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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.

 

 

Source: Bloomberg. Data as of 12.31.21
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SMID VALUE 
CONTRIBUTORS

Top Five Avg. Weights Contribution

Builders FirstSource 2.99 1.53

ON Semiconductor 3.03 1.21

STERIS 2.78 0.50

Axis Capital Holdings 2.48 0.47

Signature Bank 2.68 0.52

DETRACTORS

Bottom Five Avg. Weights Contribution

Vontier 2.43 -0.22

Exelixis 2.42 -0.35

WEX 2.30 -0.39

Gap 2.15 -0.52

Penn National Gaming 2.29 -0.77

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

SMID Value (gross) 7.6% 24.3% 24.3% 22.4% 15.2% 15.1% 15.5%

SMID Value (net) 7.4% 23.5% 23.5% 21.6% 14.5% 14.3% 14.8%

Russell 2500 Value 6.4% 27.8% 27.8% 18.3% 9.9% 12.4% 12.1%

SMID Value Composite Inception Date: 7.31.2010 / See Disclosure – Performance

The Cambiar Small-Mid Value (SMID) strategy outpaced 
the Russell 2500 Value Index in the fourth quarter, 
with the excess return a combination of positive 
stock selection and sector allocation.  Although the 
SMID portfolio was unable to outperform the strategy 
benchmark on a full-year basis (the first year since 
2016), Cambiar posted a very strong return in absolute 
terms. 

With all sectors of the small-mid market registering 
impressive gains for the year, 2021 took on a rising 
tide backdrop in the aggregate.  Yet a deeper dive into 
more specific return drivers for the year showed a skew 
towards deeper value businesses that were more closely 
correlated to a reopening theme.  Examples on this 
front included Energy, Retail/Consumer Discretionary, 
and Financials.  Although the rally broadened over the 
course of the year, the environment was incrementally 
less conducive to Cambiar’s Quality/Price/Discipline 
framework. 

While the low-rate environment that has been in place 
in recent years has been an across-the-board tailwind 
for U.S. equities, smaller cap companies have in 
particular benefitted on a cost of capital basis.  With 
the potential for multiple rate hikes on the horizon in 
2022, we believe a focus on companies with attributes 

such as consistent profitability, low leverage, and 
durable free cash flow will take on increased importance 
in generating portfolio alpha.  At present, over 35% of 
companies in the small-mid index (Russell 2500 Index) 
have negative earnings – the forward prospects for many 
of these businesses are likely to be more precarious 
should borrowing costs rise as expected.

As it relates to the fourth quarter, there were no 
notable themes or related drivers – thus, stock 
selection was the primary determinant to strategy 
performance.  Cambiar generated strong returns in 
Industrials, Financials, and Healthcare, which enabled 
the portfolio to overcome weaker performance in the 
Consumer Discretionary and Technology sectors.  Within 
Industrials, Builders FirstSource (BLDR) was a notable 
highlight for the portfolio, as the stock gained 66% 
in the quarter.  Builders is one of the largest building 
products companies in the U.S. and a beneficiary of 
the strong growth in the residential housing market.  
Cambiar trimmed the position during the quarter, but 
we continue to believe the company offers an attractive 
reward-to-risk profile, given Builder’s improving margins, 
strong balance sheet, and healthy end-market.

Cambiar’s holdings in the Financials sector were an 
additional value-add in both the quarter as well as 
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on a full-year basis.  Comprising approximately 23% 
of portfolio capital as of year-end, Financials is the 
largest sector representation in the SMID portfolio.  The 
sector was one of the strongest performers in 2021 
(trailing only Energy), as investors rotated into banks, 
insurers, and related financials in anticipation of higher 
yields and a stronger economic growth (and therefore 
lending) environment.  New York-based Signature Bank 
continued its upward momentum in the quarter, and 
was also the single-best holding for the SMID portfolio 
in 2021.  The stock gained in response to strong 
deposit and loan growth, and the bank has a first mover 
advantage in the digital asset (crypto) deposit space.  
Given the somewhat homogeneous nature of regional 
banks, Signature offers a differentiated business 
model, which Cambiar believes should warrant a higher 
valuation.  With that said, we have trimmed the position 
into strength on multiple occasions during the year. 

Stock selection has been more challenged in the 
Consumer Discretionary space, as Penn National 
Gaming and Gap have lagged since their respective 
attachment points.  Despite the recent slide in stock 
price, Penn is generating strong cash flow across its 
brick-and-mortar casinos, while the company’s online 
gaming business continues to gain traction (progress 
here is largely a state-by-state legislative process).  The 
investment case for Gap has gotten harder to parse as 
the company lowered earnings due to overseas factory 
closures and higher-than-expected air freight expenses.  
Both of these headwinds have been called out by Gap 
management as one-off in nature and expected to 
normalize in the coming quarters.  While disappointed 
with how the stock has performed in the short run, we 
are inclined to give Gap the benefit of the doubt…but 
suffice to say that this stock is on a short leash.

The portfolio’s uneven performance in Technology 
was an additional performance headwind for the 
SMID portfolio (for both 4Q and the year).  Two 
lagging positions are Qorvo and WEX Inc. Qorvo is a 
semiconductor company, with a more specialized focus 
on smartphones.  The stock has been a strong performer 
for the portfolio since our initial purchase in mid-2019.  
The near-term weakness in the stock was largely due 
to tight production capacity at a number of Qorvo’s 
suppliers.  The supply chain issue should be resolved 
in the next quarter or two; more important is Qorvo’s 
continued strong position in the overall 5G smartphone 
value chain.

WEX is a business payments company and operates in 
three segments: fleet, travel/corporate, and health and 
benefits.  Despite posting strong earnings in recent 

quarters, the stock has fallen in response to a more 
conservative forward outlook by management and 
softer results in their travel business (mid-single digit 
contributor to revenue).  We viewed the recent weakness 
to be excessive relative to the longer-term trajectory of 
the business, and added to our position in December. 

We would be remiss without a comment on the Energy 
sector, which rebounded strongly in 2021.  The sector 
gained in response to oversold conditions entering 
the year as well as a strong recovery in oil and natural 
gas prices.  Cambiar’s non-participation in Energy 
subsequently detracted from performance, while worth 
noting that the active decision to own very little energy 
added value in 2019 and 2020.  With commodity 
prices trading well above marginal costs, now is 
not the time to allocate capital to the sector.  While 
acknowledging the production restraint and increased 
fiscal discipline that is taking place in the energy 
patch (thus far), we continue to find more compelling 
investment opportunities in other sectors that are more 
closely aligned with our investment philosophy.

Portfolio construction continues to emphasize balance 
and prudent diversification – by sector/industry, 
end-market, and return drivers.  Cambiar views the 
SMID portfolio to be a compelling investment solution 
for clients seeking exposure to the relatively inefficient 
small and mid-cap equity market.  The market has been 
disproportionately focused on upside participation, 
resulting in increased speculation and risk-taking.  
Yet we believe longstanding principles such as free 
cash flow and earnings quality are poised to take on 
increased importance as we get later into the economic 
cycle – a period where quality tends to outperform.  
Cambiar seeks companies that can perform ‘double 
duty’ in our portfolios, with an outsized focus on 
downside protection.  We believe this skewed emphasis 
on protecting capital – while still participating in up 
markets – is the best path to compounding capital over 
time.

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 
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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 SMID Value Composite includes 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.

SMID Value Benchmark:  The Russell 2500™ Value Index is a float-adjusted, market capitalization-weighted index comprised of firms in the Russell 
2500™ Index that experience lower price-to-book ratios and lower forecasted growth values. The Russell 2500 Index is a float-adjusted, market 
capitalization-weighted index that measures the performance of the 2,500 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.

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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