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MARKET REVIEW
U.S. equities (defined as the S&P 500 Index) declined 
in conjunction with the broader sell-off in global 
risk assets, marking the first quarterly loss since the 
pandemic-induced decline of 1Q 2020. If anything, 
the -4.6% drawdown in the S&P speaks to the overall 
resilience of the equity markets, given the wall of 
worry in the quarter that included Russia’s invasion 
into Ukraine, the corresponding spike in commodity 
prices, persistently elevated inflation metrics, and a 
strong hawkish pivot in monetary policy. Small cap 
stocks did not fare as well relative to their large cap 
counterparts, with the Russell 2000 Index returning 
-7.5% in the quarter. On an investment style basis,
value indices held up relatively well, boosted by their
higher allocation to energy and basic materials stocks,
which rallied in response to higher price levels for
commodities. The upward move in bond yields was a
headwind for growth stocks, which are more vulnerable
to higher rates given their longer duration earnings/
cashflow profiles.

Entering 2022, the U.S. equity market was trading at 
or near its highest valuation levels since the 1990s 
tech bubble era. These elevated valuations (and 
accompanying outsized stock returns) were largely a 
function of highly stimulative monetary policy. Yet these 
policies have visibly outlived their usefulness and are 
now contributing to financial speculation and rising 
inflation. It is increasingly evident that the market 
has been overly complacent on just how much Fed 
action would be necessary over the course of 2022 and 
beyond. Policy makers have responded to the data with 
an increased focus on reining in inflation via rate hikes 
and balance sheet reductions. Cambiar believes these 
actions will lead to tighter liquidity conditions and a 
more constrained return profile for equity markets. In 
contrast to past cycles, the Fed’s tightening measures 
are not unfolding as a pre-emptive strike against 
building economic and financial excesses – that train 
has left the station. Monetary policy is now playing 
catch-up at a juncture where economic growth is poised 
to decelerate, amplifying the potential for a policy error. 

What does this mean at a stock level? The widening 
dispersion of returns within and across sectors should 
provide a healthy backdrop for active management, as 
alpha can be driven by both stock selection as well as 
avoidance of overvalued/fundamentally unattractive 
areas of the market. While return expectations for the 
broad market may be more challenged, we believe 
there are pockets of opportunity that offer an attractive 
reward-to-risk profile. Cambiar’s Quality/Price/Discipline 

approach is a deliberate decision to tap down on three 
discrete sources of business risk: financial leverage, 
margin variability and market structure. A firm grasp of 
these underwriting inputs is always important, but likely 
to be even more consequential to success in the current 
market environment. The focus at Cambiar remains on 
identifying resilient businesses that can deliver free 
cashflow irrespective of the current macro narrative 
and provide a margin of safety via a strong leadership 
position, pricing power and related quality attributes.
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SMID VALUE 
CONTRIBUTORS

Top Five Avg. Weights Contribution

First Horizon 2.86 1.03

WEX 3.22 0.75

Exelixis 2.48 0.58

Mercury Systems 2.82 0.42

Atmos Energy 2.64 0.37

DETRACTORS

Bottom Five Avg. Weights Contribution

Qorvo 2.33 -0.47

Expeditors Int’l of Washington 2.21 -0.60

Builders FirstSource 3.09 -0.85

IPG Photonics 1.98 -0.87

Burlington Stores 2.40 -0.99

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.

 

1Q 2022 YTD 1 Year 3 Year 5 Year 10 Year Since Inception

SMID Value (gross) -3.4% -3.4% 3.5% 15.1% 13.5% 13.4% 14.8%

SMID Value (net) -3.6% -3.6% 2.8% 14.4% 12.8% 12.6% 14.1%

Russell 2500 Value -1.5% -1.5% 7.7% 13.0% 9.2% 11.0% 11.7%

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

The Cambiar Small-Mid Cap Value (SMID) strategy 
trailed the Russell 2500 Value Index in the first 
quarter. The underperformance was almost exclusively a 
function of sector allocation, as positive stock selection 
was overshadowed by the portfolio’s non-participation in 
the top-performing Energy and Materials sectors.

In reviewing strategy performance for the quarter, it 
is important to frame the environment – i.e., notable 
underlying drivers to market performance. Value stocks 
as a group outperformed growth (by a wide margin); yet 
the advance was paced by a fairly narrow sub-segment 
of high leverage/deep value stocks – not exactly 
Cambiar’s target opportunity set. The outperformance 
was most pronounced in commodity stocks, where 
the SMID portfolio has very little representation. We 
recognize that our investment discipline may be out 
of lockstep with the market over a given period, and 
the first quarter was one such example. That said, the 
strategy’s track record suggests that Cambiar’s quality-
first approach adds value over a longer arc.

There were no material changes to aggregate portfolio 
positioning in the quarter. Trade activity consisted of 
one new purchase and three liquidations, in addition 
to select adds/trims to existing positions. The SMID 
portfolio continues to have a strong quality bias 

relative to the benchmark, as measured by metrics 
such as return on equity (ROE) and return on invested 
capital (ROIC). The Cambiar team remains focused on 
companies that possess a demonstrated track record of 
profitability and low leverage; while these metrics were 
an afterthought for investors in the quarter, we believe 
they will take on increased importance as we move into 
the later stages of the current market cycle.

After posting strong 2021 returns in response to 
improving economic growth and related reflation 
tailwinds, commodities were further bolstered in the 
quarter by supply concerns stemming from the events in 
Ukraine. Cambiar’s lack of exposure to the Energy and 
Materials sectors has subsequently weighed on relative 
performance over the past 18 months. The portfolio’s 
non-participation has largely been an output of our 
discipline, as many companies in the commodities 
stack have had a record of low margins and/or have not 
produced returns that exceed their cost of capital. While 
we have seen a more concerted focus on returns and 
free cashflow, our conviction has been higher in other 
segments of the market. Anticipating an extraordinary 
event such as the Russia-Ukraine conflict would also 
have been difficult to predict. Looking ahead, we 
acknowledge that the price deck for oil/natural gas 
may be higher for longer in light of changing global 
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conditions; that said, allocating capital to energy 
companies at this juncture does not seem prudent. 
We will continue to monitor the sector for a potential 
opening in the event of a pullback, but do not want to 
engage in a chasing exercise with oil prices in the $100 
range. 

Representing approximately 25% of portfolio assets, 
Financials remains the largest allocation in the SMID 
portfolio; as such, performance within this sector can 
have an outsized impact on strategy performance. The 
sector represented a positive contribution to relative 
performance in 1Q, as Cambiar’s bank and insurance 
holdings outpaced the index. First Horizon did a lot of 
the heavy lifting, as the Memphis-based bank gained 
44% in response to a takeout offer from TD Bank. While 
M&A was fairly constrained during the pandemic period, 
consolidation activity has picked up over the past 
year as institutions seek increased scale and market 
share in new geographies. Regional banks are more 
sensitive to moves in interest rates, as they often do 
not have proprietary trading desks or sizable investment 
banking operations found in larger money center 
banks. On that basis, regionals are benefiting from 
the uptick in rates via expanding net interest margins; 
improving loan growth and expanding fee incomes are 
additional earnings drivers. One possible headwind for 
banks would be the potential for sustained inflation 
to negatively impact economic growth; on this front, 
unemployment is low and household savings remains 
high. 

Cambiar also posted strong stock selection in the Health 
Care sector, as four of the portfolio’s five holdings in 
the sector generated a positive return for the quarter 
(vs. the sector’s -9% return in the benchmark). Exelixis 
was a notable outperformer, as the biotech name 
moved higher in response to a solid earnings report. 
The company’s primary cancer drug Cabozantinib has 
an approximate 40% market share for renal cancer 
and is in the midst of seeking approval for additional 
indications and combination therapies that could 
further boost the company’s top-line growth.  

Cambiar was less effective in Consumer Discretionary 
and Industrials, as stock selection in both sectors fell 
short of the index. Burlington Stores and Penn National 
Gaming weighed on performance in Discretionary; 
upon review, we used the price weakness to add to 
both positions. Within Industrials, Builders FirstSource 
(BLDR) pulled back after almost doubling in price in 
2021. Following the merger with BMC Holdings, BLDR 
is one of the largest building products companies in the 
U.S. The weakness in the quarter was largely a function 

of rising commodity prices and the increase in mortgage 
rates – both of which could be potential headwinds for 
the residential housing market. We view these concerns 
to be overblown, as supply still trails new household 
growth. We believe BLDR has numerous unappreciated 
catalysts that should allow the company to grow 
earnings and cash flow in the coming years.

Market conditions in recent years have been highly 
conducive to strong equity returns – regardless of 
market capitalization or style. With rates moving 
higher and inflation appearing more persistent than 
anticipated, Cambiar anticipates a change in market 
leadership. Entering 2022, approximately 40% of 
companies that comprise the Russell 2500 Index did 
not have earnings. What is the impact to their business 
models when the cost of capital is repriced? Needless 
to say we believe that selectivity within the small-mid 
asset class – with a bias towards quality – is poised 
to take on increased importance as we move through 
2022.  

LOOKING AHEAD
Given the plethora of challenging crosscurrents for risk 
assets, it is safe to assume the path for equities is likely 
to remain bumpy in the quarters ahead. While Cambiar 
is not in the ‘pending recession’ camp, we do see a 
material financial ‘re-risking’ as the Federal Reserve 
shifts its policy to a more normal stance (after a period 
of clear excesses). Liquidity is a key variable that drives 
demand, and after an extended period of expanding 
liquidity, money supply growth now needs to contract 
significantly – which will coincide with lower multiples 
for equities. This adjustment process has already 
started for the more expensive/speculative pockets of 
the equity markets.    

While downside protection has been a distant second 
in priority to upside participation for much of the past 
five years, defense may prove to be the best offense 
in 2022. If this is the case, Cambiar’s Quality/Price/
Discipline approach should be well-positioned for such 
an environment. Our team remains focused on quality 
businesses that possess a record of capital discipline, 
operate in stable/growing total addressable markets, 
and have pricing power in their respective verticals. 
We believe companies that possess these attributes 
should be well-equipped to navigate near-term market 
uncertainty.

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 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.
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