
Mid Cap Value Commentary
Third Quarter 2022

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

Performance Summary
 
The DCM Mid Cap Value composite was down -2.92% (gross of fees) for the quarter ended September 30, 2022, compared 
with the Russell Midcap Value Index, down -4.93%.

Macro factors provided a modest benefit to the portfolio this quarter relative to the benchmark. In atypical fashion, the 
portfolio is overweight momentum as holdings with high quality attributes have had strong relative performance over the 
past year, moving them into the momentum stock category. The portfolio’s strongest performing stocks continued their 
strong relative performance this quarter. The portfolio also benefited by being underweight stocks with high leverage and 
dividend yields, both factors that underperformed.

Partially offsetting the benefit of macro factors was that low quality and growth stocks outperformed this quarter. After 
several aggressive interest rate increases by the Federal Open Market Committee (FOMC) starting in March, the markets 
started the third quarter optimistic that the FOMC would pivot and move to a more dovish position, resulting in a significant 
rally early in the quarter that was driven by low quality, high beta stocks, characteristics the portfolio is underweight. While 
the market gave up the early quarter gains, the early relative outperformance of low quality, volatile stocks held through the 
quarter. In addition, stocks with high profitability, a key tenant of our process, underperformed in the quarter.

Sector Drivers

 GICS Sectors
Average Weight Stock Level Returns Portfolio Impact

Port Bench Active Port Bench Contribution Attribution

Consumer Discretionary 11.5% 9.8% 1.7% -0.3% -5.6% -4 bps 59 bps
Consumer Staples 9.4% 4.0% 5.3% -0.7% -8.0% -8 bps 51 bps
Financials 17.0% 17.9% -0.9% 0.3% -2.0% 0 bps 39 bps
Real Estate 6.5% 11.9% -5.4% -7.5% -9.4% -44 bps 39 bps
Industrials 16.1% 14.8% 1.3% 0.9% -0.5% 14 bps 27 bps
Communication Services 1.6% 3.5% -1.9% 0.2% -9.4% 1 bps 24 bps
Health Care 5.8% 7.2% -1.4% -4.6% -7.6% -26 bps 21 bps
Materials 8.7% 7.5% 1.2% -4.7% -6.8% -39 bps 17 bps
Information Technology 4.9% 9.5% -4.6% -12.2% -5.7% -57 bps -29 bps
Utilities 9.6% 9.0% 0.6% -9.1% -5.6% -90 bps -33 bps
Energy 4.5% 5.0% -0.5% -9.9% -0.8% -48 bps -44 bps

(see disclosures)

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

DCM Mid Cap Value (gross) -2.92 -13.15 -4.09 5.59 6.47 10.66 10.74

DCM Mid Cap Value (net) -3.13 -13.70 -4.90 4.71 5.59 9.68 9.75

Russell Midcap Value -4.93 -20.36 -13.56 4.50 4.76 9.44 8.32

Performance Comparison1
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The best performing sector relative to the Russell Midcap Value index was Consumer Discretionary. Outperformance was 
driven by the portfolio’s retail holdings generating above market returns for the period. Genuine Parts (GPC), a retailer 
and distributor of auto parts and industrial replacement parts, was up 12.9%. The company continues to see strong 
demand for auto parts and saw an acceleration in sales in its industrial segment post the Kaman Distribution Group (KDG) 
acquisition completed in January. AutoZone (AZO), another retailer of auto parts with a focus on do-it-yourself customers 
but a growing market share in the pro do-it-for-me channel, also outperformed the benchmark, down only -0.3%. At the 
end of the quarter, AutoZone was the second largest holding in the portfolio. Auto parts retailers have benefitted from 
limited new and used car inventory raising the need for maintenance on an aging auto fleet as miles driven increases post 
pandemic. Ulta Beauty (ULTA), a beauty care retailer, continues to benefit from gained market share and strong sales as 
the pandemic subsides. The stock was up 4.1% in the quarter.

Consumer Staples were the second best performing sector in the quarter, driven by stock selection. The portfolio’s third 
largest holding, BJ’s Wholesale Club Holdings (BJ), was up 16.8%. With only 15% of sales in general merchandise, 
the company has seen less impact from rising inventories and compressed margins as sales shift to less discretionary 
merchandise. In addition, the company continues to see membership gains and sales momentum exiting the pandemic. 
Casey’s General Store (CASY), up 9.7%, benefitted from higher-than-expected fuel margins. In addition to the fuel margin 
benefit, the company saw improvement with in-store initiatives such as private label, loyalty programs, and prepared 
foods. 

The worst performing sector relative to the Russell Midcap Value index was Energy. Stock selection was the driver of 
underperformance due to holding Baker Hughes (BKR) being down -26.9% in the quarter. The issues impacting Baker 
Hughes are discussed in more detail in the Selected Detractor(s) from Performance section.

Utilities were the second worst performing sector. Stock selection accounted for the underperformance with four of five 
holdings underperforming the sector return. Near the end of the quarter, the FOMC raised benchmark rates 75bps and 
reiterated their aggressive hawkish stance in battling inflation. In addition, strong employment and manufacturing data 
bolstered the FOMC’s position, dashing hopes the Fed would pivot on aggressive rate increases. The change in market 
outlook led to a selloff in interest rate sensitive sectors such as Utilities and REITs. On average, the regulated utilities 
owned in the portfolio are slightly higher growth and thus require debt financing to carry out their growth plans, leading to 
increased rate sensitivity. While rising rates provide a headwind for the sector, the stability of earnings and the ability to 
recoup added costs in future rate cases continues to make the sector attractive in an uncertain environment.

Top 10 Contributors/Detractors

  Top 10 Contributors Average % Weight Contribution 
1 HUBBELL INC  1.93 42 bps

2 BJ'S WHOLESALE CLUB HOLDINGS  2.47 35 bps

3 GENUINE PARTS CO  1.84 21 bps

4 RAYMOND JAMES FINANCIAL INC  2.25 20 bps

5 CASEY'S GENERAL STORES INC  1.69 14 bps

6 REGIONS FINANCIAL CORP  1.40 10 bps

7 REINSURANCE GROUP OF AMERICA  1.44 10 bps

8 STEEL DYNAMICS INC  1.50 10 bps

9 AMERIPRISE FINANCIAL INC  1.60 9 bps

10 CURTISS-WRIGHT CORP  1.68 8 bps
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  Top 10 Detractors Average % Weight Contribution 
1 BAKER HUGHES CO  1.54 -48 bps

2 TYSON FOODS INC CL A  1.66 -41 bps

3 LITTELFUSE INC  1.46 -33 bps

4 ASSURANT INC  1.84 -30 bps

5 AVIENT CORP  1.22 -28 bps

6 CMS ENERGY CORP  1.94 -27 bps

7 ARROW ELECTRONICS INC  1.49 -26 bps

8 AMEREN CORPORATION  1.91 -21 bps

9 ATMOS ENERGY CORP  1.99 -18 bps

10 CROWN HOLDINGS INC  1.55 -18 bps

Selected Contributor(s) to Performance

The largest contributing stock this quarter was Hubbell (HUBB), up 25.5%. Hubbell is an electric equipment manufacturer 
with a 50/50 split between utility and electrical end markets. The company has large exposure to power distribution and 
transmission, non-residential construction, and general industrial end markets. In the current environment, the less than 
10% exposure to residential housing is a positive attribute. North America accounts for 92% of sales. The company 
exceeded expectations and raised guidance on the back of strong demand from industrial and utility customers. Utilities 
continue to invest heavily in transmission and distribution while telecom invests heavily in 5G and fiber rollouts. With 
industrial metals prices declining, the company should continue to see strong margins due to strong demand as costs 
decline. The portfolio continues to hold Hubbell. 

BJ’s Wholesale Club Holdings (BJ) was the second largest contributing stock in the quarter, up 16.8%. BJ’s Wholesale 
operates 229 member-warehouse clubs in the Eastern United States with approximately 60% of locations also selling 
gasoline. Food accounts for approximately 60% of food and general merchandise sales. Prior to the pandemic, BJ’s was 
focused on improving the in-store/online experience with digital enhancements as well as improved assortment/mix. 
During 2020, the company experienced a significant lift in new members as the impacts of Covid changed consumer 
behavior. Since 2020, the company has continued to post strong membership and comparable store sale gains on the 
back of a strong consumer. However, with the increase in inflation in 2022, the company’s high mix of consumables as 
a percentage of sales and value proposition has allowed the company to continue posting strong comparable store 
sales above expectation, up 7.6% in the past quarter. The company continues to execute on initiatives with private label 
penetration rising to 25%, higher-tier memberships up to 37% of total, and recently announcing a new loyalty co-branded 
credit card with Capital One. The portfolio continues to hold BJ’s Wholesale Club Holdings.
 
Selected Detractor(s) from Performance

The worst contributing stock for the quarter was Baker Hughes (BKR), down -26.9%. The company is a global oil services 
company with two-thirds of sales outside of North America. While the company operates in the traditional oil services of 
well completion, drilling, artificial lift, and subsea, with the combination of GE Oil & Gas in 2017, the company has become 
a leader in the green energy transition with exposure to liquified natural gas (LNG), carbon capture, utilization, and storage 
(CCUS), and hydrogen. The company lowered full year expectations citing many challenges including inflation, chip 
shortages, dollar strength, and the suspension of Russia operations. The company has had several consecutive quarters 
of weak performance relative to other oilfield service companies with particular weakness outside of the oilfield services 
segment, in digital solutions, turbines, and other machinery. Late in the quarter, the company announced a realignment 
of segments which the company believes will simplify operations and lead to cost reductions. Management execution, as 
well as an easing in outside headwinds, will be required for the stock to regain favor. With a solid balance sheet, significant 
leadership positions in end markets, and the ability to generate free cash flow for shareholders, the portfolio continues to 
hold the stock.
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Tyson Foods (TSN) was the second worst contributor, down -22.9%. Tyson Foods is a leading food company specializing 
in protein. The company operates in four segments with Beef 39% of sales, Chicken 30% of sales, Prepared Foods 
20% of sales, and Pork 11% of sales. Tyson’s most recognized brands include Tyson, Jimmy Dean, Hillshire Farms, Ball 
Park, and State Fair. The company has been a beneficiary of the rising global demand for protein but is susceptible to 
commodity costs for feed and fuel inputs as well as fluctuating market prices for beef, chicken, and hogs based on supply 
and demand. Tyson reported results in-line with expectations, however, the contribution from the Beef segment was much 
higher than desired. Beef margins are artificially high due to industry cattle liquidations, causing concern as margins from 
other segments were lighter than expected. In addition, the company lowered volume guidance to flat from a +1-2% 
expectation as consumers trade down, due to inflation. The weakness in volumes and non-beef margins led to a selloff in 
the stock. The portfolio continues to hold the shares on valuation and belief that improved chicken and pork margins will 
augment the normalization in beef margins.

Current Positioning

Currently, the portfolio’s largest overweight sectors relative to the benchmark are the Consumer Staples and Consumer 
Discretionary sectors. The largest underweight sectors relative to the benchmark are the Information Technology and 
Real Estate sectors. Throughout the quarter, relative weight increased the most in the Consumer Staples, Communication 
Services, and Consumer Discretionary sectors while decreasing the most in the Energy and Utilities sectors. The change 
in weight was primarily due to outperformance or underperformance within the sectors.

With inflation running high over the past year, the Fed has been very clear it will remain aggressive in raising the benchmark 
interest rate and tightening money supply in order to slow the economy and thus, the rate of inflation. Yet, the market 
continues to try and time the “Fed pivot”, a term used for when the Fed may pause its aggressive stance on inflation. This 
has led to high volatility within the market. After one 50 basis point hike and three 75 basis point increases, the Fed has 
increased the target rate to 3.25% with the markets expecting an increase to 4.5% by year end. The question is if that will 
be enough to slow the economy and reduce inflation. Currently, the cooling housing market has been the most obvious 
impact of rising rates and economic slowing. Consumer confidence, which impacts purchasing behavior, has continued to 
decline. The ISM Manufacturing Index, which is a broad indicator of industrial activity, has continued to decline throughout 
the year with a reading just above 50. A reading below 50 indicates a contraction in the manufacturing sector. With these 
economic indicators weakening, one may consider the “Fed pivot” thesis and assume the aggressive stance should 
moderate.

However, one aspect that has led supply chain induced inflation during the pandemic turning to persistent inflation is 
wage inflation due to tight labor supply. Even with indicators showing a slowing in activity, the unemployment rate remains 
extremely low at 3.5%. Other employment indicators such as initial jobless claims and continuing claims have only recently 
moved off of recent lows. Tight labor markets have led to “sticky” inflation, thus inflation measurement indicators such as 
the Consumer Price, Producer Price, and Personal Consumption Expenditures Indexes remain at or near their recent highs.

In addition, many companies continue to operate at margins near all time highs at a time when inventories are growing 
faster than sales. As money supply tightens and inflation forces fewer discretionary purchases, we believe overearning 
companies will see normalization to a trajectory in-line with trends prior to the pandemic. We believe the FOMC will 
remain on its hawkish, inflation fighting course until cracks emerge in unemployment levels. Thus, we remain defensively 
positioned in high quality, narrower range of outcome stocks with valuation support. As the normalization process moves 
forward, we will be opportunistic in acquiring high quality companies with wider ranges of outcomes as discount levels 
warrant the additional risk.
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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 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 Mid Cap Value style uses value oriented equities, the majority of which have a market capitalization between $3.5 bil-
lion and $40 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. 
Treasury 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 27% 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 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 12/31/21. 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.


