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MARKET REVIEW
U.S. stocks continued their upward momentum in the 
fourth quarter, as investors looked past rising Omicron 
case counts to close the year near all-time highs. 
The S&P 500 Index gained 11.0% in the quarter, 
culminating in a return of 28.7% for 2021. The smaller 
cap Russell 2000 Index posted a 4Q return of 2.1%, 
and posted a gain of 14.8% for the year. While large 
cap stocks and their smaller cap counterparts do not 
necessarily move in lockstep, it is worth noting that the 
~1400 basis point spread between the S&P 500 and 
Russell 2000 in 2021 is the widest divergence since 
1998.   

The S&P 500 Index has now returned 18.5% 
annualized over the past five years, boosted by a 
backdrop of easy borrowing conditions, strong money 
supply growth, and a lack of alternative investment 
options that have sent investors further out on the risk 
curve. While corporate earnings growth has been strong 
over this period, the numerator (price) has moved 
significantly higher for many stocks. The result is an 
equity market that looks expensive on almost every 
metric, as evidenced in the following table: 

 
 
 

Much of the loftiness in multiples can be attributed 
to the very strong returns in the ‘FAANGs’ and related 
growth stocks that comprise a material percentage of 
the S&P and have dominated the market environment 
for the majority of the current cycle. While traditional 
value sectors such as Financials and Industrials have 
also performed well, investors’ risk appetites have 
shown a clear preference for growth, as indicated by 
the trailing 5-year annualized return of 25.3% for the 

Russell 1000 Growth Index vs. 11.2% for the Russell 
1000 Value Index (ending 12.31.21). 

Looking ahead, the mounting evidence of elevated 
inflation metrics and speculative asset prices is pointing 
to an important inflection point for the U.S. economy. 
The Federal Reserve took a decisively hawkish tone in 
the December meeting, accelerating the taper purchase 
activity and setting the table for rate increases in 2022. 
The Fed has the unenviable task of tightening monetary 
policy in the wake of slowing economic growth. On this 
basis, pace will be key – i.e., the markets can likely 
digest a slow move higher in interest rates, while a rapid 
steepening in yields would almost certainly trigger a 
more volatile response in equities.

Cambiar is not attempting to make a market call - 
elevated valuations in and of themselves are not a 
reason to sell. That said, we believe the tightening 
in liquidity conditions may prompt a change in 
equity leadership from long-duration growth stocks to 
higher quality businesses that possess low leverage, 
demonstrable free cash flow, and stable margin profiles.
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SMALL CAP VALUE
CONTRIBUTORS

Top Five Avg. Weights Contribution

Forward Air 2.36 0.88

Bottomline Technologies 2.34 0.89

NV5 Global 1.73 0.57

Rambus 2.00 0.57

Marcus & Millichap 2.18 0.52

DETRACTORS

Bottom Five Avg. Weights Contribution

InnovAge Holding 2.04 -0.49

Cognyte Software 1.97 -0.50

James River Group 1.81 -0.50

Healthcare Services Group 1.62 -0.53

Cardiovascular Systems 1.17 -0.75

A complete description of Cambiar’s performance calculation methodology, including a complete list of each security that contributed to the performance 
of the Cambiar portfolio mentioned above is available upon request. Please contact Cambiar at 1.888.673.9950 for additional information. Past 
performance is no guarantee of future results.

4Q 2021 YTD 1 Year 3 Year 5 Year 10 Year Since Inception

Small Cap Value (gross) 4.2% 18.5% 18.5% 19.6% 9.8% 10.7% 10.5%

Small Cap Value (net) 3.9% 17.6% 17.6% 18.6% 8.8% 9.7% 9.4%

Russell 2000 Value 4.4% 28.3% 28.3% 18.0% 9.1% 12.0% 8.0%

Small Cap Value (Institutional) Composite Inception Date: 11.30.2004 / See Disclosure – Performance

Small-Cap value stocks posted a modest gain in the 
fourth quarter, culminating in a very strong 2021 
return for the asset class. The Cambiar Small Cap Value 
strategy participated in the market rally, although not to 
the same extent as the Russell 2000 Value Index. 

Given the lower quality bias that was a key driver to 
small cap performance in 2021, the inability of the SCV 
portfolio to keep up with the index should not be all that 
surprising. In reviewing notable outperforming stocks 
in the index, AMC Entertainment, GameStop, and Avis 
Budget all posted meteoric gains in 2021 – these are 
generally not the types of value creation businesses we 
seek to own on behalf of our clients. Cambiar’s dual 
focus of owning high quality businesses and delivering 
strong risk-adjusted returns provided little opportunity 
in an environment where unprecedented liquidity fueled 
speculative investor behavior. 

This is not to suggest that there were not opportunities 
missed and mistakes made – introspection on both 
fronts is a constant exercise at Cambiar, with the goal 
of improved execution in a forward context. One such 
area where Cambiar fell short of expectations in 2021 
was performance within the Healthcare sector. Cambiar 
has generated positive alpha in Healthcare on a fairly 
consistent basis in recent years, but our efforts took 
a step backwards in 2021. The sector itself trailed 

more cyclical areas of the small cap value market 
for the year; as such, performance detraction was a 
combination of the portfolio’s overweight allocation 
as well as challenged stock selection. Some of the 
underperformance can be attributed to unfortunate 
events that were hard to anticipate (e.g., quality control 
issue for Emergent Biosolutions), while the drawdown 
in Innovage and Cardiovascular Systems may have 
been less impactful had we been a bit more patient 
in our attachment points. Healthcare remains a key 
component of the SCV portfolio, and we are committed 
to generating improved results in 2022. 

Cambiar’s non-participation in Energy was another 
performance headwind in 2021. Despite a mild sell-off 
in 4Q, Energy was the top-performing sector by a wide 
margin in 2021, returning 66%. While acknowledging 
the recent recovery in energy stocks, it is worth noting 
that $100 invested in the small cap value energy sector 
at the beginning of 2019 would still be under water at 
the end of 2021 (~$96), vs. double-digit annualized 
gains in all other sectors (except Utilities). Our decision 
to remain on the sidelines is largely a function of the 
challenged market structure facing the industry, as well 
as a lack of consistent free cashflow generation and 
questionable capital allocation decisions by operators 
in the sector. We continue to monitor the fundamentals 
and re-test our assumptions, but are finding more 
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compelling investment opportunities in other areas of 
the small cap market.

Portfolio buy/sell activity in the fourth quarter included 
five new purchases and five liquidations. Given the 
aforementioned challenges in the Healthcare space, 
Cambiar used general weakness in the sector to make 
some changes to exposure within our Healthcare 
holdings. In the aggregate, there have not been material 
changes to the portfolio’s sector allocations over the 
course of the year. The portfolio remains positively 
biased to Technology, Industrial, and Financials 
businesses, while continuing to maintain lower leverage, 
above-benchmark profitability and higher earnings 
quality metrics vs. the benchmark.

Cambiar’s Technology positions were a notable 
value-add for the SCV portfolio – in both the quarter 
as well as on a full-year basis. The portfolio’s ~20% 
allocation represents a sizable sector ‘bet’ vs. the index; 
however, there is broad diversification by industry 
and end market – examples include Envestnet (data 
analytics platform for asset management), Cerence 
(voice recognition and related software for autos), and 
Diodes (semiconductors). Individual outperformers in 
the quarter included payments company Bottomline 
Technologies, which jumped in response to being 
acquired in an all-cash deal by a private equity firm. 
Another positive contributor was semiconductor 
manufacturer Rambus (RMBS), which moved higher 
after a beat-and-raise earnings report. Rambus is 
in good position to benefit from continued positive 
momentum in end market demand, and the company 
has done a good job navigating the ongoing supply 
challenges in the industry.

Within Financials, efforts to diversify away from 
regional banks (which comprise the majority of the 
sector) hampered performance vs. the benchmark in 
2021. Banks rallied in anticipation of improved loan 
growth volumes and stronger net interest margins. 
Cambiar has some bank exposure, and registered 
strong returns in positions such as Cathay General and 
United Community Banks. However, these gains were 
offset by lagging returns in the portfolio’s insurance 
positions, which were hampered by a resurgence in 
COVID cases and weather-related catastrophe events. 
RenaissanceRe, James River Group, and Reinsurance 
Group of America all posted below-benchmark returns 
in the year. Despite representing an opportunity cost in 
2021, we remain constructive on the earnings outlook 
for our insurance positions in the coming year. Positive 
catalysts include stronger premium pricing (reinsurers), 

product innovation (life insurers), and divestiture of 
underperforming lines of business (James River).

With the mindset that we can always do better, we were 
generally satisfied with strategy performance in 2021, 
given the lower quality/reopening theme that boosted 
index returns for much of the year. With the increasing 
likelihood of tighter liquidity in the coming quarters, we 
are optimistic that the portfolio is well positioned for a 
more challenged investment landscape in 2022. Our 
team remains focused on identifying quality businesses 
with demonstrated profits vs. long duration ‘concept’ 
stocks. This stock-by-stock approach should result 
in a SCV portfolio that can provide some measure of 
downside protection, while still participating in market 
upswings.  

LOOKING AHEAD
2021 marks the third consecutive year of very strong 
returns for U.S. equities. One growing concern is that 
investors may now be conditioned to expect such high 
returns into perpetuity – or more worrisome, basing 
their spending habits on the expectation for this ‘easy 
money’ environment to continue. Yet, with the pending 
removal of unprecedented stimulus and potentially 
persistent inflationary pressures, Cambiar anticipates 
a considerably more challenging return environment 
for stocks in 2022. Reduced liquidity translates 
into tightening financial conditions and lower equity 
multiples – a very different backdrop from the past 24 
months.

With valuations looking vulnerable for a growing 
segment of the equity market, stock selection should 
take on increased importance vs. the rising tide/
buy the dip approach that has carried the market to 
all-time highs. Given the potential for widening return 
expectations at a stock level, we believe the alpha 
opportunity remains attractive for Cambiar’s Quality, 
Price, Discipline (QPD) approach. Our team remains 
focused on wide-moat businesses that compound free 
cash flow, possess the opportunity to produce expanding 
returns on invested capital, and trade at a discount to 
their forecasted revenues and earnings.

We appreciate your continued confidence in Cambiar 
Investors.
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DISCLOSURE
Performance: The performance information represents the respective Cambiar strategy composite and may be preliminary.  Returns are presented gross 
(g) and net (n) of management fees and include the reinvestment of all income. Gross and net returns have been reduced by transaction costs. Net 
returns are also reduced by actual investment advisory fees and other expenses that may be incurred in the management of the account. Gross returns 
for the Cambiar Small Cap Value Composite (Institutional) include accounts with both gross and “pure” gross performance. “Pure” gross returns do 
not reflect the deduction of any expenses, including transaction costs.  “Pure” gross returns are applicable to separately managed accounts that are 
part of broker-affiliated or broker-sponsored programs, including wrap programs, that waive commission costs or bundle fees including commissions 
(SMAs). ”Pure” gross returns are supplemental information. SMAs often incur bundled fees, charged by the wrap sponsor or affiliated broker, that may 
include transaction costs, investment management, portfolio monitoring, consulting services, and custody fees. Net returns for SMAs are calculated 
by deducting the investment advisory fees from the client’s account as reported by the wrap sponsor or affiliated broker, or as received by Cambiar. 
Cambiar negotiates advisory fees with each individual client or relationship. Please refer to our Form ADV Part 2A for additional disclosures regarding 
our investment management fees. Net of fees performance reflects a blended fee schedule of all accounts within the relevant composite. Cambiar clients 
and mutual fund investors may incur actual fee rates that are greater or less than the rate reflected in this performance summary.  Returns are reported 
in U.S. dollars. Index returns include the reinvestment of all income, and assume no management, custody, transaction or other expenses. Each index is 
a broadly based index that reflects overall market performance and Cambiar’s returns may not be correlated to the index against which it is compared for 
a number of reasons including investment approach and number and types of holdings. Each index is unmanaged, and one cannot invest directly in an 
index. Cambiar’s past results do not necessarily indicate Cambiar’s future performance and, as is the case with all investment advisors who concentrate 
on equity investments, Cambiar’s future performance may result in a loss. The top/bottom contributors is for a representative portfolio in the strategy. A 
complete description of Cambiar’s performance calculation methodology, including a complete list of each security that contributed to the performance of 
the portfolios, is available upon request. Please contact Cambiar at 1-888-673-9950 for additional information.

Small Cap Value Benchmark:  The Russell 2000® Value Index is a float-adjusted, market capitalization-weighted index comprised of firms in the 
Russell 2000® Index that experience lower price-to-book ratios and lower forecasted growth values. 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. 

Certain information contained in this communication constitutes “forward-looking statements”, which are based on Cambiar’s beliefs, as well as certain 
assumptions concerning future events, using information currently available to Cambiar.  Due to market risk and uncertainties, actual events, results, or 
performance may differ materially from that reflected or contemplated in such forward-looking statements. All information provided is not intended to be, 
and should not be construed as, investment, legal or tax advice.  Nothing contained herein should be construed as a recommendation or endorsement 
to buy or sell any security, investment or portfolio allocation. Securities highlighted or discussed have been selected to illustrate Cambiar’s investment 
approach and/or market outlook. The portfolios are actively managed and securities discussed may or may not be held in client portfolios at any given 
time, do not represent all of the securities purchased, sold, or recommended by Cambiar, and the reader should not assume that investments in the 
securities identified and discussed were or will be profitable.  As with any investments, there are risks to be considered.  All material is provided for 
informational purposes only and there is no guarantee that the opinions expressed herein will be valid beyond the date of this presentation.  

For statistics definitions, please visit www.cambiar.com/definitions.

Russell:  Russell Investment Group 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 presentation of Cambiar Investors, LLC.  Russell Investment Group is not responsible for the formatting or 
configuration of this material or for any inaccuracy in Cambiar’s presentation thereof.
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