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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 2.90% (gross of fees) compared with 4.56% for the Russell 2000 Value Index 
for the quarter ending June 30, 2021.

Macro factors were a strong headwind this quarter. The market favored stocks with strong price momentum, high financial leverage, and 
high valuations. We invest in companies with strong balance sheets (low financial leverage) that are trading at inexpensive valuations, 
both of which were out of favor this quarter. Being price disciplined with valuations regularly causes the portfolio to have an anti-
momentum tilt to it as we sell stocks that are appreciating in price and valuation while buying stocks that are often falling in price, a 
situation in which valuations are usually becoming more attractive. Thus, the anti-momentum tilt worked against the portfolio this quarter 
as well since stocks with high price momentum were in favor. The high quality, valuation-focused nature of the portfolio was not a benefit 
this quarter. By way of illustration, one “meme” stock, AMC Entertainment (AMC), contributed over 25% of the benchmark’s total return. 

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.  Value (DCM SCV has lower valuations)
3.  Volatility (DCM SCV has lower)
4.  Profitability (DCM SCV has higher)
5.  Dividend Yield (DCM SCV has higher)
     
Below is a custom index that is a combination of the Bloomberg Pure Value Index and the Bloomberg Pure Volatility Index since DCM’s 
founding in 2008. This custom benchmark has a high correlation to the relative performance of the DCM Small Cap Value portfolio as 
it incorporates the two key factors, Value and Quality, that we attempt to emphasize through our disciplined bottom-up process (using 
volatility as a simple proxy for quality in the custom index). Two observations: 

1. In the last five years, a simple Value + Quality index has given up all of its positive performance since 2008

2. In this difficult period for our investing style, DCM has added value from solid stock picking and portfolio management decisions as 
the gap between DCM’s relative performance compared to the simple Value + Quality index has widened in recent years

Periods Ended 6/30/21 (%) QTR YTD 1 Yr 3 Yr 5 Yr 10 Yr S. I.1

DCM Small Cap Value (gross) 2.90 24.15 63.96 9.80 11.68 11.11 11.35

DCM Small Cap Value (net) 2.68 23.65 62.65 8.89 10.72 10.04 10.25

Russell 2000 Value 4.56 26.69 73.28 10.27 13.62 10.85 9.97

Performance Comparison1
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Source: Bloomberg, DCM. For illustrative purposes only.

As investors, we believe that valuation and quality matter over time. These are the two important characteristics we would look for 
in any investment that we would make, whether that be a private business, a fixed income security, or a small cap public equity. The 
market can be fickle, and investment styles cycle in and out of favor, but we believe over the long run, valuation and quality add value 
to returns. We feel this is a unique and very attractive point in time for the combination of value and quality as that combination has 
fallen greatly out of favor the last five years. We feel the combination of value and quality is poised for a comeback once the market 
becomes more discerning in its appraisals of businesses.

Sector Drivers

 GICS Sectors
Average Weight Stock Level Returns Portfolio Impact

 Port  Bench  Active Port Bench Contribution Attribution

Financials 25.0% 26.8% -1.8% 3.5% -0.1% 95 bps 106 bps
Information Technology 5.6% 5.5% 0.1% 9.0% 5.2% 49 bps 20 bps
Health Care 3.6% 6.4% -2.8% 4.4% 3.7% 16 bps 14 bps
Consumer Staples 13.7% 3.3% 10.4% 2.7% -2.6% 39 bps 2 bps
Consumer Discretionary 8.4% 13.9% -5.5% 4.1% 5.8% 50 bps 1 bps
Materials 4.5% 6.3% -1.8% 2.1% 4.7% 14 bps -8 bps
Industrials 13.2% 17.0% -3.8% -1.2% 1.5% -16 bps -24 bps
Real Estate 8.8% 8.6% 0.2% 5.4% 8.2% 41 bps -27 bps
Energy 3.0% 5.2% -2.2% 20.6% 20.0% 58 bps -30 bps
Utilities 9.5% 3.9% 5.7% -4.6% -2.3% -45 bps -63 bps
Communication Services 0.0% 3.1% -3.1% 0.0% 53.2% 0 bps -130 bps

(see disclosures)

The best performing sector relative to the benchmark for the quarter was Financials. The outperformance resulted from both stock 
selection and allocation. The portfolio benefited from its underweight stance in banks and its overweight positioning in insurance. We 
have discussed banks at length this past year, describing how we built the portfolio weight aggressively last year in the second and third 
quarter, while reducing it aggressively in the first and second quarter of this year as the group greatly outperformed the benchmark. This 
quarter the yield curve began to flatten, and investors’ appetite for banks waned. We benefited from being ahead of the herd by already 
having an underweight positioning after benefitting from the strong run in the second half of last year. 
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The second best performing sector relative to the benchmark for the quarter was Information Technology. The outperformance mostly 
came from stock selection in the Hardware & Equipment industry. Two portfolio companies reported solid quarterly earnings which, 
along with a well-timed purchase of a previous portfolio holding, helped push stock selection above the benchmark this quarter. 

The worst performing sector relative to the benchmark for the quarter was Communication Services. The underperformance was 
almost fully accounted for by the lack of ownership of “meme” stock AMC Entertainment (AMC). This is a theatre chain that was in 
distress during the pandemic; however, it has found new life as its stock price caught fire as a “meme” stock while returning +455% 
in the quarter and becoming ~1.3% of our benchmark. AMC, now a $23 billion market cap company that not that long ago was on the 
verge of bankruptcy and has since seen its share price skyrocket “to the moon”, from $2/share to $72/share, in a little over five months 
based on the reflexivity of being a meme – a situation that has allowed it to issue equity due to its rapidly rising stock price, staving off 
bankruptcy – is not what we consider to be a high-quality small cap value stock. The bet turned out extremely well for those that owned 
AMC over that time frame in an era where speculation has been rewarded; however, we have little confidence in the repeatability of 
returns in those types of securities. 

The second worst performing sector relative to the benchmark for the quarter was Utilities. The underperformance was due to the 
portfolio’s overweight positioning as stable companies such as Utilities and Consumer Staples underperformed this quarter. Last quarter, 
Utilities were the second best performing sector, and we wrote: “We feel the market is ignoring the assuredness of a respectable 5-7% 
fundamental growth rate, while salivating over much less assured 20%+ growth rates elsewhere, which have historically been extremely 
difficult to maintain over full cycles except by a very small list of elite companies. Utilities are the portfolio’s second largest overweight 
sector as we believe the future risk adjusted returns look promising.” While we were not aggressively adding to Utilities this quarter, we 
feel our commentary from last quarter continues to be appropriate for this quarter.

Top 10 Contributors/Detractors

  Top 10 Contributors Average % Weight Contribution 
1 AMERICAN NATIONAL GROUP  2.12 85 bps

2 BONANZA CREEK ENERGY  1.56 44 bps

3 PRESTIGE CONSUMER HEALTHCARE  1.60 27 bps

4 SANDERSON FARMS  1.06 22 bps

5 GETTY REALTY  1.89 20 bps

6 HAMILTON A  1.01 20 bps

7 METHODE ELECTRONICS  1.21 20 bps

8 FRESH DEL MONTE  1.31 19 bps

9 ADV ENERGY INDUSTRIES  0.44 18 bps

10 ENCORE WIRE CORP  1.41 17 bps

  Top 10 Detractors Average % Weight Contribution
1 TREEHOUSE FOODS  1.52 -24 bps

2 HEARTLAND EXPRESS 1.76 -24 bps

3 ARGAN INC  2.20 -23 bps

4 AVISTA CORP  1.81 -19 bps

5 STONEX GROUP INC  2.28 -16 bps

6 NATIONAL HEALTHCARE  1.44 -15 bps

7 NORTHWESTERN CORP  2.00 -13 bps

8 WEIS MARKETS INC  1.53 -13 bps

9 POWELL INDS INC  1.59 -12 bps

10 EQUITY COMMONWEALTH  1.98 -11 bps

Selected Contributor(s) to Performance

The largest contributing stock this quarter was American National Group (ANAT). ANAT is a diversified insurer offering life, annuities, 
house, business, health, auto, renters, and farm insurance services. There were media reports speculating that ANAT might be exploring 
strategic options, including a possible sale of the company. The reports drove the stock price higher. We trimmed the position on the 
price strength; however, the portfolio continues to hold a sizable position in ANAT. 



Small Cap Value Commentary
Second Quarter 2021

The second largest contributing stock in the quarter was Bonanza Creek Energy (BCEI). BCEI is an oil and natural gas exploration and 
development company headquartered in Denver, CO, with operations in the Wattenberg Field. BCEI benefited from the continued rise 
in oil prices as well as from recent attractive acquisitions. The portfolio maintains a position in BCEI. 

Selected Detractor(s) from Performance

The largest detracting stock in the quarter was Treehouse Foods (THS). THS is a private label packaged food manufacturer. Commodity 
prices have been on the rise, which is impacting the input costs for THS. Due to the nature of THS’s private label product, the ability to 
pass along rising input costs to customers is much less than that of branded goods, which consumers are already willing to ‘pay up’ for; 
thus, the fear of continued inflation has put pressure on THS’s stock price. We feel THS is in the process of rightsizing its product portfolio 
by selling product lines that are unprofitable. We believe these internal cost containment procedures can offset input cost inflation on the 
remaining product lines. The portfolio maintains a position in THS. 

The second largest detracting stock in the quarter was Heartland Express (HTLD). HTLD is a short-to-medium haul trucking company. The 
market is increasingly growing concerned about peak growth rates in both the economy, and as a result, in the trucking industry as well. 
We feel the current valuations in the group compensate for this risk of possible decelerating growth, while ignoring solid levels of sustained 
growth overall as the economy reopens. HTLD is one of the highest quality trucking companies we can own in the small cap value space. 
The portfolio holds a sizable position in HTLD.

Current Positioning

The portfolio’s largest overweight sectors relative to the benchmark are currently in the Consumer Staples and Utilities sectors. The 
largest underweight sectors relative to the benchmark are currently in the Health Care (due to a large increase in the benchmark weight 
from the Russell Index reconstitution at the end of June) and Communication Services (AMC is ~1.3%) sectors. Throughout the quarter, 
the Real Estate and Health Care sectors increased the most in weight, while the Financials (Banks) and Consumer Discretionary sectors 
decreased the most in weight. 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.

Valuation spreads are still extremely wide for value/high quality stocks; meaning, they are priced very inexpensively for the number of 
high-quality attributes and lower risk that are embedded within the companies. The portfolio has outperformed nicely on days when 
quality and value are both in favor. We feel the portfolio is well positioned to produce attractive results when the market becomes more 
discerning once again. 

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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913-944-4452
www.deancapmgmt.com

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®). GIPS® is a regis-
tered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the 
accuracy or quality of the content contained herein. Past performance does not guarantee 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 $4 
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 assume 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 report 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 0.80%. 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 is stated in U.S. Dollar terms. Leverage 
is not used in any portfolio in these composites.  

A performance examination has been performed on performance results from 7/1/08 through 12/31/20. A firm-wide verifi-
cation was performed for the periods 7/1/08 through 12/31/20. Data subsequent to 3/31/21 represents preliminary perfor-
mance results.


