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MARKET REVIEW
After posting a modest 1Q drawdown, the sell-off in 
U.S. equities intensified in the second quarter. Growing 
concerns over elevated inflation readings, tightening 
liquidity conditions, and a pending recession prompted 
investors to move to the sidelines while awaiting more 
visibility on these issues. The 2Q decline in risk assets 
was broad-based in nature, with the selling pressure 
more pronounced in growth stocks and speculative 
pockets of the market (i.e., crypto). For the quarter, the 
S&P 500 Index declined 16.1%, while the small cap 
Russell 2000 Index posted a return of -17.2%. On a 
style basis, value has continued to fare relatively better 
than growth – a trend that has been in place since the 
market’s peak in November 2021. 

The ‘buy the dip’ playbook that has been in place for 
much of the past ten years has come to an end, as the 
Fed has made a decisive pivot to fighting inflation. After 
a period of telegraphing monetary policy, the Federal 
Reserve ignored its own previous guidance and raised 
rates by 75 basis points at the June meeting – the 
first such move of this magnitude since 1994. Given 
the increased risks of a wage-price spiral, the Fed is 
plotting a course due north in the efforts to tackle 
inflation.

A silver lining from the year-to-date drubbing in equities 
is that valuations now look more reasonable relative to 
the beginning of the year. The one-year forward P/E for 
the S&P 500 as of June 30th was 15.8x (vs. 21.4x in 
January). Similarly, the P/E for the Russell 2000 Index 
was 17.8x, down from 25.3x at the beginning of the 
year. An important caveat to this point is the stability 
of the denominator in the P/E calculation – i.e., stocks 
may not be all that cheap at current levels if there is 
a pending downward revision in earnings. Whether 
corporate earnings can remain intact (or less bad than 
feared) will be a key input to determining the path 
for stocks in the second half of the year. This more 
differentiated investment backdrop at the company level 
should favor active management.

FOLLOW THE MONEY….
SUPPLY 

“Inflation is always and everywhere a monetary 
phenomenon”  

 
– Milton Friedman

There is no shortage of factors that have contributed 
to the sharp rise in inflation that has occurred over 
the past year – supply chain bottlenecks resulting 
in a shortage of goods, fiscal stimulus that triggered 
increased spending by pent-up consumers, energy 
demand outstripping supply, and the more recent 
impact of the conflict in Ukraine on a wide range of 
commodities. But one key driver to inflation that is 
overlooked/discussed less is money supply growth. As 
the below chart illustrates, the hypernormal spike in 
money supply growth since the COVID crisis has been a 
key input to the sharp rise in inflation: 
 

 
Source: Bloomberg 

 
With the balance sheet reduction plan that is 
accompanying higher rates, money supply growth has 
also begun to decelerate. The resulting reduction in 
credit growth and less base money in the economy 
should then lead to low money supply growth (or 
possibly negative money supply growth), subsequently 
bringing down inflation. In essence, the current high 
inflation environment will be deprived of the oxygen 
(i.e., money supply growth) that it needs to keep on…
inflating.

The unfortunate by-product of this decline in money 
supply is valuation compression of risk assets. Once 
the Fed reaches neutral (we believe in 3Q or 4Q), it 
is reasonable to assume that financial conditions will 
begin to stabilize. Given outside forces such as the 
Ukraine conflict and its impact on energy and food 
prices, some lag time on prices should be expected. 
But we are already seeing a tightening of financial 
conditions in areas such as real estate, IPOs, and 
merger activity.
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SMID VALUE 
CONTRIBUTORS

Top Five Avg. Weights Contribution

Lamb Weston Holdings 2.99 0.52

Americold Realty Trust 2.43 0.19

Reinsurance Group of America 2.71 0.17

VICI Properties 2.55 0.17

Booz Allen Hamilton 2.73 0.11

DETRACTORS

Bottom Five Avg. Weights Contribution

Euronet Worldwide 2.57 -0.62

Fidelity National Financial 2.51 -0.64

Burlington Stores 2.56 -0.72

Penn National Gaming 1.70 -0.86

Amedisys 2.35 -1.13

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.

 

2Q 2022 YTD 1 Year 3 Year 5 Year 10 Year Since Inception

SMID Value (gross) -9.4% -12.5% -10.6% 9.9% 11.0% 13.4% 13.5%

SMID Value (net) -9.6% -12.8% -11.2% 9.2% 10.3% 12.7% 12.8%

Russell 2500 Value -15.4% -16.7% -13.2% 6.2% 5.5% 9.5% 9.9%

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

The second quarter 
of 2022 marked an 
extremely challenging 
backdrop for the equity 
markets, with the Russell 
2500 Value Index posting 
a return of -15.4%. While 
the Cambiar Small-Mid 
(SMID) Value strategy 
was unable to fully avoid 
the selling pressure, the 
portfolio held up better 
than the benchmark (and peers). The SMID portfolio’s 
underlying bias to quality businesses has historically 
resulted in strong downside capture metrics, and 2022 
has been no exception. Cambiar generated positive 
stock selection in six out of nine sectors in which the 
portfolio was invested during the quarter, enabling 
the SMID strategy to provide a meaningful margin of 
relative outperformance.

Unlike the event-driven (COVID-19) bear market that 
took place in the first quarter of 2020, the bear of 
2022 is of the cyclical variety. More specifically, we 
are in a cost-of-capital bear market, as the removal of 
unprecedented monetary and fiscal stimulus is resulting 
in a downward adjustment to equity valuations.  Just 

as abundant liquidity in the financial system provided 
a strong boost to equity valuations in recent years, 
tightening conditions are now triggering a reset in 
multiples. Cambiar entered 2022 with the expectation 
that downside protection may be poised to take on 
increased importance in generating portfolio alpha - this 
view looks to be playing out so far in the year.

A rising cost-of-capital environment is suppressing 
returns for risk assets in general, but is particularly 
more painful for leveraged companies. On this measure, 
a key underpinning of Cambiar’s Quality/Price/Discipline 
philosophy is the purposeful avoidance of companies 
with high debt loads. Rather, the SMID portfolio seeks 
businesses with a track record of profitability, consistent 
margin profile, and balance sheet conservatism. While 
these attributes may be in less demand during strong 
up markets, such characteristics help to provide a 
margin of safety in periods of elevated market stress. 
With borrowing costs on the rise and an absence of 
Fed support, the market may be entering an extended 
period of difficult conditions for profitless businesses, 
while companies with strong financials should be better 
equipped to manage through a potential recession.

Given the elevated volatility at the individual stock 
level, buy/sell activity was fairly active in the quarter, 
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with Cambiar executing five sales and seven new 
purchases. With a continued focus on portfolio balance, 
initiated positions spanned a variety of industries – 
including an auto parts supplier, a medical testing and 
tools provider, an apparel retailer, and an oil and gas 
exploration company. Price discovery is generally a 
more challenging exercise in more tumultuous markets; 
as such, the objective is to attach to high quality 
businesses where near term price perfection on entry is 
less a concern vs. longer term confidence in the relevant 
product and/or service offering and corresponding 
profitability/free cashflow metrics. Sources of capital for 
new purchases came from positions where the Cambiar 
team had reduced confidence in the investment case 
materializing over a reasonable timeframe. 

Comprising approximately 23% of portfolio capital, 
Industrials currently represents the largest sector 
allocation in the SMID portfolio and thus will have 
an outsized impact on strategy performance. Stock 
selection in Industrials was particularly strong in the 
quarter, with eight out of ten holdings outperforming 
the sector return of the benchmark. Government IT 
services contractor Booz Allen Hamilton was the sector’s 
top performer, with the stock posting a 3% gain in 
the quarter. The company’s consulting relationships 
provide solid organic growth visibility, while we 
acknowledge a more uneven revenue glidepath that 
often accompanies government contract work. Defense 
contractor Mercury Systems was another bright spot in 
the quarter, as the company has benefited from a more 
heightened geopolitical environment. Mercury provides 
defense electronics and related modules to prime 
contractors such as Lockheed Martin. We believe the 
company’s diverse client base, high margin offerings 
and long-tailed contracts result in an attractive value 
proposition.

Despite a considerably smaller allocation in the SMID 
portfolio, Cambiar’s holdings in the Real Estate and 
Consumer Staples sectors were additional sources of 
outperformance in the quarter. Within Real Estate, 
Americold Realty and VICI Properties posted gains of 
8.5% and 6.5%, respectively, vs. a double-digit loss for 
the sector return of the index. VICI’s properties primarily 
consist of casinos and related hospitality venues, many 
of which have seen a return to pre-COVID volumes. 
Americold has a more unique focus on temperature-
controlled warehouses and storage facilities. In 
Consumer Staples, Lamb Weston was the portfolio’s top 
performer for the quarter (as well as the top-performing 
stock in the S&P 500 for 2Q). Food and beverage 
companies benefited from the flight to safety rotation 
that took place in the quarter; that said, Lamb Weston 

also benefited from improved foodservice sales – 
apparently french fries are a comfort food during bear 
markets. While not immune to inflationary pressures, 
Lamb Weston has been able to offset these cost 
increases via stronger pricing. 

One sector where Cambiar has struggled over the past 
year is Consumer Discretionary, as the portfolio’s retail 
and gaming positions have not met expectations over 
our holding period. Off-price retailer Burlington Stores 
declined on a weaker-than-expected earnings release, 
hampered by inventory shortages and elevated freight 
costs. Despite the recent softness in the stock, we hold 
the management team at Burlington in high regard and 
believe their agile business model can pivot accordingly. 
Upon review, we used the broad-based weakness in the 
quarter to re-position exposure in the sector, as The Gap 
and Penn Gaming were sold in favor of VF Corp and 
Gentex. Gap was a sum-of-the-parts thesis (anchored 
by the company’s Athleta brand) that simply never 
materialized, while Penn’s participation in an irrationally 
competitive online gaming market overshadowed the 
company’s solid execution in its regional brick-and-
mortar properties. We view VF Corp and Gentex to be 
upgrades from a quality profile, while also possessing a 
clearer path on a forward revenue/earnings basis.

After positively contributing to performance in the 
first quarter, Cambiar’s Healthcare holdings hampered 
returns in 2Q. Home healthcare and hospice operator 
Amedisys was a notable laggard in the quarter, as labor 
inflation and higher mortality rates negatively impacted 
earnings. We believe some of the recent headwinds to 
be more transitory in nature, and we remain impressed 
by management’s solid execution by way of additional 
value-add services and accretive tuck-in acquisitions. 
Over a longer-term arc, we believe Amedisys is 
well-positioned to benefit from aging demographic 
trends. 

Although the performance objective is to generate 
positive returns for our clients, we take some measure 
of satisfaction by providing a margin of safety in 
the current environment. By losing less in market 
drawdowns (an inevitability over a cycle), we are then 
able to compound off a higher base as conditions 
improve. Our analyst team is using the widening 
dispersion of returns across the small-mid landscape 
to attach to great businesses that possess durable 
business characteristics and an advantaged market 
position that can be exploited in the ensuing recovery.  
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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. 

10 Year Ranking based on the Cambiar SMID Fund - Institutional share class against the Morningstar OE Mid-Cap Blend Category, which consists of 284 
competitors.  Data as of 6.30.22. 

 
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.

LOOKING AHEAD
As discussed in our first quarter commentary, reduced 
liquidity in the markets was likely to result in lower 
multiples for equities. This view came to pass in the 
second quarter, as risk assets of all types declined 
in response to tightening monetary policy. The 
knock-on effect of lower valuations and high inflation 
is a significant drop in investor sentiment, with the 
Michigan Consumer Sentiment Index posting the lowest 
reading on record – a timeframe that includes the 
Great Financial Crisis, Dot-Com Bubble, and the 1980 
recession. Although the emotional pendulum may not 
yet have swung to the capitulation and despair extremes 
that typically coincide with a market trough, we are 
certainly well off the euphoric levels seen last year. 

Market corrections are never pleasant, but resets of this 
nature are part of an economic cycle. Has the market 
bottomed, or is there more downside from here? We are 
obviously hesitant to make a prediction on the near-term 

trajectory for equities. That said, it is very difficult to 
time the market. Rather, Cambiar views adherence 
to one’s asset allocation plan and maintaining a 
longer-term mindset to be the more proven path to 
compounding wealth. By the time the market issues 
some version of an ‘all clear’ signal, stock prices are 
likely to have already begun to move higher.

Given the high level of skepticism now embedded in 
many stock valuations, Cambiar sees an increased 
number of attractive investment opportunities. 
Selectivity remains key, but we are confident that the 
low valuation/low expectation profile that is being 
indiscriminately assigned to many quality businesses 
can translate into outsized returns as conditions 
normalize.

We appreciate your continued confidence in Cambiar 
Investors.
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