Growth stocks 
faced headwinds from higher interest rates, more restrictive financial conditions and a greater preference 
for current, sustainable earnings. The more speculative and richly valued an asset, the greater the 
underperformance as higher rates have highlighted the importance of cash generation, financial discipline 
and balance sheet strength. As we look ahead to market opportunities and risks, we evaluate the 
deteriorating economic environment. but see reasons for optimism in the Market Outlook section of the 
commentary.  
 
Portfolio Attribution: 
 

Attribution Effects – Small Cap Value Equity vs. Russell 2000 Value 9/30/2022-12/31/2022 
 

 
Source: CCM/Bloomberg, 12/31/2022. 
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The following attribution analysis of the Small Cap Value strategy utilizes the Russell 2000 Value Index 
as the benchmark of comparison for the fourth quarter of 2022.  
 
Our overweight allocation and strong stock selection made Industrials the largest contributor to relative 
performance for the quarter. Mayville Engineering (94.5%) significantly outperformed after announcing 
strong earnings results, which were driven by volume growth, price increases, and positive reshoring and 
outsourcing industry trends. BGSF Inc. (+39.5%) outperformed, driven by a 34% increase in its real estate 
staffing segment and a 15% rise in its professional staffing revenue. Our strong stock selection within 
Information Technology aided relative performance. Comtech Telecommunications (+22.5%) 
outperformed on strong demand for its emergency communications offering as well as from its 
improvement in its Satellite & Space segment. Our overweight allocation and strong stock selection within 
Consumer Discretionary aided relative performance. Under Armour (+49.7%) reported strong earnings 
results that beat consensus expectations on both the top and bottom-line The company’s margins were 
better than expected as it took strategic initiatives to manage it inventory levels. 
 
Our stock selection within Financials detracted from relative performance. First Interstate BancSystem     
(-3.2%) declined after it reported weaker fees due to lower mortgage activity and lower wealth management 
revenue. Our underweight allocation within Materials detracted from relative performance. Materials was 
the best performing sector in the quarter, driven by rallying commodities prices, including copper, gold 
and other metals.  
 
 
Portfolio Changes: 
 
Purchases  
 
Unisys (UIS) provides information technology consulting services. The company offers data analytics, 
mobility, networking, security, and outsourcing services to commercial, financial services, and government 
sectors globally. Unisys is making progress on its efforts to focus on higher margin offerings and is 
increasing its awareness with customers. For example, its Digital Workplace Solutions (DWS) segment is 
delivering higher growth and higher margin solutions that allow its clients to streamline and optimize 
collaboration to maximize productivity and engagement. Also, its Cloud Applications and Infrastructure 
Solutions are providing hybrid and multi-cloud management, cybersecurity and cloud native application 
development capabilities. We purchased shares of Unisys at 10 times forward earnings. 
 
Sales 
 
Taylor Morrison (TMHC) was sold in the strategy during the quarter based on mortgage rate and housing 
affordability concerns. 
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Market Outlook: 
 
We believe now is an ideal time to invest in Small Cap Value due to attractive valuations. Small-caps have 
already priced in more than a mild recession and haven’t been this cheap versus large-caps since the early 
2000’s. If you bought small-caps then they would have returned about 100% over the next seven years 
whereas large-caps were flat. Not only are small-caps cheap versus large-caps, but the group hasn’t been 
so inexpensive since the Great Financial Crisis.   
 
Additionally, the end of Federal Reserve interest rate hikes is usually beneficial for small-caps. This was 
particularly true in the 1970’s and early 1980’s when small-caps also outperformed during the 
downturn/recession phases during those years (Figure 2). Last year was the tenth worst year for small-caps 
since 1926, and the third worst for the Russell 2000 Value index, since the index’s inception in 1979. 
Following an annual decline of greater than 15% in small-caps, the next year's median return is higher than 
20% (Figure 3).  
 

Figure 2: End of Hiking Cycles Typically Positive for Small Caps 

 
Source: BofA Securities, 1/20/2023.  

Past performance does not guarantee future results.  You cannot invest directly in an index.   

 
Furthermore, the current cycle of underperformance of six years, which is longer than the average of 4.5 
years, suggests that small-caps may be due for a bounce and could outperform for many more years to 
come. Despite current inflation and interest rate anxieties, longer-term inflation expectations are declining 
towards their 2-3% historical level. The market believes either inflation will normalize on its own or the 
Fed can successfully bring about a soft landing. Inflation readings and expectations will be key factors in 
deciding how aggressive the Fed's "higher for longer" policy actions are; if inflation does not diminish in 
the near-term, a faster tightening cycle that tightens financial conditions and reduces liquidity will be a risk 
to markets. Nevertheless, small-cap companies are more capable of adjusting prices in periods of higher 
inflation due to their pricing power and flexibility. Even during periods of stagflation, small-caps have 
shown better performance than large-caps. Another factor that is likely to affect market performance is the 
US Presidential cycle, with 2023 being the third year, historically the strongest in the four-year cycle. 
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Figure 3: Small Cap Returns After Negative Prior Years 

 
Source: Jefferies Strategy, 1/4/2023.  

Past performance does not guarantee future results.  You cannot invest directly in an index.   

       
We are finding stocks in the consumer services sector to be particularly interesting. While the majority of 
consumer discretionary spending in the US is in the services area, this is not reflected in indexes such as 
the S&P 500 or other large cap portfolios. Generally, services companies are found in the small cap space 
(75% for small vs 55% for S&P 500). An example of a beneficiary from the trend in increasing consumer 
services spending is the restaurant industry. Although restaurants face labor and inflation challenges, 
market participants are underappreciating the group’s ability to emerge from the pandemic with an 
improved business model that has the potential to generate higher margins. Several restaurant companies 
we own have recently expanded their off-premise mix and rationalized their store count. We are also seeing 
opportunities in select apparel companies in the consumer goods space, which have become oversold. 
Furthermore, the re-shoring of US manufacturing is a major theme, with many companies taking advantage 
of supply chain disruptions and international trade disputes to move their production back to the US. 
Additionally, larger companies are investing heavily in capital expenditures, which should benefit our 
small-cap investments in the industrial manufacturing and aerospace sectors. 
 
Global inflation appears to have peaked and is decisively falling as one of the most widely watched 
economic releases, US monthly CPI, showed year-over-year headline inflation declining from a decades-
high reading of 9.0% in June to 7.1% in November (Figure 4). The less volatile core CPI measure peaked 
in September at 6.6% and has since declined to 6.0% in November. The combination of decelerating 
economic growth, more stable commodity prices and a moderation in wage and shelter inflation point to 
headline and core inflation moving closer to the Fed’s target. This has brought considerable relief to 
financial markets as Fed futures predict lower peak rates and interest rate cuts considerably earlier than the 
Fed’s current communicated plans.   
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Figure 4: US CPI Y/Y Change 
 

 
Source: JPMorgan, Guide to the Markets, 12/31/2022.  

Past performance does not guarantee future results.  You cannot invest directly in an index.   

 
Meanwhile, the effects of the fastest and most aggressive global central bank tightening cycle in decades 
is impacting global growth and corporate earnings. The effects of monetary tightening typically work with 
a lag but are already evident in broadening economic weakness, drawing increasing concerns of an eventual 
recession. Economic and financial market data indicate an increasing likelihood of a recession: 
 

• Currently, 84% of Treasury yield curves are inverted. The US 10Y-2Y Treasury Spread is the most 
negative in 40 years; an inverted yield curve has historically preceded recessions.   

• A variety of leading economic indicators are flashing red: 75% of the world has a manufacturing 
PMI in contractionary territory (including the US), the USES Business Cycle Indicator 
(combination of hard and soft economic data) turning severely negative, and housing gauges 
weakening.  

• Money supply (M2) year-over-year growth fell to zero in November 2022, the lowest level since 
1995. 

• Positively, the unemployment rate, a lagging indicator, remains near cycle lows; however, the 
consumer personal savings rate has reached a 15-year low, indicating a weaker spending 
environment ahead.   
 

Despite all these concerns, there is reason for optimism.  Equity bear markets typically bottom before 
fundamentals improve – past bear markets have typically troughed approximately two quarters before EPS 
bottoms. On the one hand, markets could be supported by weaker growth and the several rate cuts being 
discounted into Fed futures as a result of higher recession probabilities and a shift in focus back to growth 
in a pre-election year. On the other hand, a soft landing could counterintuitively be a more bearish outcome 
as it would serve to maintain a more restrictive monetary policy. The recent market leadership of Value 
stocks has a number of long-term secular tailwinds for sustained outperformance. First, while near-term 
inflation may subside, the underpinnings of several inflationary trends will continue to build, benefitting 
Value stocks:   
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• Globalization, a driver of deflation over decades, is no longer providing downward pressure on 
pricing for manufactured goods as import prices from China are no longer falling at the same 
magnitude as in the deflationary era. In addition, reshoring and corporations’ drive to increase 
manufacturing base diversification is inflationary in nature.   

• Demographic trends, highlighted by the global support ratio (number of workers to number of 
consumers) declining, are turning increasingly inflationary as output will potentially decline 
relative to spending over the coming years.  

• The unmitigated rise of global sovereign debt over the past several years coupled with rising 
rates may increase investor preference toward hard assets.   

 
The current valuation of our portfolio remains attractive - the strategy trades at 11.3x forward earnings 
versus 15.8x for the Russell 2000 Value (Q4). 
 
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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