
Equity Income Commentary
Third Quarter 2022

Periods greater than 1 year are annualized
1DCM Equity Income inception was January 1, 2011
2Effective 1/1/19, the benchmark was changed from Russell 3000 Value to Russell 1000 Value. Benchmark returns presented reflect Russell 3000 Value for time periods 
prior to January 1, 2019.

Performance Summary

The DCM Equity Income composite gross total return was -7.25% in the third quarter of 2022, compared with the Russell 1000 Value 
Index -5.62%.

Broad market factors were an unusually large headwind in the third quarter for the Equity Income portfolio. The value style heavily 
underperformed the broad market with low beta stocks particularly out of favor despite the negative returns. The portfolio’s low beta 
exposure with higher dividend yields and higher profitability were negative factors this quarter. On the other hand, the portfolio’s low 
exposure to more volatile stocks and lower valuations were positive factors. Momentum was also a positive factor, as many of the 
portfolio’s prior strong positions continued their relative strength.

Sector Drivers

 GICS Sectors
Average Weight Stock Level Returns Portfolio Impact

 Port  Bench  Active Port Bench Contribution Attribution

Materials 3.8% 4.2% -0.4% -1.0% -8.0% -5 bps 27 bps
Consumer Discretionary 5.0% 6.0% -1.1% -3.0% -2.8% -14 bps -4 bps
Consumer Staples 10.9% 7.2% 3.7% -6.5% -6.3% -71 bps -5 bps
Information Technology 8.8% 9.2% -0.4% -9.0% -8.3% -78 bps -6 bps
Real Estate 3.4% 5.0% -1.7% -15.3% -10.5% -49 bps -8 bps
Health Care 10.9% 16.7% -5.8% -6.9% -5.7% -74 bps -15 bps
Energy 6.8% 7.4% -0.6% 1.0% 3.0% 2 bps -17 bps
Financials 18.1% 19.8% -1.7% -4.4% -3.4% -82 bps -20 bps
Communication Services 8.3% 8.5% -0.2% -15.6% -13.4% -135 bps -21 bps
Industrials 8.6% 10.1% -1.5% -10.2% -4.6% -85 bps -50 bps
Utilities 12.0% 6.0% 6.0% -11.6% -5.7% -133 bps -64 bps

(see disclosures)

As an indication of just how style driven and widespread the third quarter underperformance was, Materials was the only portfolio 
sector with positive attribution. The Equity Income portfolio is higher in dividend yield and lower in market beta and valuation relative the 
benchmark. Such securities reversed the prior year or so of outperformance despite their usual resiliency in a down market. We don’t 
expect this performance dynamic to hold over time. The portfolio was underweight the underperforming Materials sector. The two sector 
holdings outperformed the sector and the benchmark in the quarter with their relatively low exposure to volatile commodity prices. 
Sonoco Products Company (SON) manufactures industrial and consumer packaging (such as Pringles cardboard tubes and Jiffy peanut 
butter rigid plastic cylinders) and was up 0.2% in the quarter. Air Products and Chemicals (APD) produces industrial atmospheric and 
specialty gases such as oxygen, nitrogen, and helium among many others. APD was down -2.6% in the third quarter taking advantage 
of their practice of a contractual pass through of energy prices, particularly natural gas. The portfolio continues to hold SON and APD.

The second best sector in the third quarter was Consumer Discretionary. The portfolio benefited from avoiding many large third quarter 
losses by not holding investment in stocks such as apparel companies VF Corp (VFC) and Hanesbrands (HBI) down -31.5% and -31.3%, 
respectively. Equity Income portfolio holding Genuine Parts (GPC) had another strong quarter up 12.9%. See further discussion of GPC 
below. The portfolio continues to hold GPC and remains underweight this cyclical sector.

Periods Ended 9/30/22 (%) QTR YTD 1 Yr 3 Yr 5 Yr 10 Yr S. I.1

DCM Equity Income (gross) -7.25 -11.69 -3.85 6.33 6.80 10.20 10.71

DCM Equity Income (net) -7.39 -12.09 -4.43 5.69 6.16 9.49 9.99

Russell 1000 Value2 -5.62 -17.75 -11.36 4.36 5.16 9.11 9.03

Performance Comparison1
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The largest detracting sector in the Equity Income portfolio for the third quarter was Utilities. Stock selection was the driver of the 
weakness with several holdings underperforming the benchmark. Southwest Gas Holdings (SWX) was down -19.3% in the quarter. In 
early August, the company announced that it would not be sold, bringing the premium valuation of the stock back to normal levels. 
Fortunately, we sold about half the SWX position in June. Duke Energy Corp. (DUK), a natural gas and electric utility focused on the 
southeast and midwest, sold off -12.4% in the third quarter as Hurricane Ian impacted their southeastern service area. Northwestern 
Corp. (NWE), a utility focused on the upper midwest and northwest, was down -15.4% as it enters a capex cycle to get its Laurel facility 
up and running in the face of multiple regulatory headwinds. The portfolio continues to hold SWX, DUK, and NWE.

The second lowest performing sector for the quarter was Industrials. The portfolio was underweight this outperforming sector with stock 
selection adding to the negative performance. Lower range of outcome and less volatile stocks underperformed during the quarter 
and most of the portfolio’s Industrial holdings fall under this description, at least relative to benchmark Industrial sector members. 3M 
(MMM) was an outlying performer, down -13.7%. Although the company’s historically high fundamental quality and strong balance 
sheet indicated that the stock would hold up better in a weakening economic environment, growing concerns on the legal front and 
uncertainty due to the company’s plans to split in two appear to be key drivers of a more cautious stance. While we continue to hold 
MMM, we are monitoring the situation closely and investigating alternatives.

Top 10 Contributors/Detractors

  Top 10 Contributors Average % Weight Contribution 

1 M&T BANK CORP  1.40 21 bps

2 GENUINE PARTS CO  1.68 18 bps

3 PRINCIPAL FINANCIAL GROUP  1.90 14 bps

4 CVS HEALTH CORP  1.34 11 bps

5 GENERAL MILLS INC  1.13 9 bps

6 THE SOUTHERN CO  1.00 7 bps

7 EOG RESOURCES INC  1.29 3 bps

8 TEXAS INSTRUMENTS INC  1.52 2 bps

9 KINDER MORGAN INC  2.46 1 bps

10 OMNICOM GROUP  2.68 1 bps

 

  Top 10 Detractors Average % Weight Contribution

1 VERIZON COMMUNICATIONS INC  2.47 -67 bps

2 INTEL CORP  1.53 -49 bps

3 DIGITAL REALTY TRUST INC  1.82 -43 bps

4 PFIZER INC  2.37 -39 bps

5 BCE INC  1.85 -36 bps

6 AT&T INC  1.26 -32 bps

7 KIMBERLY-CLARK CORP  1.73 -32 bps

8 PHILIP MORRIS INTERNATIONAL  1.71 -32 bps

9 DUKE ENERGY CORP  2.44 -31 bps

10 DOMINION ENERGY INC  2.18 -29 bps

Selected Contributor(s) to Performance

The top contributing security in the Equity Income portfolio in the third quarter was M&T Bank (MTB), up 15.7% in the holding period. M&T 
Bank’s second quarter acquisition of People’s United was well received by the market with their footprint extension into New England. 
The acquisition will improve the bank’s scale and provide opportunities for cost savings. The portfolio exited the position despite these 
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opportunities due to the stock price outperformance and corresponding less favorable risk/reward, as well as the increased potential 
for hiccups in the transition. For example, company management plans to implement a full system conversion that has led to extensive 
cost over runs and complications in other similar “upgrades.” An additional consideration was the indicated dividend yield falling close 
to 2.5% versus other investment opportunities 100-200 basis points higher with similar risk and growth qualities.

The second highest contributing security this quarter was Genuine Parts (GPC), up 12.9%. Genuine Parts operates almost 11,000 
NAPA auto parts stores and warehouses that are benefiting from a surge in sales to professional mechanics as miles driven return to 
pre-pandemic levels increasing vehicle wear and tear. Improving revenue and profitability should continue as the sales mix shifts back 
to commercial accounts representing about 80% of the company’s auto parts sales. In coming quarters consumers are likely to reduce 
spending, hold off on new car purchases, and opt to fix existing vehicles instead. Supply chain issues and inventory shortages further 
support this expectation. The portfolio continues to hold GPC.

Selected Detractor(s) from Performance

The largest detractor to the portfolio this quarter was Verizon Communications (VZ). Verizon is a telecommunications company providing 
wireline, wireless, and internet services to customers throughout the US. The Company was down -24.2% in the quarter. Verizon is known 
for its premium service and premium pricing model. However, due to weaker consumer spending, a potential looming recession, and 
challenging incentives offered by competitors, the company reduced earnings guidance. VZ continues to invest in its 5G infrastructure, 
which is the future of telecom, and with it continues to convert new customers to higher priced, higher margin unlimited plans. With 
near-term earnings guidance a transitory hiccup in the face of a long, secular runway, the portfolio continues to hold VZ. 

The second largest detracting security in the portfolio this quarter was Intel Corp (INTC) down -30.4%. Intel’s turnaround may be 
hindered by intensified competition from AMD in servers, Nvidia in GPUs, and TSMC in process node technology, where Intel is still 
trying to catch up. The slowdown in demand for PCs, which is about 50% of Intel’s business, adds more risk to earnings and may 
result in further downward revisions, while gross margin compression suggests share loss and lack of pricing power. Subsidies from 
the CHIPS Act could help the free cash flow deterioration. The upside of the lower stock price is a dividend yield over 5.6% that is 
expected to grow almost 5% annually over time. However, it must be noted that there is risk to this dividend, or it would not be priced 
as it is. Given the risks, we have not added to the position as we would typically do but continue to monitor the situation. It remains in 
the portfolio at a relatively low weight. There is a higher than average reward opportunity with INTC, but higher risk too.

Current Positioning

The Equity Income portfolio continues to be overweight dividend yield and profitability market factors while remaining underweight 
beta, volatility, and earnings variability. The Utility and Consumer Staples sectors remain the largest overweights, while Health Care, 
Industrials, and Real Estate are well underweight the benchmark Russell 1000 Value.

Economic indicators continue to point toward a slowing economy, while consumer prices grow far in excess of the Federal Reserve’s 
target rate. Typically, as the economy slows the Fed will become more dovish and provide arresting mechanisms. With the headline 
consumer price index growing more than 8% year over year, this is not a likely option. A key question is whether the Fed will be able to 
manufacture a “soft landing” or if perhaps we are in for a more problematic recession.

Following the logic of the Phillips Curve (representing the inverse relationship between unemployment and inflation) the Fed is trying to 
push up unemployment to bring down inflation. For better or worse, despite the rapid rise in interest rates since March, job growth and 
the unemployment rate continue to remain strong. This, however, is not the full employment picture. Other employment indicators such 
as job openings and voluntary separations are falling rapidly from historic peaks reached late last year, adding to slowing job growth 
data.

Consumer price inflation is at least partially driven by the level of confidence a strong employment environment provides. If recent 
slowing trends continue, and they should given the rapid pressure the Fed’s interest rate decisions are putting on the economy, inflation 
may fall to desired levels at the cost of a rapidly contracting economy. Stock market expectations remain somewhat elevated as 
demonstrated by valuation measures such as the Russell 1000 Index dividend yield still below the 20-year average rate of about 2%. 
In recent decades Russell 1000 Index dividend yields have peaked near 2.3% in soft economic times and much higher in 2008/09 and 
2020. 

The moral of this economic tale is that we see increasing earnings risk that is not fully appreciated in the stock market. We are relatively 
defensively positioned while remaining fully invested. We expect to weather the coming storm however mild or severe as we have in the 
past by investing in quality businesses at favorable prices.
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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®). GIPS® is a registered 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 perfor-
mance does not guarantee future results. 

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

The Equity Income style is a fully invested style of primarily large cap stocks 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.

Effective 1/1/19, the benchmark was changed from Russell 3000 Value to Russell 1000 Value to provide a better represenation of the 
investment strategy. The Russell 1000 Index measures the performance of the large-cap segment and includes approximately 1000 
securities based on a combination of their market cap and current index membership. The Russell 1000 represents approximately 93% 
of the U.S. equity market. The Russell 1000 Value Index measures the performance of those Russell 1000 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 presentation were obtained from Russell Invest-
ments (www.russell.com).

Performance represents all fully discretionary commission accounts for the respective strategy. A complete list and description 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 strat-
egy. Individual account results may vary.

Gross performance figures do not reflect payment of investment advisory fees, but do reflect deduction of brokerage commissions and 
trading expenses. Net of fee performance reflects the deduction of advisory fees, brokerage commissions, and trading and other ex-
penses. Net results reflect the deduction of a model fee equivalent to the highest applicable advisory fee 0.60%. 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. Manage-
ment 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 1/1/11 through 12/31/21. A firm-wide verification was 
performed for the periods 7/1/08 through 12/31/21. Data subsequent to 8/31/22 represents preliminary performance results.


