
Multi-Cap Value Commentary
Third Quarter 2019

Periods greater than 1 year are annualized
1DCM inception was June 30, 2008

Performance Summary

The DCM Multi-Cap Value composite gross total return was 1.29% in the third quarter of 2019, compared with the Russell 
3000 Value Index return of 1.23%.

Investment in stocks with lower volatility and higher profitability provided strong tailwinds to the portfolio in the third 
quarter. Additionally, the portfolio’s modest exposure to momentum was a positive factor this quarter.

The principal detracting factor in the quarter was size. Relative to the benchmark Russell 3000 Value, Dean Multi Cap Value 
has higher exposure to small and mid-capitalization stocks, whereas large caps outperformed this quarter. Additionally, 
lower leverage and growth were detracting factors in the third quarter.

Sector Drivers

 GICS Sectors
Average Weight Stock Level Returns Portfolio Impact

 Port  Bench  Active Port Bench Contribution Attribution

Health Care 14.4% 12.2% 2.2% 0.8% -3.2% 11 bps 52 bps
Consumer Staples 8.6% 8.6% 0.0% 9.3% 5.9% 82 bps 36 bps
Information Technology 10.3% 6.2% 4.0% 5.0% 3.1% 49 bps 26 bps
Utilities 6.6% 6.7% -0.1% 8.1% 8.0% 53 bps 2 bps
Energy 9.0% 8.5% 0.4% -7.9% -7.5% -75 bps -6 bps
Materials 4.5% 4.3% 0.2% -4.2% -2.4% -20 bps -9 bps
Communication Services 4.3% 7.8% -3.5% 2.3% 3.5% 10 bps -13 bps
Consumer Discretionary 5.1% 6.2% -1.2% 1.6% 3.5% 8 bps -13 bps
Financials 22.3% 23.9% -1.6% 1.3% 2.0% 30 bps -17 bps
Real Estate 3.1% 5.7% -2.6% 7.1% 7.7% 22 bps -18 bps
Industrials 7.7% 9.7% -2.0% -6.2% -1.9% -43 bps -27 bps

(see disclosures)

The best sector for Dean Multi-Cap Value in the third quarter was Health Care. Portfolio positioning and stock selection 
were additive factors. Overweight positioning in outperforming Health Care Equipment Services and underweight 
underperforming Pharmaceutical, Biotechnology, and Life Sciences industry groups were positive. Also, investments in 
CVS Health (CVS, +16.8% in the 3rd quarter), Bristol-Meyers Squibb (BMY, +12.8%), and Stryker (SYK, +5.5%) contributed 
to the portfolio’s strong Health Care performance in the quarter. The portfolio added to the CVS position in the quarter and 
continues to hold BMY and SYK.

The second best sector for the portfolio in the third quarter was Consumer Staples. The portfolio’s Consumer Staples 
weight was in line with the benchmark. Positive attribution was due to strong stock selection. Hershey (HSY) was up 16.2% 
in the third quarter and is discussed in detail below. The other significant contributor this quarter was Procter & Gamble 
(PG) up 14.2%. Procter & Gamble is the world’s largest consumer product manufacturer with leading brands such as Tide 
laundry detergent, Charmin toilet paper, and Pampers diapers. PG performed well during the quarter in large part due 
to the firm’s lower fundamental volatility and perceived safety. Reinforcing these factors, the company reported second 
quarter earnings ahead of street estimates and provided fiscal year guidance above estimates. The company is enjoying 
improved growth in organic sales and gross margins indicating pricing power like we have seen elsewhere in the consumer 

Periods Ended 9/30/19 (%) QTR YTD 1 Yr 3 Yr 5 Yr 10 Yr S. I.1

Dean Multi-Cap Value (gross) 1.29 15.55 3.33 10.58 8.87 11.35 10.14

Dean Multi-Cap Value (net) 1.14 15.04 2.71 9.91 8.11 10.50 9.29

Russell 3000 Value 1.23 17.47 3.10 9.24 7.76 11.36 8.41

Performance Comparison1
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staples space. Taking advantage of the price movement, the portfolio reduced position sizes for HSY and PG during the 
quarter but continues to hold both Hershey and Procter & Gamble.

The worst sector in the third quarter was Industrials. The Industrial sector allocation was a positive as the portfolio was 
underweight this underperforming group. However, stock selection proved a headwind. Express delivery leader FedEx 
(FDX) was down -11.0% in the third quarter. The company missed second quarter earnings expectations and lowered 
2019 guidance. FedEx management’s outlook on global trade has weakened since the previous quarter due to escalating 
trade tensions, including increased tariffs on Chinese goods, increasing softness in European markets, and declines in 
industrial production. Additionally, the company is severing ties with Amazon in response to Amazon’s increasing efforts 
to build its own delivery network. On the positive side, Amazon only represented 1.3% of total revenue in 2018. Electric 
motor, motion control, and power generation product manufacturer Regal Beloit (RBC, -10.5%) announced second quarter 
earnings below estimates and reduced expectations for 2019. Revenues declined worse than expected, -9% year over 
year, as challenging global markets resulted in weakness across the board. The Commercial & Industrial segment was 
especially weak with sales declining -14.3% compared with the prior year. The portfolio continues to hold FDX and RBC.

The second worst sector this quarter was Real Estate. The portfolio was underweight this outperforming group. Strength in 
Real Estate was largely due to decreasing interest rates, as these relatively high dividend yielding securities tend to move 
in the opposite direction of interest rates. Additionally, Summit Hotel Properties (INN) was a drag on performance, up a 
relatively modest 2.8% versus the sector, up 7.7%. INN is somewhat countercyclical to most of the Real Estate sector due 
to the economic sensitivity of their upper scale hotel operations. The principal driver of falling interest rates is weakening 
macroeconomic expectations. Thus, expectations for INN’s fortunes weakened. It should be noted however that the 
company did beat second quarter earnings expectations and raised guidance for the fiscal year. The portfolio continues 
to hold INN.

Top 10 Contributors/Detractors

  Top 10 Contributors Average % Weight Contribution 
1 KLA CORP  2.10 64 bps

2 THE HERSHEY CO  2.51 43 bps

3 LKQ CORP  1.85 32 bps

4 WEC ENERGY GROUP  2.01 31 bps

5 PROCTER & GAMBLE  1.98 27 bps

6 CVS HEALTH CORP  1.64 25 bps

7 GLOBE LIFE INC  2.72 20 bps

8 BRISTOL-MYER SQUIBB  1.51 19 bps

9 VERIZON COMMUNICATIONS  2.79 19 bps

10 BB&T CORP  1.90 18 bps

  Top 10 Detractors Average % Weight Contribution
1 EOG RESOURCES  2.05 -46 bps

2 PFIZER INC  1.84 -33 bps

3 REGAL BELOIT CORP  2.11 -24 bps

4 BORGWARNER INC  1.62 -23 bps

5 FEDEX CORP  1.97 -22 bps

6 EXXON MOBIL CORP  2.52 -18 bps

7 JOHNSON & JOHNSON  2.19 -15 bps

8 CISCO SYSTEMS  1.41 -14 bps

9 BLACKROCK INC  2.31 -11 bps

10 CHEVRON CORP  2.70 -11 bps
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Selected Contributor(s) to Performance

KLA Corp (KLAC), up 35.7%, was the best contributing stock in the quarter. KLA-Tencor is a leading supplier of process 
control equipment to the Semiconductor industry, serving all major semiconductor manufacturers, and is the fifth-largest 
supplier of wafer fab equipment. In the prior quarter, KLA Corp guided expectations lower on higher expected operating 
expenses, reducing expectations in the stock. However, actual results for the quarter were better than expected on 
strength in the foundry business and a higher contribution from China despite the ongoing trade war. The company also 
increased expectations in the back half of the year.  In addition, the company held an analyst day in September, providing 
insights into expected future growth as well as issuing an additional $1B share buyback. The portfolio continues to hold 
KLA Corp.

The second best security in the portfolio this quarter was The Hershey Co (HSY, +16.2%). Hershey is the largest U.S. 
producer of chocolate and nonchocolate confectionary products. The company reported better than expected second 
quarter earnings and once again raised guidance for the fiscal year. Pricing power has been strong, and overcoming peer 
trends, the company’s international sales growth has been robust. Magnifying the positive topline strength, cost discipline 
has contributed to raising earnings. The portfolio reduced the oversized position in HSY to a more average weight, taking 
advantage of the strong price move over the past year.

Selected Detractor(s) from Performance

The portfolio’s worst security in the third quarter was EOG Resources (EOG). EOG is an oil and gas producer with several 
U.S. shale plays, including the Permian Basin, the Eagle Ford, and the Bakken. The stock was down -20.1% in the third 
quarter due to reported earnings below street estimates on lower oil and natural gas commodity prices, production levels, 
and oilfield service cost inflation. The portfolio continues to hold EOG.

The second lowest contributing security in the third quarter was Pfizer (PFE), down -17.1%. Pfizer is one of the world’s 
largest pharmaceutical companies. The stock was weak in the third quarter due to market displeasure with the announced 
deal to merge Pfizer’s off-patent drugs business with generic drug maker Mylan. The deal would bring together two 
businesses whose sales have slowed since former big sellers lost patent protection. For Pfizer, these include Lipitor 
cholesterol pills and the male impotence drug Viagra. The deal would further Pfizer’s efforts to focus on patent-protected 
drugs and vaccines. The combination comes with various risks and opportunities, and we decided to buy PFE in the 
quarter to hold the position size as the price fall seems to more than reflect the increase in the range of outcomes.

Current Positioning

The portfolio’s largest overweight sectors relative to the benchmark are in the Information Technology and Health Care 
sectors. The largest underweight sectors relative to the benchmark are in the Real Estate and Communication Services 
sectors. Throughout the quarter, the most weight was added in Energy, Industrials, and Financials, while reducing the 
most weight from Consumer Staples, Health Care, and Utilities. A general theme of the trades was rotating from relatively 
defensive sectors to sectors with more cyclical exposure. With concerns of slowing growth, the defensive sectors have 
become quite expensive, and we believe the risk vs. reward is less favorable.  

With the outperformance of large capitalization stocks as well as growth stocks, the valuation gap relative to small 
capitalization stocks and value stocks is near historical peaks on several measures. We continue to believe the best risk vs. 
reward can be found in stocks with smaller capitalizations and lower valuations. We continue to add additional exposure 
to these areas of the market at a measured pace.
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ABOUT DEAN CAPITAL MANAGEMENT, LLC
Dean Capital Management, LLC (“DCM”) is an employee-owned registered investment 
advisor founded in March 2008. Located in Overland Park, Kansas, DCM is a long-only, 
fundamental U.S. Value equity manager. DCM manages portfolios across the 
capitalization spectrum for institutional clients, financial intermediaries and advisors. 

DCM is majority-owned by the founding principals, who also comprise the investment 
team.  Additionally, all investment professionals maintain
significant personal investments in DCM managed products, further aligning the 
investment team with our clients.

FOR MORE INFORMATION

Patrick J. Krumm
Founding Member/
Director of Institutional Sales

7400 W. 130th St., Suite 350
Overland Park, KS 66213

pkrumm@deancapmgmt.com
913-944-4452
www.deancapmgmt.com

Disclosures

Dean Capital Management, LLC (DCM) is an independent investment management firm owned by LLC members and 
entities affiliated with C.H. Dean, LLC. The firm manages a variety of equity and fixed income assets for institutional and 
individual investors. DCM claims compliance with the Global Investment Performance Standards (GIPS). Past performance 
is no guarantee of future results.

The information provided in this report should not be considered a recommendation to purchase or sell any particular se-
curity. There is no assurance that any securities discussed herein will remain in an account at the time you receive this re-
port or that securities sold have not been repurchased.

The Multi-Cap Value style uses value oriented equities across the market capitalization spectrum of small, mid, and large 
stocks. This style is a fully invested equity style which ranges from 90%-100% equity, and the number of holdings typically 
ranges between 40 and 60. The remainder of the portfolios is typically invested in short term U.S. Treasury Bills or other 
cash equivalents.

Future performance based on prior results should not be assumed. The Russell 3000 Index measures the performance of 
the 3,000 largest U.S. companies based on total market capitalization, which represents approximately 98% of the invest-
able U.S. equity market. The Russell 3000 Value Index measures the performance of those Russell 3000 companies with 
lower price-to-book ratios and lower forecasted growth values. These stock indexes assume reinvestment of dividends and 
capital gains and assume no management, custody, transaction or other expenses. Russell statistics used in this presenta-
tion were obtained from Russell Investments (www.russell.com).

Performance represents all fully discretionary commission accounts for the respective strategy. A complete list and de-
scription of DCM’s composites and additional information regarding the calculation and reporting of returns is available 
upon request. To obtain a GIPS compliant presentation and/or the firm’s list of composite descriptions please contact us at 
1.913.944.4452.

The securities discussed do not represent an account’s entire portfolio and in the aggregate may represent only a small 
percentage of an account’s portfolio holdings. It should not be assumed that any of the securities’ transactions or holdings 
discussed were or will prove to be profitable, or that the investment recommendations or decisions we make in the future 
will be profitable or will equal the investment performance of the securities discussed herein. The contributors/detractors 
listed do not represent all securities purchased or sold for our clients. To obtain a list showing the contribution of each 
holding that contributed to overall performance during the period and the calculation methodology, please call 
1.913.944.4452. The detailed sector attribution table is specific to the policy portfolio for the strategy. Individual account 
results may vary.

Gross performance figures do not reflect payment of investment advisory fees, but do reflect deduction of brokerage com-
missions and trading expenses. Net of fee performance reflects the deduction of advisory fees, brokerage commissions, 
and trading and other expenses. Net results reflect the deduction of a model fee equivalent to the highest applicable advi-
sory fee. The net compounded effect of the deduction of fees over time will be affected by the amount of the fee, the time 
period, and investment performance. Management fee schedules are available on Form ADV Part 2A.

Performance presents results with all dividend and interest income reinvested and are stated in U.S. Dollar terms. Leverage 
is not used in any portfolio in these composites. Certain accounts owned or controlled by DCM or C.H. Dean, LLC em-
ployees are non-fee paying assets and represent the following percentage of the composites: 2008: 47.8%  2009: 52.2%.
Beginning June 1, 2010, there were no non-fee paying accounts included in the composite.

A performance examination has been performed on performance results through 12/31/18. A firm-wide verification was 
performed for the periods 1/1/93 through 12/31/18. Data subsequent to 6/30/19 represents preliminary performance results.


