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

Performance Summary

The DCM Small Cap Value (“DCM SCV”) Strategy returned -35.42% (gross of fees) compared with -35.66% for the Russell 2000 Value 
Index for the quarter ending March 31, 2020.

The impact from the Coronavirus hit all corners of the market hard this quarter, including small cap stocks as the Russell 2000 had 
its worst quarter since its inception with a loss of -30.61%. Value stocks fared even worse with the Russell 2000 Value Index losing 
-35.66%. Last quarter we wrote about how we were encouraged by a potential trend change in the market; where it looked like it was 
beginning to rotate away from growth/momentum stocks and back towards value stocks, as well as away from large cap and towards 
small cap. This was predicated on the encouraging data points we were seeing where the economy appeared to be reaccelerating 
towards the end of 2019 into early 2020. However, the Coronavirus changed all of that and shifted the market back into the same mode 
it had been in for roughly the past three years: momentum and large cap growth stocks were favored once again.  

Below is the chart we have shown in the past that compares the Bloomberg Pure Value Index relative to the Bloomberg Pure Momentum 
Index for the past five years. The point at which the virus started to become an issue for the market can be seen in January, when the 
outperformance of value stocks relative to momentum stocks reversed and achieved a new low before bouncing near the end of the 
quarter (source:  Bloomberg, FTSE Russell):

As a result of the aforementioned and previously noted dynamic (value stocks underperforming momentum), macro factors were a 
major headwind for the portfolio this quarter. Even though the portfolio benefited from having lower balance sheet leverage and higher 
profitability than the Russell 2000 Value Index, these positive factors were overwhelmed by value stocks underperforming momentum.

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

DCM Small Cap Value (gross) -35.42 -35.42 -30.13 -10.26 -2.31 5.96 6.40

DCM Small Cap Value (net) -35.57 -35.57 -30.73 -11.02 -3.21 4.91 5.33

Russell 2000 Value -35.66 -35.66 -29.64 -9.51 -2.42 4.79 4.46

Performance Comparison1
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One byproduct of momentum outperforming value since early 2017 is that the valuation spread between the cheapest quartile of 
stocks and the most expensive quartile of stocks has widened dramatically. We track valuation spreads based on normalized earnings, 
and given the current narrow market environment where there have been few winners, valuation spreads have widened to a level that 
is materially wider than even late 2008 and early 2009, a period of great opportunity for value investors. Just like in bonds, in theory, 
the wider valuation spreads are in stocks, the better the future opportunity for buying the cheaper stocks as investors are being 
compensated for the risk they are taking, relative to more expensive stocks. The current valuation spreads are extremely wide, which 
should provide future opportunities for alpha.

Sector Drivers

 GICS Sectors
Average Weight Stock Level Returns Portfolio Impact

 Port  Bench  Active Port Bench Contribution Attribution

Consumer Staples 6.8% 2.8% 4.0% -5.3% -18.2% -14 bps 152 bps
Financials 23.5% 30.3% -6.9% -32.8% -37.1% -700 bps 105 bps
Materials 6.8% 4.4% 2.4% -35.6% -41.3% -256 bps 35 bps
Communication Services 2.0% 2.3% -0.3% -20.9% -36.8% -40 bps 17 bps
Health Care 2.1% 5.3% -3.2% -10.3% -25.5% 4 bps 13 bps
Real Estate 6.4% 11.6% -5.2% -36.2% -34.4% -250 bps -23 bps
Consumer Discretionary 11.3% 9.4% 1.9% -48.8% -48.6% -635 bps -36 bps
Energy 8.3% 4.5% 3.8% -56.6% -62.0% -599 bps -56 bps
Industrials 22.7% 12.7% 10.0% -38.6% -35.6% -895 bps -68 bps
Information Technology 7.7% 10.2% -2.4% -36.5% -24.2% -252 bps -99 bps
Utilities 1.1% 6.6% -5.5% 26.0% -13.8% 24 bps -113 bps

(see disclosures)

The best performing sector relative to the benchmark for the quarter was Consumer Staples. The outperformance stemmed from both 
the portfolio’s overweight position relative to the benchmark as well as better than benchmark stock selection. The portfolio benefited 
from timely purchases of food processing companies as well as staples/grocery retailing companies during a bout of weakness in the 
Consumer Staples industry. All the purchases were “retreads;” meaning, stocks we had owned in the past that came back to within a 
relative valuation range that looked attractive to us once again.

The second best performing sector relative to the benchmark for the quarter was Financials. The outperformance was a result of both 
being underweight the benchmark in an underperforming sector as well as superior stock selection. The bulk of the outperformance 
came from the portfolio’s exposure to boutique investment banking firms that have large restructuring advisory businesses as the 
market began to realize the Coronavirus may produce bankruptcies across many different industries. The portfolio also benefited from 
being underweight Banks and overweight Insurance. 

The worst performing sector relative to the benchmark for the quarter was Utilities. The underperformance was entirely accounted for 
by the portfolio’s underweight positioning relative to the benchmark in a quarter where Utilities went down less than the market. As the 
magnitude of the Coronavirus was realized, interest rates plummeted, as did the stock market, leaving Utilities a relative “winner” in a 
sharply down market. We had exited all of the portfolio’s Utilities early in the quarter as we felt the entire space was overvalued. During 
a short bout of underperformance in the downturn, we bought back a utility company that we had owned previously, but the portfolio 
remains underweight the sector. 

The second worst performing sector relative to the benchmark for the quarter was Information Technology. The underperformance was 
due to subpar stock selection. Most of the underperformance came from the Hardware and Equipment industry as worries about an 
economic slowdown took a toll on some of the portfolio’s “chicken tech” names. We took advantage of weakness in the Technology 
sector to add weight in the Semiconductor industry, helping to reduce an underweight in that industry with two high quality stocks.
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Top 10 Contributors/Detractors

  Top 10 Contributors Average % Weight Contribution 
1 OWENS & MINOR  0.16 27 bps

2 BJ'S WHOLESALE CLUB  1.05 19 bps

3 HOULIHAN LOKEY  1.91 17 bps

4 TREEHOUSE FOODS  0.21 17 bps

5 DHT HOLDINGS INC  0.08 16 bps

6 DIAMOND S SHIPPING  0.59 16 bps

7 ADV ENERGY INDUSTRIES  0.07 13 bps

8 CABOT MICROELECTRONICS  0.18 12 bps

9 MYR GROUP INC  0.36 12 bps

10 ALLETE INC  0.11 10 bps

  Top 10 Detractors Average % Weight Contribution
1 MTS SYSTEMS CORP  2.48 -158 bps

2 GRANITE POINT MORTGAGE TRUST  1.35 -148 bps

3 PDC ENERGY INC  1.12 -130 bps

4 G III APPAREL  1.09 -125 bps

5 WESCO INTERNATIONAL  1.71 -114 bps

6 COLUMBIA PROPERTIES  2.39 -107 bps

7 MAGNOLIA OIL A  1.16 -106 bps

8 RPC INC  1.44 -106 bps

9 BERRY CORP  0.84 -102 bps

10 RUTH'S HOSPITALITY  1.02 -91 bps

Selected Contributor(s) to Performance

The largest contributing stock this quarter was Owens & Minor (OMI). OMI distributes medical and surgical supplies, which include 
surgical dressings, endoscopic and intravenous products, needles, syringes, sterile procedure trays, gowns, gloves, and sutures. It also 
manufactures medical personal protective equipment (PPE). OMI lost its way the last few years with poor customer service exacerbating 
a difficult operating environment that witnessed increased competition in medical distribution. However, a new management team from 
Thermo Fisher Scientific is turning around the culture as well as increasing cash flow while paying down debt. OMI’s PPE manufacturing 
facilities are located in the Americas, giving it a geographical advantage over other PPE manufacturers that are largely sourced from 
Asia, as many of those facilities were in lockdown. The demand for PPE products is overwhelming supply, and every manufacturer is 
producing as much product as possible on account of the Coronavirus. OMI is benefiting from this demand, yet the stock price did not 
reflect that benefit at the time of our purchase. The stock flew under the market’s radar until OMI’s CEO appeared on Jim Cramer’s Mad 
Money television show leading to a >50% move up in price the next day. We sold into the strength and exited the position a few days 
after the quarter end as the valuation gap relative to the market based on OMI’s normalized earnings power had been closed.     

The second largest contributing stock in the quarter was BJ’s Wholesale Club (BJ). BJ is a leading warehouse club operator on the East 
Coast of the United States. It provides various products such as gasoline, television and electronics, furniture, computers and tablets, 
appliances, food products, and others. BJ came public in mid 2018 after being private for a few years. We had owned BJ previously 
when it was a public company, so we were familiar with the name and felt it was well positioned for a choppy economic environment. 
As the market came to grips with the extent of the Coronavirus, it flocked towards companies that were benefitting from the hoarding 
of staples products in anticipation of stay at home orders. BJ’s stock price benefitted from this trend, and we trimmed the position’s 
weighting into this price strength. The portfolio continues to hold a position in BJ.  

Selected Detractor(s) from Performance

The largest detracting stock in the quarter was MTS Systems (MTSC). MTSC is a leading supplier of test, simulation, and measurement 
systems. The test and simulations segment produces high performance test systems and motion simulators for research, product design, 
and manufacturing applications. The sensors segment produces precise measurement devices that improve product performance, 
optimize machine operation, and provide safer environments. MTSC has global exposure with roughly 1/3 of its business in the Americas, 
Europe, and Asia respectively, all places impacted by the Coronavirus lockdowns. It also has end market exposure to air traffic, autos, 
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and amusement parks, which, once again, were all areas impacted by the Coronavirus, thus its stock price suffered during the market 
selloff. We feel MTSC is well positioned in a niche business where it is has a competitive advantage given its reputation and long-standing 
customer relationships. It also has secular tailwinds from changing regulatory environments, a move towards industrial automation, and 
increased use of advanced materials technology. The portfolio continues to hold a sizeable position in MTSC.    

The second largest detracting stock in the quarter was Granite Point Mortgage Trust (GPMT). GPMT is a commercial real estate mortgage 
REIT that invests in senior floating rate commercial mortgage loans. As the overall stock market reached full panic in mid-March, the 
mortgage market was thrown into chaos with mortgage REIT funds liquidating and mortgage REIT companies receiving margin calls. 
We envisioned a situation akin to George Soros’s Theory of Reflexivity, where investors’ fears were causing mortgage securities prices to 
plummet, which then was impacting real world capital levels causing mortgage companies to sell securities, thus reinforcing the negative 
feedback loop to lower prices further. GPMT elected to eliminate its dividend and went into capital preservation mode, a route taken by 
most of the mortgage REIT’s. We exited the position in GPMT. While the net impact of owning GPMT was not satisfactory, the positive 
recent outperformance achieved by owning other mortgage REITs (BXMT, MFA, and ARI) more than makes up for this unique outcome 
due to extraordinary circumstances. 
    

Current Positioning

Since inception in early 2008, the DCM Small Cap Value strategy has typically performed well when volatility is elevated. Over the 
past 12 years we have taken advantage of periods of heightened volatility, and the mispricing of quality, by adhering to our disciplined 
process that includes active trading around a stock’s fair value as we scale the portfolio’s position sizes accordingly. Additionally, we 
often find new opportunities that become tomorrow’s winners during periods when high emotion drives extreme price movements.

The portfolio’s largest overweight sectors relative to the benchmark are currently in the Industrials and Consumer Staples sectors. The 
largest underweight sectors relative to the benchmark are currently in the Real Estate and Financial sectors. These are unchanged from 
last quarter. Throughout the quarter, we added the most weight to the Information Technology and Consumer Staples sectors, while 
reducing the most weight in the Financials and Consumer Discretionary sectors. As always, these relative weights are a residual of our 
bottom up opportunities and not based on a top down macro call on the market or economy.  

We took advantage of weakness in Technology related names by adding two Semiconductor companies, an industry where we had no 
previous exposure. During a short bout of Consumer Staples weakness, we added back three food related Consumer Staples names 
that we had previously owned. We also reduced the weight in the Banking industry as it initially held up well in the downturn, but we feel 
that banks are challenged in this environment with net interest margins being compressed and credit losses accelerating; simultaneously, 
lines of credit are being drawn down and cash is going out the door, which is putting pressure on capital levels. In addition, we reduced 
the weight in a few Consumer Discretionary stocks while also exiting a couple of names in the Consumer Discretionary space that 
appear to have real challenges in this new environment, such as restaurants and retailers.

We have also found opportunities in companies that appear positioned to fundamentally benefit from this unique environment. These 
are situations where we felt the valuations did not necessarily reflect the potential for relatively stronger fundamentals than the overall 
market. For example, we own boutique investment banks that have large restructuring advisory businesses that will benefit from 
restructuring activity, which seems poised for an upturn. We also purchased the largest owner of pawnshops in the U.S. and Latin 
America, a business that has historically been recession resistant and should also benefit from higher gold prices. We purchased crude 
oil and refined product tanker companies that will benefit directly and indirectly from the oversupply of oil looking for storage, which 
is driving rates higher as traders hire tankers for “floating oil storage.” And finally, as mentioned above, we purchased OMI, which 
is benefiting from the increased use of PPE products. We believe there are opportunities to be found even in this type of a market 
environment.

We also have been doing a deep liquidity analysis on the hardest hit companies from the Coronavirus shutdown as well as from 
the OPEC+ decision to flood the world with oil. We wanted to make sure the portfolio’s holdings in the Consumer Discretionary and 
Energy sectors could withstand an extremely harsh environment, and in the case of some of the Consumer Discretionary names, an 
environment of nearly a year with essentially zero revenues (an analysis we honestly never thought we would have to make.) We then 
rank ordered these companies so that we know which companies to sell more aggressively on price strength and which to hold more 
aggressively on price weakness based on each company’s liquidity profile. 

According to Bloomberg Risk data, relative to the benchmark Russell 2000 Value Index, the portfolio’s largest risk factors at quarter end 
are listed below. Thus, at this point in time, these factors will likely have the most significant impact on relative performance outside of 
individual company fundamentals:  

1.  Momentum (DCM SCV has lower)
2.  Earnings Variability (DCM SCV has higher- typically not the case, currently due to a few companies dramatically underearning normal)
3.  Volatility (DCM SCV has lower)  
4.  Profitability (DCM SCV has higher)
5.  Leverage (DCM SCV has lower)
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Small cap volatility dramatically increased towards the end of February and then accelerated into mid-March leading to a Russell 2000 
VIX Index that paralleled the late 2008 time period (source:  Bloomberg, FTSE Russell, CBOE):

We observed extreme moves in small cap stocks during this spike in volatility. For example, we observed individual stocks move 
something like -39%, +63%, and -18% in a three day stretch, and that might be for a company with net cash on the balance sheet and a 
stable business. Having managed the portfolio through the 2008-2009 extreme volatility, we used the same playbook that we did at that 
time where we tried to take advantage of the volatility. As a result, our activity level picked up commensurate with the increased volatility 
with a lot of the activity coming from trimming and adding around positions. This helped us take advantage of some of the extreme 
price swings and add value when the volatility increased. The portfolio’s performance improved towards the end of the quarter due to 
our willingness to be active around the volatility, and to a lesser degree, the improvement in value stocks versus momentum stocks.  

Volatility has been a key ingredient missing for the last three years as momentum has outperformed value with volatility being historically 
low other than a short stretch at the end of 2018 and early 2019. The portfolio has typically performed well around increases in volatility.  
It has historically done even better in periods where value outperforms momentum and volatility is high such as in early 2009, late 2011, 
and late 2018 through early 2019. We feel volatility breeds opportunity for those willing to act on it, and it appears there is a chance 
volatility might be around for a while in this current environment.

We have been asked how this environment compares to the 2008-2009 time period. While it feels similar to the November 2008 time 
period, we believe there is one difference as it relates to how the volatility is manifesting itself in prices today. Our remembrance of 
November 2008 is such that if the portfolio was relatively outperforming or underperforming during a day, it pretty much stayed that 
way the entire day, if not accelerating the out/underperformance into the close. The current bout of volatility has been different in that 
the intraday volatility has been off the charts. There was a day where the portfolio was at one point ~250 bps ahead of its benchmark 
in the morning, reversed to ~200 bps behind its benchmark in the afternoon, only to finish ~50 bps behind its benchmark at the end of 
the day (using round numbers). An ~450 bps swing in relative performance is extremely wide for the portfolio for one day, and it begs 
the question: which pricing was correct – was it positive ~250 bps relative in the morning, or was it negative ~200 bps relative in the 
afternoon? We suspect forced selling, algorithms, fund flows, etc. had a lot to do with that type of volatility, but it does demonstrate that 
in an environment such as this, looking at short time frames for performance should be taken somewhat with a grain of salt as current 
price is not necessarily a true reflection of the fundamental worth of a company.  

We remain focused on the fundamentals of the companies we own, and the price we are paying for those fundamentals. We are 
confident that a steadfast application of our proven and disciplined process should produce favorable results over time. 
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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.

Disclosures

Dean Capital Management, LLC (DCM) is an independent investment management firm owned by LLC members and enti-
ties affiliated with C.H. Dean, LLC.  The firm manages a variety of equity and fixed income assets for institutional and indi-
vidual 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 Small Cap Value style uses value oriented equities, the majority of which have a market capitalization of less than $3.5 
billion at purchase. The strategy is typically invested 90%-100% in equity positions, and the number of holdings typically 
ranges between 50 and 80. 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 2000 Index measures performance of the 
small-cap segment of the market and includes approximately 2000 securities based on a combination of their market cap 
and current index membership. The Russell 2000 represents approximately 10% of the Russell 3000 total market capitaliza-
tion. The Russell 1000 and Russell 2000 Indexes are subsets of the Russell 3000 Index.  

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 stocks in the Russell 3000 Value Index are also members of either the Russell 1000 
Value or the Russell 2000 Value indexes. These stock indexes assume reinvestment of dividends and capital gains, and as-
sume no management, 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 hold-
ing 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.  Leverage 
is not used in any portfolio in these composites.  Certain accounts owned or controlled by DCM or C.H. Dean, LLC employ-
ees are non-fee paying assets and represent the following percentage of the composites: 2008: 29.5%  2009: 29.1%  2010: 
4.1%  2011: 1.9%  2012: 1.1%  2013: 0.7%  2014: 0.7%  2015: 0.5%  2016: 0.4%  2017: 0.3%  2018: 0.3%  2019: 0.4%  
2020*: 0.3%.

*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 re-
sults.


