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MARKET REVIEW
Domestic equities continued their downward trend 
in the third quarter, with equity averages plumbing 
to new lows on a year-to-date basis.  The quarter was 
a tale of two halves – with stocks rallying during the 
first six weeks of the quarter on the back of better-
than-expected corporate earnings, only to be followed 
by a sharp reversal in response to Fed messaging that 
had a much more resolute tone in their battle against 
inflation. 

Exacerbating the pain for investors in 2022 is the lack 
of protection that typically comes with diversification.  
As impactful as the drawdown in equities has been this 
year, traditional safe-haven assets such as fixed income 
have failed to provide a downside buffer: 

Asset Class Proxy 3Q22 
Return

YTD 
Return

U.S. Large Cap S&P 500 -4.9% -23.9%

U.S. Small Cap Russell 2000 -2.2% -25.1%

Int’l Stocks MSCI EAFE -9.4% -27.1%

Investment 
Grade Bonds

U.S. Aggregate 
Bond -4.2% -13.5%

Long-Term 
Treasuries

20+ Year Treasury 
ETF (TLT) -10.1% -28.1%

While there have been periods where both equities and 
fixed income posted negative returns, the third quarter 
marks the first time since 1976 whereby weakness in 
both asset classes has occurred for three consecutive 
quarters (Source: Strategas).  Other than cash, investors 
have had very few options in avoiding losses in 2022.    

“Borrowers learn that credit is like oxygen.  
When either is abundant, its presence goes 

unnoticed.  When either is missing, that’s all that 
is noticed.”  

– Warren Buffet

As the above quote highlights, credit and liquidity are 
the essential lubricants to the economy – and liquidity 
starts with the Federal Reserve.  On this basis, the Fed 
has made it clear that they are not going to re-inject 
liquidity into the market until inflation retraces to more 

normative levels.  A higher cost of capital can also be 
seen via the rise in fixed income yields, as 10-year 
Treasury yields are nearing 4% and closed the quarter 
at their highest level since 2008.  The rise in Treasury 
yields is contributing to a corresponding 30-year 
mortgage of 6.7%, vs. 3.0% a year ago, resulting in a 
slowdown in the residential housing market.

Persistently elevated inflation levels remain the primary 
focus for policymakers.  In its most simplistic terms, 
inflation is a function of supply and demand; when the 
latter exceeds the former, the result is higher prices.  
While the Fed cannot control the supply of goods and 
services, they can influence the demand side of the 
equation via higher rates.  Policymakers made it very 
clear in 3Q that they will not slow the pace of rate 
hikes until they see convincing evidence that core 
inflation pressure is easing on a sequential basis – 
and pain to the economy is an acceptable casualty in 
accomplishing this objective.  The message delivered 
at Jackson Hole and again at the September Federal 
Reserve meeting eliminated any potential ambiguity 
for dovish interpretations as it relates to the forward 
path – there will be no pivot.  With the Federal Funds 
rate now in the 3.0%-3.25% range, much of the heavy 
lifting has now been done.  Yet signs of increased credit 
stress are beginning to build in the fixed income market 
(which is twice the size of the stock market in the U.S.).  
Contagion risk would almost certainly cause the Fed to 
re-evaluate their position on rates.

At Cambiar, we are not attempting to make a prediction 
as it relates to interest rates, inflation, or related macro 
variables.  Rather, our focus remains on identifying 
durable businesses that possess real-time free cash flow 
and pricing power that can continue to execute their 
business plan regardless of the current environment.  
We also want to remain opportunistic to the extent we 
can take advantage of outsized dislocations between 
valuations and normalized earnings.  On this note, the 
wider range of outcomes due to uncertainty on the 
macro front should benefit those who can successfully 
differentiate between shorter-term noise and longer-term 
value.

Diversification does not protect against market loss.  
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SMID FUND

3Q22 YTD 1 Year 3 Year 5 Year 10 Year
Since 

Inception 
- Inv

Since 
Inception 

- Inst

CAMMX -6.34% -18.18% -12.21% 6.06% 7.93% 10.76% 8.63% -

CAMUX -6.29% -18.10% -12.14% 6.15% 7.99% - - 7.35%

R2500V -4.50% -20.41% -15.35% 4.52% 3.78% 8.41% 7.53% 5.55%

Inception Date: CAMMX (5.31.2011) | CAMUX (11.3.2014).  All returns greater than one year are annualized. The 
performance quoted represents past performance and is no guarantee of future results. The investment return and 
principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or less 
than the original cost, and current performance may be lower or higher than the performance quoted. For performance 
data current to the most recent month-end, please call 1-866-777-8227.  

As of 9/30/22, expense ratios are CAMMX: 1.07% (gross); 0.93% (net) | CAMUX 0.99% (gross); 0.85% (net). Fee 
waivers are contractual and in effect until March 1, 2023.  Absent these waivers, total return would be reduced. The 
Fund imposes a redemption fee of 2.00% on shares held less than 90 days. Your return will be lower if a redemption 
fee is applied to your account.

The Cambiar SMID Fund lagged the Russell 2500 
Value Index by a small margin in what was an extremely 
volatile environment in the third quarter.  After staging 
a strong rally in July, equities sharply reversed course 
in the back half of the quarter.  Given our emphasis on 
capital preservation and strong down capture metrics, 
Cambiar’s trailing return in a down quarter might be 
viewed as a disappointment.  Yet the performance 
shortfall was a function of the strategy’s lag during 
the beta-driven rally in the first half of the quarter.  
Cambiar’s preference for companies with modest 
leverage and positive free cashflow subsequently 
assisted in protecting capital (relative to the index) 
during the September swoon.  The strategy’s somewhat 
bifurcated performance in the quarter is further 
illustration that while quality tends to lag in strong up 
markets, these well-managed companies show their 
value by providing a margin of safety in periods of 
elevated market stress.  We are comfortable with this 
trade-off.

2022 has brought with it the reintroduction of 
equity risk premiums – a necessary process that is 
accompanied by an uncomfortable adjustment for 
stock multiples.  While hard to gauge where we are in 
this reset period, investor sentiment is significantly 
weaker than a year ago at this time, and valuations 
have compressed to more reasonable levels.  On this 
latter point, the one-year forward price to earnings (P/E) 
ratio for the Russell 2500 Value Index is 12.3x as of 
quarter-end; this compares to 15.9x at the beginning 
of the year.  The Cambiar team continues to operate 

with a conservative mindset while remaining nimble as 
opportunities present themselves.  We remain biased 
towards resilient business models that can not only 
manage through the current climate, but emerge in 
an even stronger competitive position as economic 
conditions improve.   

Buy/sell activity in the quarter was relatively modest, 
consisting of two new purchases and three liquidations.  
There were no material changes in aggregate sector 
exposures as the team continues to emphasize balance 
and broad diversification.  Cambiar ended the quarter 
with a slightly elevated cash position (~5%), which we 
will look to put to work as pipeline candidates reach 
actionable attachment points.  Cash has obviously 
provided a positive downside buffer in the current 
environment, yet we are not trying to be tactical with 
cash – rather, it remains a by-product of the buy/sell 
process. 

Stock selection in Financials has been a bright spot 
for the SMID Fund thus far in 2022, including the 
third quarter.  Cambiar’s regional bank positions were a 
notable standout in 3Q, highlighted by positive returns 
for BOK Financial and East West Bancorp.  In general, 
the banks continue to perform well, benefiting from 
improving net interest margins, solid loan growth, and 
strong capital levels.  While the market remains wary 
of rising credit losses in the event of a recession (2008 
remains the benchmark for many investors), we believe 
the banks are in a much stronger position vs. the last 
down cycle.

Diversification does not protect against market loss.  
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You would be hard-pressed to find someone who doesn’t 
like a French fry, as evidenced by the 9 million pounds 
that McDonald’s serves on a daily basis.  SMID holding 
Lamb Weston (Consumer Staples) is a prime beneficiary 
of consumers’ love of French fries, as the company 
specializes in frozen fries production.  The stock gained 
~9% for the quarter in response to a positive earnings 
report and strong forward revenue/margin guidance.  
Quick-service restaurants comprise the bulk of Lamb 
Weston’s sales, and consumer traffic remains strong 
in this channel.  A more normal potato crop (summer 
heat in 2021 resulted in lower crop yields) and easing 
inflation pressures should provide additional tailwinds 
to earnings. 

Despite comprising less than 5% of the index, Energy 
has been a strong performer in 2022 – as the recovery 
in commodity prices has lifted all boats in the sector.  
Cambiar’s entered the year with a low allocation to 
Energy, largely due to the low returns/free cash flow 
and boom/bust nature of smaller cap operators.  While 
commodity price volatility remains an issue, we are 
encouraged by the heightened fiscal discipline taken 
on by management teams in the sector.  That said, 
selectivity remains key.  After adding Magnolia Oil 
and Gas in 2Q, we further narrowed the portfolio’s 
underweight allocation with the purchase of Targa 
Resources in September.  Targa is a midstream pipeline 
operator – a somewhat different business model vs. 
Magnolia’s exploration and production focus.  The 
majority of Targa’s earnings are volume-based (vs. 
price-based), and we believe the company has a strong 
balance sheet and benefits from high barriers to entry. 

Cambiar’s holdings in the Consumer Discretionary 
and Technology sectors lagged the index, thus 
detracting from performance for the quarter.  Individual 
underperformers in Discretionary included Burlington 
Stores and V.F. Corp. Burlington is an off-price retailer; 
recent earnings have been negatively affected by the 
company’s lower end demographic (who are more 
impacted by higher inflation) as well as merchandise 
mix.  While disappointed by the drawdown in the stock, 
we believe the company’s highly respected management 
team will make the necessary adjustments.  V.F. Corp 
is a newer holding in the SMID Value portfolio; the 
company has a number of well-known brands that 
include Vans, North Face, and Timberland.  The price 
decline in the stock was a function of lighter-than-
expected earnings that was largely due to lower sales of 
Vans in China (an important end market) and a reduced 
full-year outlook.  The retail space has admittedly 
been a challenging area for the portfolio over the past 

year, as operators have had to deal with supply chain 
bottlenecks, pandemic-related logistical headwinds, and 
more recent recession fears.  We are confident that the 
mix of businesses we own, offer an attractive risk/reward 
and can rebound as the retail environment begins to 
normalize in the coming quarters. 

Representing ~15% of the SMID Fund, Cambiar’s 
tech stocks posted a below-benchmark return in 
the quarter.  Euronet Worldwide and WEX were 
notable underperformers, declining 25% and 17%, 
respectively.  Euronet’s global footprint is working 
against the company thus far in 2022, as the ATM/
payments provider has been negatively impacted by 
the strong U.S. dollar (Euronet derives approximately 
70% of revenue overseas).  We believe the current 
headwinds are transitory in nature and are encouraged 
by the company’s investments in new partnerships and 
real-time payments/infrastructure platforms.  WEX is 
a provider of corporate payment processing solutions; 
the company has executed well in its primary verticals 
(fleet business, travel/corporate, and health/HSAs), 
and management has a strong track record of capital 
allocation.  The weakness in the stock took place 
in September – the height of the 3Q drawdown.  In 
aggregate, the company has exceeded expectations 
over our holding period, and we believe that WEX 
continues to offer an attractive value proposition over a 
medium-term basis.   

LOOKING AHEAD
As we enter the fourth quarter, market conditions in 
2022 have been unprecedented on a number of levels, 
and not in a good way.  After years of champagne-
popping returns for risk assets, investors are now 
experiencing the hangover.  Supposed ‘risk-free’ assets 
such as Treasuries have added to the pain, as sharp 
rate hikes by the Fed have wreaked havoc in the fixed 
income markets.

While uncomfortable in the moment, an alternative 
positive view is worth considering.  Valuations at the 
individual stock level are more reasonable than they 
have been for some time, resulting in an attractive 
risk/reward profile for investors with a multi-year time 
horizon.  And if inflation has peaked, the market should 
begin to anticipate that interest rates should also be 
peaking.  Lastly, after years of ultra-low yields, the 
‘income’ has finally returned to fixed income.
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At Cambiar, we will stop well short in describing our 
investing mindset as excited, as there is no shortage 
of macro and company-specific inputs to consider in 
deploying capital in the current environment.  That 
said, this is the type of market where security selection 
and thoughtful, active management can add value – 
particularly for a price-sensitive, quality-first investment 

discipline.  We remain steadfast in our pursuit of identi-
fying such characteristics on behalf of our clients.  

We appreciate your continued confidence in Cambiar 
Investors.

IMPORTANT INFORMATION
To determine if a Fund is an appropriate investment for you, carefully consider the Fund’s investment objectives, risk 
factors, charges and expenses before investing. This and other information can be found in the Fund’s summary or full 
prospectus, which may be obtained by calling 1-866-777-7227 or by visiting our website at www.cambiar.com. Please 
read the prospectus carefully before investing.

Risk Disclosures

Mutual fund investing involves risk including loss of principal. The Fund pursues a “value style” of investing. If the 
Adviser’s assessment of market conditions, or a company’s value or prospects for meeting or exceeding earnings 
expectations is inaccurate, the Fund could suffer losses or produce poor performance relative to other funds or 
market benchmarks. In addition, “value stocks” can continue to be undervalued by the market for long periods 
of time, and may never achieve the Adviser’s expected valuation.” In addition to the normal risks associated with 
investing, investments in small companies typically exhibit higher volatility. A company may reduce or eliminate its 
dividend, causing loses to the fund. There is no guarantee the fund will achieve its stated objective. Diversification 
does not protect against market loss. 

The Russell 2500TM Value Index measures the performance of the small to mid-cap value segment of the U.S. 
equity universe. It includes those Russell 2500TM Index companies with lower price-to-book ratios and lower 
forecasted growth values. Index returns do not reflect any management fees, transaction costs or expenses. The 
Russell 2000® Index is a float-adjusted, market capitalization weighted index that measures the performance of 
the 2,000 smallest companies in the Russell 3000® Index, which consists of 3,000 of the largest U.S. equities.  
Indexes are unmanaged and one cannot invest directly in an index. The S&P 500 Index consists of 500 stocks 
chosen for market size, liquidity, and industry group representation. It is a market-value weighted index, with 
each stock’s weight in the Index proportionate to its market value. The U.S. Aggregate Bond Index is s a broad 
base, market capitalization-weighted bond market index representing intermediate term investment grade bonds 
traded in the United States.  The MSCI EAFE® Index (net) (Europe, Australasia, Far East) is a free float-adjusted 
market capitalization index that is designed to measure developed market equity performance, excluding the U.S. 
& Canada. The MSCI indices are compiled by Morgan Stanley Capital International.   Index returns do not reflect 
any management fees, transaction costs or expenses. Indexes are unmanaged and one cannot invest directly in an 
index.   

As of 9.30.22, the Cambiar SMID Fund had a 3.0% weighting in BOK Financial, 1.9% in Burlington Stores, 2.8% 
in East West Bancorp, 2.3% in Euronet Worldwide, 2.8% in Lamb Weston, 2.3% in Magnolia Oil and Gas, 2.1% 
in Targa Resources, 1.9% in V.F. Corp, and 2.3% in WEX. Holdings subject to change. Current and future holdings 
subject to risk.

For characteristics and risk definitions, please visit www.cambiar.com/definitions.

This material represents the portfolio manager’s opinion and is 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 or a specific recommendation 
of securities. There is no guarantee that any forecasts made will come to pass.

Cambiar Funds are distributed by SEI Investments Distribution Co. (SIDCO), which is not affiliated with Cambiar 
Investors LLC or its affiliates.

©2022 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar 
and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, 
complete, or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising 
from any use of this information. Past performance is no guarantee of future results.
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