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Performance Summary
 
The DCM Mid Cap Value composite was down -30.81% (gross of fees) for the quarter ended March 31, 2020, compared 
with the Russell Midcap Value Index, down -31.71%.

After broad market indexes reached an all-time high on 2/19/20, fears of the Coronavirus taking hold in the United States 
sent markets tumbling over the following month. The inability of OPEC+ to come to terms on oil supply cuts and the promise 
to increase production in the face of weak demand added additional fear to the markets in early March, perpetuating the 
markets’ decline. After setting numerous trading records for the speed and volatility of the decline, markets found a footing 
in late March after a massive stimulus was approved by Congress in three different pieces of legislation. In addition, the 
Federal Reserve and US Treasury took actions to free the flow of credit, including cutting the benchmark interest rate to 
zero.

In a volatile macroeconomic period, style factors played a large role in overall performance for the quarter. In periods 
of uncertainty, quality factors typically outperform as the stocks have a narrower range of outcomes. The portfolio 
outperformed in the quarter in part due to its focus on quality style factors including being overweight stocks with high 
profitability and underweight stocks with high leverage and volatility. As we have seen late in this economic cycle, large cap 
stocks outperformed small cap stocks and growth stocks outperformed value stocks. This is not considered an abnormal 
outcome as large cap stocks typically are better able to withstand financial turmoil due to their more diversified businesses 
and access to capital, and value stocks typically include companies with mature, cyclical businesses such as financial, 
real estate, and industrial companies. Both the value and size factor were headwinds as the portfolio was smaller than the 
benchmark and held more value exposure.

Sector Drivers

 GICS Sectors
Average Weight Stock Level Returns Portfolio Impact

Port Bench Active Port Bench Contribution Attribution

Financials 18.6% 18.1% 0.6% -35.8% -37.6% -667 bps 28 bps
Energy 3.0% 4.7% -1.7% -71.1% -62.8% -263 bps 10 bps
Real Estate 7.8% 14.3% -6.6% -29.2% -31.0% -248 bps 9 bps
Information Technology 9.3% 7.6% 1.7% -27.9% -26.8% -237 bps 8 bps
Consumer Discretionary 8.7% 8.6% 0.1% -42.3% -43.8% -377 bps 5 bps
Utilities 7.9% 12.2% -4.2% -9.0% -17.6% -86 bps 2 bps
Health Care 8.2% 7.4% 0.9% -20.0% -18.0% -172 bps -2 bps
Consumer Staples 7.7% 4.9% 2.9% -23.2% -18.7% -179 bps -4 bps
Communication Services 1.6% 3.9% -2.3% -35.1% -29.6% -55 bps -13 bps
Industrials 16.2% 11.9% 4.4% -32.9% -31.2% -516 bps -21 bps
Materials 7.3% 6.6% 0.7% -33.6% -28.3% -241 bps -39 bps

(see disclosures)

Financials were the best performing sector relative to the benchmark this quarter. Sector allocation was modestly positive 
due to being overweight the Insurance industry group, which outperformed the market, and underweight the Diversified 
Financials industry group, which underperformed the market. Stock selection also added to performance driven by the 

Periods Ended 3/31/20 (%) QTR YTD 1 Yr 3 Yr 5 Yr 10 Yr S. I.1

DCM Mid Cap Value (gross) -30.81 -30.81 -21.35 -3.67 1.95 8.15 8.70

DCM Mid Cap Value (net) -30.97 -30.97 -22.02 -4.48 1.05 7.16 7.70

Russell Midcap Value -31.71 -31.71 -24.13 -5.97 -0.76 7.22 6.03

Performance Comparison1
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portfolio’s bank holdings. A rapid decline in interest rates coupled with the prospect of significant increases in loan losses 
led to the benchmark’s Bank Industry declining -44.7%. Commerce Bancshares (CBSH) and UMB Financial (UMBF) held 
up better than most banks due to their strong capital position and historically conservative loan underwriting, positively 
contributing to stock selection. 

The second best performing sector was Energy. The outperformance relative to the benchmark was entirely due to 
allocation as the portfolio was underweight Energy by approximately 1.7%. During the quarter, oil prices dropped nearly 
-67% to approximately $21 as OPEC+ could not reach terms on curtailing production in early March. The production 
cuts were needed to stabilize inventories due to declining demand related to the coronavirus pandemic. With the existing 
agreement set to expire at the end of March, Saudi Arabia embarked on a strategy to increase production and start a price 
war to force members to the negotiating table. The result was significant price declines in stocks leveraged to oil prices 
as the majority of U.S. production is non-economic below oil prices of $40-45. Stock selection mostly offset the benefit 
of being underweight the sector as oil-levered holdings Diamondback Energy (FANG) and Noble Energy (NBL) were down 
approximately -70% and -72% respectively for the period held. 

Materials were the worst performing sector relative to the benchmark this quarter. The underperformance was driven by 
poor stock selection. Highly cyclical end markets weighed against diversified chemical maker Eastman Chemical (EMN), 
down -40.1% for the period held, and recycled steel producer Nucor (NUE), down -29.6% for the period held. Flexible 
packaging company Sealed Air (SEE), down -24.5% for the period held, underperformed due to a rising dollar with 40% 
of sales international and continued end market issues within its product care portfolio. In addition, not owning gold 
mining stock Newmont (NEM), which is the largest position in the benchmark and was up 4.5%, was a headwind to sector 
performance. 

The second worst performing sector was Industrials. The underperformance was driven by stock selection with several 
holdings having exposure to end markets that were severely impacted by the coronavirus induced decline in economic 
activity and market sentiment. The Industrial stocks that negatively impacted performance included ITT, Inc (ITT), Middleby 
(MIDD), and Patrick Industries (PATK). ITT, Inc., down -38.4% in the quarter, provides engineered components with key 
end markets in energy infrastructure, aerospace, and transportation sectors. With stay-at-home orders in place, air and 
auto travel dropped significantly and negatively impacted the demand for transportation fuels, negatively impacting the 
Energy sector. Middleby, down -56.6% for the period held, is a manufacturer of equipment for institutional kitchens and 
restaurants. In many jurisdictions, restaurants were ordered closed for in room dining with only carry-out options available, 
reducing industry sales and thus demand for equipment significantly. Patrick Industries, down -46.0%, is a components 
provider to the recreational vehicle (RV) and marine markets. In times of rising unemployment, discretionary spending on 
recreational items is negatively impacted.

Top 10 Contributors/Detractors

  Top 10 Contributors Average % Weight Contribution 
1 ASSURANT INC  0.21 15 bps

2 PERKINELMER INC  0.31 11 bps

3 PENTAIR PLC  0.11 9 bps

4 JM SMUCKER CO  2.01 8 bps

5 SYSCO CORP  0.09 7 bps

6 LITTELFUSE INC  0.27 5 bps

7 FMC CORP  0.31 4 bps

8 GARMIN LTD  0.31 4 bps

9 PIONEER NATURAL RESOURCES  0.26 3 bps

10 KAR AUCTION SERVICES  0.26 1 bps
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  Top 10 Detractors Average % Weight Contribution 
1 DIAMONDBACK ENERGY  1.09 -120 bps

2 NOBLE ENERGY INC  1.09 -117 bps

3 US FOODS HOLDINGS  1.63 -111 bps

4 MIDDLEBY CORP  0.91 -93 bps

5 APTIV PLC  1.51 -79 bps

6 PATRICK INDS INC  1.53 -73 bps

7 BLACKSTONE MORTGAGE TRUST  1.33 -71 bps

8 FOUR CORNERS PROPERTY TRUST  1.22 -71 bps

9 MOHAWK INDUSTRIES  1.03 -69 bps

10 ARROW ELECTRONICS  1.69 -66 bps

Selected Contributor(s) to Performance

With the large market decline and extreme volatility in the quarter, the top and bottom contributing stocks were significantly 
impacted by the timing of their addition to the portfolio. The top contributing stocks were added to the portfolio late in the 
first quarter and benefited from the markets significant bounce in the last week of the quarter.

The largest contributing stock in the quarter was Assurant (AIZ), up 12.5% since first purchase. Assurant is a multi-
lines insurance company focusing on niche businesses such as mobile device protection, renter’s insurance, vehicle 
and home appliance warranties, travel insurance, and prearranged funeral expenses. Insurance companies invest their 
excess premiums in the capital markets in order to generate investment returns for future policy payouts. Thus, insurance 
company earnings are positively or negatively impacted by the returns on their investment portfolios, often on a leveraged 
basis. With the significant economic stimulus added to the economy by the Treasury, markets rebounded off their March 
23rd lows, significantly benefitting the stock.

PerkinElmer (PKI), up 6.8% since first purchase, was the second largest contributing stock. The company is a supplier 
of analytical instruments, diagnostic platforms, and related services for clinical, food, environmental, industrial, and life 
sciences research markets. The Discovery & Analytical segment accounts for approximately 60% of revenue and focuses 
on technologies for life science research and monitoring for contaminants and toxic chemicals that impact the environment 
and food supply. The remaining 40% of sales are in the Diagnostics segment which sells instruments, reagents, assay 
kits, and software to hospitals, clinical labs, and medical research professionals with a focus on reproductive health. 
PerkinElmer is the leader in early detection of genetic disorders from pregnancy to early childhood. With the company’s 
exposure to healthcare, clinical research, and food safety, earnings should remain fairly stable during a period of significant 
uncertainty.

Selected Detractor(s) from Performance

Energy sector fundamentals impacted the two largest detracting stocks this quarter, which were oil focused exploration 
and production (E&P) companies. With the onset of the coronavirus pandemic, oil demand rapidly declined as travel 
restrictions impacted many regions of the globe. A meeting of OPEC+ members in early March failed to yield the expected 
10MBPD of supply cuts the market expected. With Russia failing to agree to supply cuts and the existing agreement to 
expire at the end of March, Saudi Arabia chose to start a price war, increasing production in the face of declining demand. 
The action shocked oil markets, leading to a decline in oil prices of nearly 67%, to approximately $21. With the drop in 
prices, oil production in the U.S. is non-economic. With the depleting nature of E&P companies’ assets, the companies 
often operate at cash flow neutral and take on additional debt to fuel growth beyond cash flow. The rapid and severe 
decline in oil prices raised solvency issues for many E&P companies. At a minimum, the decline in cash flow required 
access to additional capital in order to fund capital programs and growth, which was in limited supply. 

With oil fundamentals in disarray and the negative impacts to the companies’ cash flow, Diamondback Energy (FANG) was 
the largest detractor to performance, declining -71.6% for the period held, and Noble Energy (NBL) was the second largest 
detractor to performance, declining -70.0% for the period held. The portfolio exited both holdings in the quarter and rolled 
into larger market cap E&P Pioneer Natural Resources (PXD).
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Current Positioning

While we have seen a few short periods of value outperforming growth, the overall trend of the last few years with larger 
capitalization, growth, and momentum outperforming continues. As multiple expansion continues for stocks with these 
characteristics, we continue to rotate the portfolio “down and to the left” of the style box in high quality names with a 
favorable risk reward. In other words, the opportunities are in smaller market capitalizations with valuation support. While 
the majority of opportunities tend to be in cyclical areas of the market, we continue to focus on quality attributes and 
relatively narrower range of outcome situations in order to minimize the negative impact if market uncertainties persist. 
Ending the quarter, the portfolio’s largest overweight sectors relative to the benchmark are the Industrials and Information 
Technology sectors. The largest underweight sectors relative to the benchmark are the Real Estate and Utilities sectors. 
Throughout the quarter, the portfolio’s position relative to the benchmark increased the most in Consumer Discretionary 
and Information Technology while decreasing the most in Financials and Industrials.

With the selloff in the market and increased volatility, the portfolio saw significant turnover this quarter as we repositioned 
to stocks we felt had better prospects coming out of a recession. For example, within Consumer Discretionary, we added 
cosmetic and salon service retailer Ulta Beauty (ULTA). While the majority of the company’s stores are closed due to stay-
at-home orders, Ulta Beauty has a significant online presence which should help it continue taking market share from 
traditional department stores. The company has very little debt on the balance sheet which would allow the company to 
remain financially viable even if the shutdown were to last late into the year. In addition, cosmetics have tended to sell well 
through a recession in a phenomenon dubbed the “lipstick effect”, where cosmetics are a splurge item to make one feel 
better. Similar moves were made in the Technology sector where we added several high-quality software companies that 
had either grown too large for the portfolio prior to the selloff or were too expensive. Within Financials, Regions Financial 
(RF), a regional bank with primary operations in the Midwest, South, and Eastern United States, was exited in early March 
as credit concerns mounted. In addition, the weight in two overcapitalized banks, which outperformed in the selloff, was 
reduced. We feel banks could be under pressure for an extended period due to pressure on capital levels and low net 
interest margins.

The above transactions are representative of the repositioning the portfolio made in the quarter. While the market has 
rebounded from the March lows with government intervention, there remains significant uncertainty as to when stay in 
place orders will be removed and the economy will start to open. Once that happens, it is still unknown how much damage 
has been done to personal and corporate balance sheets or how quickly consumers will feel comfortable returning to 
“normal” behaviors as in prior to the pandemic. Uncertainty also remains as to when a vaccine will be available and if a 
possible second wave of infections could cripple the economy later in the year. With these uncertainties, safety is being 
priced at a premium as can be seen in sectors such as Consumer Staples, Healthcare, and Utilities. However, with so 
many uncertainties remaining, the portfolio has not aggressively shifted to stocks that appear cheap on “normalized” 
earnings. For example, the Energy sector sold off over 60%, but with significant demand destruction, oversupply that 
could take over a year to work, and significant industry financial leverage, the uncertainty with normal earning power and 
range of outcomes is high. Thus, we held the relative weight in Energy in larger cap, high quality company Pioneer Natural 
Resources (PXD) but have not meaningfully changed the portfolio’s position. We will move forward cautiously, searching 
for opportunities where quality and relatively narrower range of outcomes are available, trying to avoid excessive exposure 
to the downside if interventions are unable to stabilize the economy and markets.
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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 Mid Cap Value style uses value oriented equities, the majority of which have a market capitalization between $2 billion 
and $20 billion at purchase. These are fully invested equity styles which range 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. Trea-
sury Bills or other cash equivalents.

Future performance based on prior results should not be assumed. The Russell Midcap Index is a subset of the Russell 
1000 Index and includes approximately 800 of the smallest securities based on a combination of their market cap and cur-
rent index membership. The Russell Midcap represents approximately 31% of the total market capitalization of the Russell 
1000 companies.

The Russell Midcap Value Index measures the performance of those Russell Midcap Index companies with lower price-
to-book ratios and lower forecasted growth values. Members of the Russell Midcap Value Index are also members of the 
Russell 1000 Value Index. These stock indexes assume reinvestment of dividends and capital gains, and assume no man-
agement, custody, transaction or other expenses. Russell statistics used in this presentation 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, 
trading and other expenses. Net results reflect the deduction of a model fee equivalent to the highest applicable advisory 
fee. The net compounded effect of the deduction of fees over time will be affected by the amount of the fee, the time pe-
riod, 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. Lever-
age is not used in any portfolio in these composites. Certain accounts owned or controlled by DCM or C.H. Dean, LLC 
employees are non-fee paying assets and represent the following percentage of the composites: 2008: 100.0%  2009: 
100.0%  2010: 39.9%  2011: 11.1%  2012: 7.4%  2013: 6.8%  2014: 4.0%  2015: 4.2%  2016: 3.6%  2017: 3.1%  2018: 
2.7%  2019: 1.4%  2020*: 1.4%.

*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 12/31/19 represents preliminary performance results.


