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MARKET REVIEW
U.S. equities reversed their downward trajectory and 
turned in a solid gain for the fourth quarter. The S&P 
500 Index posted a 4Q return of 7.6%, while the small 
cap proxy Russell 2000 Index gained 6.2%. The move 
higher was largely a front-end loaded event, with stocks 
reacting positively to declining inflation data in October 
and November before pulling back in December as 
the Federal Reserve remained steadfast in their more 
restrictive stance on monetary policy. On a style basis, 
value again outperformed growth in the quarter – a 
trend that was in place for much of the year. Aggressive 
monetary policy in 2022 resulted in a challenging 
year for all risk assets, but it was a particularly painful 
period for growth stocks.

From a starting point of 0% to a year-end range of 
4.25-4.50%, rate hikes over the course of 2022 
effectively repriced the entire spectrum of financial 
assets. While there is no way to sugarcoat the -18.1% 
decline in the S&P 500 Index for 2022, it is worth 
noting that the S&P 500 had a 5-year cumulative return 
of 91.2% and was trading at an all-time high entering 
the year. Given the extended valuations assigned to 
many stocks, some giveback was largely a matter of 
time. As we progressed through the year, investor 
obsession on the potential for a Fed pivot only added to 
the volatility. 

Inflation (and therefore monetary policy) was the 
dominant driver of returns in 2022. On this note, a 
quote from Milton Friedman rings true:  

“Inflation is always and everywhere a monetary 
phenomenon, in the sense that it is and can be 
produced only by a more rapid increase in the 

quantity of money than in output.”  

Given the sharp deceleration in money supply (M2) 
during the second half of 2022, there should be a 
coincident decline in inflation over the course of 
2023. While efforts to rein in demand via higher rates 
is starting to be seen in areas such as the housing 
market and used car prices, the Fed’s reaction function 
has shifted from inflation to the labor market – which 
remains tight. Having been slow to act in responding to 
rising inflation, fears are now growing that the Fed may 
be compounding matters by overstaying its welcome on 
the back end, particularly given signs of disinflationary 
forces beginning to take hold.

The path forward for equities will continue to be 
influenced by Fed policy, although we anticipate that 
corporate earnings will be a more relevant consideration 
in 2023. This latter driver is where the Cambiar team is 
spending its time. We continue to focus on self-funding 
businesses with reasonable valuations, strong balance 
sheets, and through-the-cycle free cashflow. We 
believe these attributes will continue to be a winning 
combination – regardless of the macro backdrop.    
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SMALL CAP FUND

3Q224 YTD 1 Year 3 Year 5 Year 10 Year
Since 

Inception 
- Inv

Since 
Inception 

- Inst

CAMSX 11.00% -8.71% -8.71% 5.45% 5.80% 7.12% 8.45% -

CAMZX 11.03% -8.54% -8.54% 5.63% 5.97% 7.33% - 10.61%

R2000V 8.42% -14.48% -14.48% 4.70% 4.13% 8.48% 7.37% 7.14%

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 12/31/22, 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.

The Cambiar Small Cap Fund ended 2022 on a high 
note, as the portfolio benefited from successful stock 
selection to outpace the Russell 2000 Value Index for 
the fourth quarter.  Although unable to sidestep the 
drawdown in small cap stocks for the year, the Small 
Cap Fund demonstrated strong downside protection 
in 2022 and remained ahead of the index over most 
rolling timeframes.

Elevated inflation levels and aggressive monetary policy 
made for a turbulent backdrop for risk assets in 2022, 
with the selling pressure more acute in high multiple 
‘concept stocks’ where earnings/free cashflow are in the 
distant future.  While continuing to operate from the 
mindset of continuous improvement, we were generally 
pleased with how the portfolio fared in 2022.  Given 
the downward pressure that permeated the small cap 
asset class for much of the year, Cambiar’s bias towards 
companies with strong balance sheets and relatively 
stable profit margins assisted in providing a margin of 
safety vs. the index.  The portfolio’s strong up capture 
in 4Q further illustrates that Cambiar’s Quality | Price | 
Discipline (QPD) approach can add value in a variety of 
market environments.

From a portfolio management perspective, the intent 
is for the power of compounding to work for our clients 
over a long-term arc.  Protecting capital during market 
drawdowns is a critical input to this objective, as it 
allows the portfolio to then operate from a higher base 
as conditions normalize.  On this latter point, what is 
normal?  One could argue that the current monetary 

backdrop is closer to normal vs. the ultra-low rate 
environment that has been in place for much of the 
post-Global Financial Crisis (GFC) environment.  Given 
the number of small cap ‘zombie’ companies that are 
unable to generate sufficient operating revenue to 
satisfy their debt obligations, managing one’s business 
in a 4.5% Fed funds rate will be a more challenging 
endeavor.  In contrast, companies that generate free 
cashflow to sustain their business (vs. reliance on the 
credit markets) should be in a much stronger position in 
the event liquidity conditions continue to tighten. 

Buy/sell activity was light in the quarter, and there were 
no material changes to overall portfolio positioning.  We 
liquidated our position in specialty chemical company 
Cabot Corp; Cabot had been a strong performer and 
thus offered a less attractive risk/reward – particu-
larly given the company’s heightened sensitivity to 
economic growth expectations.  In aggregate, portfolio 
construction continues to emphasize broad diversifi-
cation across and within sectors.  The intent is to build 
a portfolio that can provide multiple shots on goal vs. 
dependence on a given macro outcome.  The portfolio 
ended the quarter with a cash position of ~5%. Cash 
was a drag on performance in 4Q, although positive on 
a full year basis. 

Cambiar’s positive stock selection in 2022 was partic-
ularly evident in the Healthcare sector; the sector was 
also a positive contributor to performance in the fourth 
quarter.  The small cap Healthcare sector is comprised 
of a wide array of companies – including unprofitable 

Diversification does not protect against market loss.  
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businesses such as early-stage biotechs.  The Small 
Cap Fund benefited from a preference for healthcare 
businesses that have demonstrated some combination 
of persistent stable/growing revenues, low leverage 
and are on a path toward positive free cashflow (if not 
already achieved).  Representative holdings include 
outpatient/physical therapy clinic operator, medical 
supplies, and in-house senior care services.    

Representing the largest sector allocation (~21%) in 
the Fund, Cambiar’s holdings in the Financials sector 
were an additional value-add – in the quarter as well 
as on a full-year basis.  Reinsurance holdings such 
as Reinsurance Group of America (RGA) posted very 
strong returns in 2022, benefiting from a combination 
of stronger pricing and rising rates that translated into 
higher investment income.  Despite the stock’s recent 
march higher, RGA remains an attractive risk/reward 
– as the company continues to trade at a discount to 
book value despite return on equity (ROE) targets in the 
10-12% range.  While comprising a sizable allocation 
in the index, banks remain underrepresented in the 
Fund, largely a function of peaking net interest margins 
(deposit costs are rising faster) and the potential for 
lower loan growth as the economy slows.  Although the 
market remains wary of rising credit losses in the event 
of a recession, we believe the portfolio’s bank holdings 
are well-capitalized.  Cambiar’s diversification efforts 
also contributed to the lower exposure to banks; i.e., 
small cap banks are a relatively homogenous group vs. 
alternative opportunities that can provide more unique 
return drivers to the portfolio.

We were further encouraged by the 4Q rebound within 
the portfolio’s Technology holdings, although the gains 
were not enough to offset a challenging 2022 for the 
sector.  Rambus and Envestnet were notable bright 
spots in the quarter, posting returns of 41% and 39%, 
respectively.  While the rise in rates triggered broad 
multiple compression in equities during 2022, valua-
tions in the Tech sector were particularly hard-hit.  
Despite the portfolio not having exposure to the more 
speculative areas of tech, company-specific headwinds 
contributed to drawdowns in positions such as Cerence 
and Cognyte Software – both of which weighed on 
performance during the year.  Cognyte was sold upon 
review in 2Q, while we continue to maintain a position 
in Cerence.

Cambiar’s adherence to our Quality | Price | Discipline 
approach has led to a lower allocation to energy 
companies, given a history of inconsistent returns, low 
capital discipline and higher leverage ratios.  Small 

cap Energy stocks have generally had two speeds 
over the past few years – sharp gains to the upside or 
getting hammered to the downside.  The sector was 
in overdrive for 2022, bolstered by the rise in oil and 
natural gas prices and more measured output gains 
(vs. prior cycles).  Although the Small Cap Fund has 
representation via a position in Magnolia Energy, the 
lower relative exposure to this top-performing sector 
was a drag on performance for the year.  Looking 
ahead, commodities have tended to underperform in 
global recessions, given high price elasticity to small 
changes in supply/demand. Is this time different owing 
to inflation and geopolitical dynamics?  We continue to 
monitor fundamentals in the sector but are comfortable 
with our current positioning.

LOOKING AHEAD
Suffice to say that investors are more than ready to turn 
the page on 2022. As we look ahead to the coming year, 
one can envision a range of outcomes for the equity 
markets. A growing consensus is calling for a retest 
of market lows in the first quarter, followed by a rally 
in the second half of the year as forward earnings are 
reset and monetary policy becomes more neutral. It is 
worth noting that back-to-back years of negative returns 
for the S&P 500 are highly unusual (only four previous 
occasions, dating back to 1928). Of course, this is not 
to suggest that we are in any way out of the woods as it 
relates to the prevailing market headwinds.

While acknowledging the current investor pessimism, 
one should consider to what extent concerns such 
as slowing economic growth and an elevated rate 
environment are reflected in lower equity valuations.  
Although uncomfortable in the moment, the sell-off in 
small cap equities results in a reasonable attachment 
point for investors with a multi-year time horizon.  
Selectivity remains paramount in this regard.  As 
opposed to trying to time a market bottom, Cambiar 
believes that adherence to a longer-term asset allocation 
strategy is the more appropriate path.  Waiting for the 
‘all clear’ signal will likely result in missed gains, given 
the potential for equities to have already begun re-rating 
to the upside.  As Peter Lynch one said, “Everyone has 
the brainpower to make money in stocks.  Not everyone 
has the stomach.” 

The Cambiar team remains focused on identifying 
durable businesses that can execute their business 
plan regardless of the current environment.  We remain 
biased towards companies with strong balance sheets, 

Diversification does not protect against market loss.  
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steady free cashflow and low leverage – as financial 
strength can enable these franchises to widen their 
competitive moats during periods of market stress.  
We also want to remain opportunistic to the extent 
our team can take advantage of outsized dislocations 
between valuations and normalized earnings that we 
believe often takes place within the small cap asset 
class. 2022 saw a wide dispersion of returns across and 
within sectors.  We feel such an environment is almost 
certain to continue in 2023, resulting in a supportive 
backdrop for active management.  

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. The U.S. Aggregate Bond Index is s a broad 
base, market capitalization-weighted bond market index representing intermediate term investment grade bonds 
traded in the United States.  The MSCI EAFE® Index (net) (Europe, Australasia, Far East) is a free float-adjusted 
market capitalization index that is designed to measure developed market equity performance, excluding the U.S. 
& Canada. The MSCI indices are compiled by Morgan Stanley Capital International.  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 12.31.22, the Cambiar Small Cap Fund had a 0.0% weighting in Cabot Corp, 1.1% in Cerence, 0.0% in 
Cognyte Software, 2.6% in Envestnet, 1.7% in Magnolia Energy, 2.4% in Rambus, and 2.1% in Reinsurance 
Group of America. 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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