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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 price 
to earnings (P/E) ratio for the S&P 500 as of June 
30th was 15.8x (vs. 21.4x in January). Similarly, the 
one-year forward P/E ratio 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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SMALL CAP FUND

2Q22 YTD 1 Year 3 Year 5 Year 10 Year
Since 

Inception 
- Inv

Since 
Inception 

- Inst

CAMSX -13.43% -12.94% -12.70% 6.36% 6.45% 7.67% 8.41% -

CAMZX -13.41% -12.89% -12.56% 6.53% 6.60% - - 10.63%

R2000V -15.28% -17.31% -16.28% 6.18% 4.89% 9.05% 7.38% 7.15%

Inception Date: CAMSX (8.31.2004) | CAMZX (10.31.2008).  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 6/30/22, expense ratios are CAMSX: 1.26% (gross): 1.10% (net) | CAMZX 1.07% (gross)  0.90% (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.

Small cap equities incurred a steep correction in the 
second quarter, capping off a difficult first six months 
of 2022. For context, the Russell 2000 Index suffered 
its worst-ever first half loss since the inception of the 
index in 1978. Although the Cambiar Small Cap Value 
(SCV) strategy was unable to evade the selling pressure 
in absolute terms, the portfolio held up better than 
the index – with Cambiar outperforming in both the 
quarter and year-to-date basis (as well as over longer 
timeframes). 

One area where we have strived to be more consistent 
over the past five years is with regards to setting perfor-
mance expectations – i.e., environments when our 
Quality/Price/Discipline approach should outperform 
vs. periods when our philosophy may lag the broader 
small cap market. With the caveat that idiosyncratic 
stock-specific risk will always comprise a significant 
percentage of our ‘risk budget’, the SCV portfolio’s 
higher skew to quality should provide a margin of 
safety during deeper market drawdowns; this has been 
confirmed by Cambiar’s relative outperformance in 
periods such as 4Q of 2018, 1Q of 2020, and thus 
far in 2022. And while the SCV strategy may not 
outperform to the upside in ripping bull markets, the 
upside drag has not been material, as illustrated by the 
portfolio’s 94.5 up capture metric (trailing 5 years, as 
of 6.30.22)*. The reality is that the SCV strategy does 
not necessarily need to outperform in up markets, as 
the portfolio is already compounding off of a higher 
base vs. the index.

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, tight-
ening conditions are now triggering a reset in multiples. 
The resulting regime change is of particular importance 
as it relates to stock selection in the small cap space – 
given the high number of non-earners that populate this 
universe. 

Portfolio construction continues to emphasize balance 
and diversity of return drivers at the stock level. Buy/
sell activity was more elevated in the quarter, as the 
unsettled nature of the sell-off provided attractive 
attachment points for investors with an intermedi-
ate-term time horizon. 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. 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. 

Returning to performance drivers in the quarter, all 
sectors posted negative returns – cash was the sole 
safe haven in 2Q. Defensive areas of the market such 

Diversification does not protect against market loss.  
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as Consumer Staples and Utilities held up better 
than the more cyclically-geared Industrial, Consumer 
Discretionary and Technology sectors. After a strong 
showing in the first quarter, energy stocks also finished 
in the red, although the sector held up better than the 
overall market.

Cambiar’s holdings in the Healthcare sector comprised 
the largest contribution to the portfolio’s relative outper-
formance in the quarter. Lantheus Holdings and U.S. 
Physical Therapy were two notable outperformers in 
2Q, as both companies registered positive returns vs. a 
double-digit decline for the index. Lantheus continued 
its strong momentum from the first quarter, as the 
maker of medical imaging products raised its sales/
profit outlook. Cambiar trimmed the position during the 
quarter, yet we continue to view Lantheus as one of the 
more attractive medical technology companies in our 
opportunity set. As its name suggests, U.S. Physical 
Therapy operates outpatient PT clinics and related 
services. In what is still a fairly fragmented market, 
USPH has been growing shares via a 50/50 ownership 
model with the clinics they acquire – thereby providing 
ongoing incentives to increase volumes. While it was not 
all smooth sailing in the quarter (InnovAge and Chimerix 
lagged), aggregate stock selection in Healthcare has 
been a strong positive in 2022.  

The Financials sector was an additional bright spot for 
the portfolio in the quarter, as Cambiar’s holdings in 
the reinsurance space were able to more than offset 
price weakness in the portfolio’s regional bank holdings. 
Reinsurance companies trade on a multiple of book 
value, which is generally more stable (vs. banks). 
Reinsurers also benefit from rising rates, which in turn 
drive higher investment returns. In addition to their own 
stock-specific drivers, Cambiar views the reinsurers to 
be a prudent beta offset to the banks, which are more 
sensitive to economic growth expectations. Banks were 
understandably under pressure in 2Q given the uptick 
in recession forecasts, providing the potential for upside 
should such a scenario not materialize (or be more 
shallow than expected). In our view, select regional 
banks continue to offer an attractive value proposition 
via rising net interest income, solid loan growth and 
reasonable valuations.  

Technology was the largest detractor during the quarter, 
with semiconductor manufacturer Rambus and security 
software provider Cognyte Software laggards in the 
quarter. The decline in Rambus was largely a guilt 
by association issue (i.e., semis), as the company 
reported a strong quarter and picked up a number of 

design wins. Sentiment towards the semis space is 
highly correlated to economic growth, yet Rambus has 
a solid backlog and sells into end markets that have 
more stable demand trends (vs. consumer or industrial 
goods). As it relates to Cognyte, supply chain challenges 
and a slower sales pipeline were manifested via a weak 
earnings report – prompting the drawdown in the stock. 
Upon review, we concluded that it would be difficult 
to get a win in Cognyte over a reasonable timeframe 
and made the decision to sell. The sale proceeds were 
used to re-engage with Perficient, a former (successful) 
holding for the SCV portfolio that had de-rated in 
the 2Q sell-off. Anchored by a tenured management 
team that has a demonstrated track record of strong 
execution, Perficient provides outsourced information 
technology services. The company’s end markets 
provide solid organic growth potential, while cooling 
wage pressures along the software engineering value 
chain should be a tailwind to margins.

Despite residing in the more defensively-oriented 
Consumer Staples sector, SCV holding Hain Celestial 
posted a sizable decline in the quarter. The organic food 
producer reported a disappointing quarter, primarily due 
to lagging sales in Europe (which accounts for ~40% 
of total revenues). Industry-wide inflation and supply 
chain disruptions were additional headwinds – appar-
ently 75% of the world’s sunflower oil is sourced from 
Russia/Ukraine. Lower sales and higher input costs are 
not a good combination, although the company was 
able to offset these pressures via price increases. On 
the positive front, Hain registered solid sales growth 
in North America. In summary, the quarter was a bit 
of a perfect storm for Hain, and we are inclined to 
see if some of the aforementioned factors are indeed 
transitory or more secular in nature. Suffice to say that 
we are keeping the company on a short leash.

After representing a drag on return during the market 
rally in 2021, Cambiar’s cash position has been 
an incremental positive to performance in 2022. 
The portfolio has averaged a mid single-digit cash 
position for most of the year – largely a by-product 
of collective buy/sell decisions. We have certainly 
shown the willingness to attach to businesses as they 
reach actionable price levels; that said, we also want 
to remain patient in deploying capital, given that we 
may still be early in the Fed’s tightening cycle. The 
intent is not to time the market, but some optionality is 
warranted in light of the current market backdrop.
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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 signif-
icant 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 indis-
criminately assigned to many quality businesses can 
translate into outsized returns as conditions normalize.

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. High short-term performance of the fund is unusual and investors should not 
expect such performance to be repeated.  

The Russell 2000® Value Index measures the performance of those Russell 2000® companies with 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. 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. 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 6.30.22, the Cambiar Small Cap Fund had a 0.0% weighting in Chimerix, 0.0% in Cognyte, 1.7% in Hain 
Celestial, 1.6% in InnovAge, 2.0% in Lantheus Holdings, 1.6% in Perficient, 1.9% in Rambus, and 2.2% in U.S. 
Physical Therapy. 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.
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