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 ❖ Global markets performed well early in the quarter, but sentiment rapidly deteriorated in August 
after better-than-expected economic data prompted Central Banks to become more aggressive in 
their monetary policy. 

❖ The wild swings in sentiment have led to rather dramatic shifts in factor performance with cyclical 
Value factors and Beta lagging most recently. 

❖ We see downside risk and the potential for heightened volatility as the markets digest the recent 
wave of negative earnings revisions.   

❖ As the macro environment continues to weaken, we reflect on two key questions:  How extensive 
will the negative revisions be?  And does the current market multiple appropriately reflect interest 
rates and revised earnings expectations? 

❖ We are maintaining a defensive and quality bias within our portfolios and are looking to actively 
manage diversification across sectors, industries, and geographies.  We see little scope for a shift 
in positioning until the Fed pivots to a more dovish stance.   
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Major global stock markets experienced another quarterly decline 
in the third quarter, marking three consecutive quarters of 
losses.  Bears are quick to point out that in 2008-09, markets 
declined for six quarters in a row.  However, as we outline below, 
there is hope the economic outlook is not quite as dire this time. 

The third quarter was actually quite volatile at the aggregate index 
level, but also on a style and industry level.  The first half of 2022 
had seen markets and Central Banks increasingly concerned about 
inflation.  In the US, the FOMC responded by raising rates for the 
first time since 2018, churning out two 75 basis points (bps) hikes 
in 3Q alone.  Hints of weakening economic data and a sharp 
pullback in oil prices led to hopes that inflation was potentially 
peaking.  Talk of rate cuts in 2023 even began to emerge with the 
possibility that the Fed could engineer a 'soft landing'.  Markets 
rallied in July through mid-August with the prospect of a dovish 
policy pivot, providing a much-needed reprieve after the 
substantial downdraft in the first part of the year.   

However, late summer brought stronger-than-expected economic 
data, and with it a message from the Fed making it clear that rates 
would be higher for longer with an implication that they would 
tame inflation at 'whatever the cost'.  In Europe, the ECB, similarly 
concerned by inflation, joined the party with their first rate hike 
since 2011 (50 bps in July and 75 bps in September).  Overall there 
were more than 90 Central Bank hikes in 3Q22.   As it is often 
prone to do, sentiment swung back from optimism to pessimism 
and the market retraced all of the early summer rally.  

Factor Performance 

The wild swings in sentiment have led to abrupt changes in market 
leadership.  Most recently, the more cyclical value factors like Price 
to Book have been lagging as fears about economic activity 
grow.  As shown in Exhibit 1, market risk, as represented by beta, 
has similarly underperformed. Interestingly, leverage has 
remained relatively stable to date as credit spreads have been   
well-behaved despite increasing rates. This is an area worth 
watching if we tip into a recessionary environment and/or credit 
spreads start to widen.  

A Global Financial Crisis Redux? 

It is clear that Central Bank actions to tame inflation, coupled with 
an unfolding energy crisis in Europe precipitated by the war in 
Ukraine, is putting the brakes on economic growth.  The 'whatever 
it takes' narrative comes with the implication that if a recession is 
what is needed to quell inflation, then so be it.  Although the 
inherent nature of black swan events makes it hard to predict 

when or where they will surface, it is clear that large pockets of the 
economy are in better shape than prior to the Global Financial 
Crisis.  In the U.S., consumer loans relative to total assets and debt 
service ratios are both well below the elevated levels seen prior to 
'08/'09 (Exhibit 2).  Similarly, corporate balance sheets and interest 
coverage ratios are much better placed.  

Lagged Impacts 

Most investors appreciate the impact factors like a higher oil price, 
inflation, and interest rates can have on economic activity.  What is 
commonly forgotten, often in the hope for instant validation of an 
idea, is the time needed for these impacts to show up in the real 
world.  This can be seen in Exhibit 3 (following page), showing 

Market Observations 
Lode Devlaminck, Managing Director, Equities  EXHIBIT 1:  LEVERAGE AND RISK FACTOR RETURNS 

Source: DuPont Capital through 09/28/2022  

EXHIBIT 2:  US HOUSEHOLDS IN BETTER SHAPE 

Source: DuPont Capital through 09/28/2022  
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manufacturing PMIs, an often-used measure of economic activity 
(a reading below 50 reflects contraction).  Even in the face of high 
inflation and oil prices, economic activity remained robust for the 
first half of the year.  However, it can take many months for the 
impact of these factors to be felt in the real economy as can be 
seen by the sharp increase in countries that have started to 
register weaker economic activity.  Given the lagged impacts, the 
effects of higher oil were still being felt despite the commodity 
coming off its peak.  

The Rubber Hits the Road 

As we talked about last quarter, the impacts of higher yields and 
potentially slower economic activity have led to a derating of the 
earnings multiples for stocks.  The forward PE ratio of the MSCI 
World Index has fallen from close to 19x at the start of the year to 
13.7x at quarter end.  This partly reflects the higher discount rates 
being used to value stocks, but also reflects an expectation that 
earnings cuts are on the way.  Published earnings estimates 
remained stubbornly resilient in the first part of the year, but as 
some of the lagged impacts mentioned above have started to 
materialize, estimates have started to come down (Exhibit 4).  

This raises a couple of big questions.  First is how severe will the 
cuts to earnings be and how does that compare with those implied 
by the derating in earnings multiples?  The other is how resilient 
earnings in different areas of the market will be.  As can be seen in 
Exhibit 4, the defensive areas of Utilities and Consumer Staples are 
expected to hold up best.  They are joined by the energy sector, 
which is benefitting from a long history of underinvestment in 
capacity, as well as a war-driven dislocation.  Cyclical areas, 
including materials, technology and industrials, are more 
economically exposed and are seeing more significant negative 
revisions.  One surprise has been healthcare, a traditionally 
defensive sector, which is seeing estimate cuts that are likely 
worse than expected.  The magnitude of the negative revisions 
partly reflects a covid 'hangover', but also compositional effects as 
the sector is more than just defensive pharmaceutical companies.  

Outlook and Positioning  

There has been a significant derating in equities in the first nine 
months of the year, though it remains to be seen whether this 
appropriately reflects the impacts of higher rates and coming 
earnings cuts.  It is likely that Central Banks tightening cycles will 
have the desired effect in slowing the rate of inflation, but it also 

remains unclear as to how sticky inflation will be and what the 
new ongoing level of inflation will be.  As we enter the final quarter 
of the year, it is clear that earnings are likely to be under pressure 
in the coming months, Central Banks have yet to change course, 
and there remains ever present geopolitical risks.  The silver lining 
is that resolution will come with time, and it will be set against a 
backdrop of very low investor sentiment.  With this in mind, we 
prefer to maintain a high quality and defensive bias, but with an 
appropriate level of diversification, which should help in navigating 
the dynamic and uncertain macro environment.   

EXHIBIT 4:  SECTOR EARNINGS REVISIONS - NET ANALYST UPGRADES (%) 

Source: Citi, Global Equity Strategy, Global Earnings Revisions as of 09/26/2022  

EXHIBIT 3:  % OF GLOBAL MANUFACTURING PMI’S < 50 

Source: Piper Sandler Equity Strategy as of 09/29/2022 
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Performance (gross/net) as of September 30, 2022 (Preliminary) 

*Gross of Fees 
**The Small Cap Equity Composite Index has changed historically as follows: 04/01/99 Russell 2000, 07/01/22 MSCI USA Small Cap Gross Index. 
***The International Equity Composite Index has changed historically as follows: 01/01/17 MSCI EAFE Index, 01/01/20 MSCI World ex-US Index. 
Net returns are calculated using highest fee on ADV. Returns greater than one year are annualized.  Please see the last page for important performance disclosures. 

U.S. Equity % QTD % YTD % 1yr % 3yr % 5yr % 10yr % 15yr Inception 

DCM Value Creators—US Large Cap*  (inception date – 01/01/2017) (4.40) (24.84) (15.62) 10.05  12.24  — — 13.57  

  Net of Fees (4.52) (25.13) (16.05) 9.50  11.69  — — 13.01  

S&P 500 Index (4.88) (23.87) (15.47) 8.15  9.23  — — 10.51  

DCM Value Creators—US Mid Cap*  (inception date – 01/01/2017) (2.97) (23.47) (16.08) 3.17  7.32  — — 8.47  

  Net of Fees (3.11) (23.79) (16.55) 2.60  6.73  — — 7.88  

S&P 400 Index (2.46) (21.52) (15.25) 6.01  5.81  — — 6.69  

DCM Small Cap Equity*  (inception date – 04/01/1999) (4.55) (24.35) (21.53) 3.88  3.48  8.08  6.75  9.48  

  Net of Fees (4.73) (24.82) (22.19) 3.01  2.61  7.17  5.85  8.56  

MSCI USA Small Cap Gross Index** (2.32) (25.21) (23.60) 4.23  3.52  8.53  6.38  7.69  

DCM Merger Arbitrage*  (inception date – 06/01/2015) 1.47  0.41  1.27  5.41  4.94  — — 4.62  

  Net of Fees 1.34  0.03  0.76  4.89  4.42  — — 4.10  

3 Month T-Bill 0.45  0.62  0.63  0.57  1.11  — — 0.87  

DCM Merger Arbitrage Enhanced*  (inception date – 03/01/2020) 1.46  (1.24) 0.13  — — — — 10.62  

  Net of Fees 1.30  (1.72) (0.72) — — — — 9.57  

3 Month T-Bill 0.45  0.62  0.63  — — — — 0.38  

          

Non-U.S. Equity % QTD % YTD % 1yr % 3yr % 5yr % 10yr % 15yr Inception 

DCM Emerging Markets Equity*  (inception date –10/01/1999) (13.03) (24.31) (26.75) (3.12) (2.43) (0.26) 0.82  7.30  

  Net of Fees (13.19) (24.91) (27.55) (4.23) (3.58) (1.44) (0.33) 6.08  

MSCI EM Index (11.57) (27.16) (28.11) (2.06) (1.81) 1.05  0.26  6.03  

DCM International Equity*  (inception date – 01/01/2017) (7.53) (30.54) (26.47) (1.32) (0.84) — — 3.11  

  Net of Fees (7.67) (30.87) (26.92) (1.91) (1.43) — — 2.49  

MSCI World ex-US Index*** (9.20) (26.23) (23.91) (1.12) (0.40) — — 2.85  

DCM Global ex-US Small Cap Structured*  (inception date –01/01/2015) (8.30) (29.26) (28.50) 0.96  0.13  — — 4.22  

  Net of Fees (8.50) (29.72) (29.12) 0.10  (0.72) — — 3.34  

MSCI AC World ex USA Small Cap Index (8.37) (29.37) (28.93) 0.38  (0.56) — — 3.24  
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US equities saw a volatile third quarter that ended with most 
major indices solidly in the red.  Markets were up double digits 
on the hope of moderating rate increases, but declined sharply 
late in the quarter after the US Federal Reserve intensified their 
hawkish tone in an effort to combat rising inflation.  Rising rates 
and high inflation have historically been difficult for equities as 
many companies have a difficult time passing along inflationary 
costs in the short run, causing a higher probability of a slow-
down in earnings growth.   In addition, the rise in US rates has 
led to a strengthening of the US dollar versus other currencies, 
which will create additional pressures for multi-national com-
panies with significant overseas businesses.   

Going forward, we expect continued volatility as the fight 
against inflation continues and geopolitical uncertainties persist 
with no clear resolution in sight.  We welcome periods of vola-
tility as it often provides price dislocations of sufficient ampli-
tude, such as to allow us to take advantage of the difference 
between short-term price movements and long-term values. 

We are paying close attention to companies that have the fran-
chise durability and capability to quickly adjust to changing de 

 

 

mand conditions and competitive environments without 
hurting their long-term franchises.  The portfolio holds compa-
nies with an above average level of free cash flow generating 
power, which we believe is an important value driver in uncer-
tain economic conditions.  

Large Cap Portfolio  

During the quarter, the portfolio benefited from an under-
weight in semiconductors and real estate, both of which were 
hurt by rising interest rates and the prospects of slower 
growth.  The portfolio also was helped by select holdings in 
Industrials, including Idex and Ametek, which both outper-
formed after reporting relatively stable earnings and favorable 
capital allocation opportunities. 

We made some modest adjustments to the portfolio in the 
period.  We added to our positions in Bank of America, Trane, 
Alphabet, and Adobe, each of which has come under pressure 
due to short-term concerns, but offer increasingly attractive 
long-term risk-reward.  We reduced our positions in Raytheon 
Technologies, whose shares have significantly outperformed 

Value Creators - US Large and Mid Cap 
Kevin Fogarty, CFA, Portfolio Manager and Senior Equity Analyst 

 
Value Creators- 

US Mid Cap  
S&P 400 

Value Creators- 
US Large Cap  

S&P 500 

Debt Level     

Debt/Capital 77.0 45.0 48.7 48.5 

Debt/EBITDA 3.0 6.1 2.0 2.4 

Growth         

Dividend Growth  5 year 16.3 7.5 13.8 10.9 

EPS Growth  3 year 14.6 22.0 14.7 17.1 

Profitability         

Return on Equity 23.1 15.3 26.1 23.6 

Return on Assets 9.7 5.4 10.2 7.9 

Valuation         

Price/Earnings using FY2 Est (ex Negatives) 15.7 11.1 18.6 14.9 

Price/Cash Flow 21.5 11.2 27.0 18.4 

Price/Book 3.3 2.0 4.3 3.4 

Price/Sales 2.0 1.1 2.9 2.1 

Dividend Yield 0.8 1.9 0.8 1.9 

Exhibit 5:  Value Creators Portfolio Characteristics (as of 9/30/2022) 

As of September 30, 2022 
Source:  DuPont Capital, Capital IQ 
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and now offer limited upside.  We also modestly trimmed sev-
eral other positions to fund the above additions, principally 
because  our estimate of risk-reward was greater in the compa-
nies we added to. 

Mid Cap Portfolio  

Over the past three months, the portfolio benefited from an 
underweight position in real estate and utilities, both of which 
were hurt by rising interest rates and the prospects of slower 
growth.  Relative performance was also helped by an over-
weight position and outperformance in the industrials sector, 
which was a reversal from the second quarter.  The Toro Com-
pany was amongst the top contributors after it rallied from 
depressed levels on stabilizing demand trends and supply chain 
constraints, especially in its Professional segment.  Offsetting 
these tailwinds was relative underperformance in our commu-
nication services holdings,  whose businesses tend to be tied to 
US media and economic activity.  These include IAC (media & 
internet services holding company), Match Group (dating ser-

vice provider), and Liberty Broadband (communication compa-
nies).   We believe these high-quality franchises are being nega-
tively impacted by slowing near-term fundamentals due to a 
weaker economy. 

During the quarter, we made some modest adjustments to the 
portfolio.  We added to our positions in retailers Dollar Tree 
and Tractor Supply as this cohort has an enviable long-term 
record of relative operating results during times of economic 
stress.  We trimmed our position in Pool Corp and exited Mo-
hawk Industries as the uncertainties around the US Residential 
real estate market continue to grow. Additionally, we added to 
industrial names Heico, Copart, and Transdigm Group while 
exiting IAA Inc. This shifted our holdings into higher quality 
names that we believe will retain their respective leading posi-
tions while contributing towards an improved risk reward pro-
files for the US Mid Cap fund.  

Pent-up travel demand, an easing of international travel 
restrictions, and a notable affordability tailwind as the US dollar 
converged toward parity with the euro meant that many American 
tourists enjoyed their first European vacation since the turn of the 
decade.  Aside from the soaring fares and crowded airports 
triggered by this snapback in household wanderlust, investors 
have undertaken their own collective EU vacation (or, put another 
way, EvacUation) in terms of geographic asset allocation. 

Year to date, cumulative outflows in European equities are 
approaching 6% of total assets under management (equating to 
$98bn in monetary terms).  In contrast, the relative safe haven 
status of the US has recorded modest net equity inflows of around 
1% over the same period.  The eight consecutive months of 
outflows can be rationalized in the context of a prevailing risk off 
economic environment that is exacerbated by specific geopolitical 
threats that are concentrated on the European Union’s doorstep 
(Ukraine) and increasingly infiltrating their plumbing (natural gas 
disruptions).  The global headaches of stubborn inflation and 
burgeoning electoral extremism, most recently in Sweden and 
Italy, have not spared the region either. 

The MSCI Europe Index is now trading at only 11x forward 
earnings and sitting at a five point multiple discount to the 
counterpart US benchmark.  Furthermore, Bank of America’s latest  

 

 

monthly survey of fund managers showed a net bearish 
positioning skew of 40% in Eurozone equities – compared to 9% in 
Japan and Emerging Markets and only 4% in the US.  For the 
Eurozone that represents a “weight of money” divergence of more 
than two standard deviations below the average positioning level 
of the last decade. 

The obvious questions are whether, or how much, these 
wholesale macro-regional flows are throwing the baby out with 
the bathwater at the individual stock levels.  As is often the case, 
the answers are dependent on your investment horizon. 

For historic context, the aforementioned 6% cumulative outflows 
in Europe are nowhere close to the 15% exodus seen during the 
first twelve months of the financial crisis in 2007/08.  While not at 
those epic proportions, we are already at levels in line with the 
lower water mark seen during the Euro debt crisis of 2011/12.  The 
latter is arguably a better yardstick, given the more localized 
intensity of risks, but the prospect of a synchronized global 
recession in 2023 also suggests that respite is not immediately 
apparent. 

Fortunately, at the portfolio level, one of the Euro-centric risks is 
fairly easy to identify and mitigate.  With fears of energy security 
and gas supplies becoming even more acute if politics and 

International Equity 
Andrew Smith, CFA, Associate Portfolio Manager and Senior Equity Analyst 
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weather prove to be uncooperative, it is useful to recognize that 
the direct impacts are born far from equally at the industry level.  
The industrial heartland of Germany sits squarely in the crosshairs 
of hydrocarbon risks but, across the region overall, five industries 
account for almost three quarters of aggregate energy intensity .  

Averaging megawatt/hour (MW/h) consumption by net income 
shows that Chemicals (25% share), Metals/Mining (16%) and 
Construction Materials (16%) account for more than half of the 
total (Exhibit 6). The Paper and Transport industries are the only 
other outsized contributors.  Many of the companies within this 
cohort already face structural or financial challenges related to 
competitive dynamics, asset intensity or commoditized pricing-
taking regimes and are typically absent or under-represented in 
our portfolio.   The only two current holdings that intersect with 
these categories are building aggregate specialist CRH, whose 
growth story is primarily US in nature, and asset light freight 
forwarder DSV.  Both names have high quality management teams 
and competitive advantages that make them attractive long-term 
investments because of, not despite, their industry-leading 
characteristics. 

In fact, when looked at in market capitalization terms, the most 
vulnerable industries only comprise 10% of broader equity 
markets in Europe (Exhibit 7).  This provides ample room to 
insulate, or even simply sidestep, this  primary risk factor. 

Of course, the secondary spillover effects of expensive power 
prices on manufacturing, and even service, sectors need to be 
stress tested.  For example, we have just met with a digital 
billboard company and discussed their power consumption trends 
and liabilities associated with French and German cities 
implementing “go dark” energy-saving measures during overnight 
hours. 

As mentioned in previous bulletins, company-specific pricing 
power and innovation are often key to providing relative margin 
resilience on a through-cycle basis.  Many European companies 
with these traits have not been immune from the persistent 
outflows and top-down selling pressure seen in recent quarters.   

Like other regions, equity markets are in the process of trying to 
calibrate the eventual scope and cadence of further earnings 
pressures.  Pricing in the fluctuating tail risks that fall more 
squarely on Europe is a more imprecise exercise.  For now, 
uncertain US investors are more likely to be weighing arguments 
for further fine-tuning, rather than reversing, their aggregate 
underexposure to European equities.  As and when their own 
overseas vacation, of sorts, starts to unwind they could – like 

transatlantic travelers this past summer – find the more 
prestigious destinations in Europe to be offering surprising value 
for money.   

 

Source: SocGen, Stoxx 600 Index (September 2022) 

EXHIBIT 7:  EUROPEAN STOCKS INDEX WEIGHT BY INDUSTRY 

*Intensity = MWh/Net Income (€)  
Source:   SocGen, Stoxx 600 Index (September 2022) 

EXHIBIT 6:  EUROPEAN STOCKS ENERGY INTENSITY BY INDUSTRY* 
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Global central banks continued to tighten monetary policy during 
the third quarter to combat inflation that reached levels not seen 
in decades.  These actions have pushed interest rates higher and 
equity markets lower.  The US Federal Reserve has been particu-
larly hawkish in its actions and guidance, forcing the US Dollar to 
multi-year highs against nearly every emerging market currency.  
After holding up better relative to developed markets in the first 
half of the year, emerging markets sharply underperformed in US 
Dollar terms.   

The bulk of emerging market underperformance can be attributed 
to an increase in investor risk aversion and the weakness of emerg-
ing market currencies relative to the US Dollar.  Economic activity 
within emerging markets has generally been solid.  Chinese eco-
nomic activity has been buffeted by a weak housing market and 
Covid-19 related shutdowns, but growth expectations have not 
changed materially over the past few months.  Economic activity 
outside of China has been relatively strong, with consumption 
rebounding from Covid-19, investment progressing at a healthy 
rate, and robust trade volumes.   

We have taken advantage of the recent equity market volatility to 
purchase high-quality companies with good growth prospects at 
very attractive valuations.  Among the purchases were a hospital 
system in Thailand, the largest insurance company in Poland, an 
airline in Mexico, and a bank in India. Except for the Polish insurer, 
these companies are very well positioned in fast growing market 
segments that are currently witnessing short-term headwinds.  
The end of Covid-19 related services will temporarily depress the 
Thai hospital’s revenue growth.  However, the positive long-term 
demand outlook for the country’s health services sector is un-
changed.   Growth in Mexican air travel experienced a setback 
during the pandemic but is now recovering well and profitability 
for the airline should improve with stabilizing oil prices.  Financial 
services in India remains a secular growth opportunity, particularly 
for private banks that are taking market share from state owned 
banks. The Polish insurer, while not in a sector with secular 
growth, has significant cyclical drivers, in our view, that will cause 
profitability to improve materially over the next few years. 

 

 

 

 

 

 

The global financial market backdrop is clearly challenging given 
the simultaneous central bank tightening moves. However, we are 
finding many attractively valued companies with good long-term 
growth prospects during this volatile period.  We remain com-
mitted to our process that identifies companies with strong profit-
ability, strong free cash flow generation, solid financial positions, 
and trading at attractive valuations.   

 

 
DuPont Capital  

Emerging Markets 
MSCI Emerging  
Markets Index 

# of Securities 93 1,385 

Active Share 77.4 -- 

P/E using FY1 Est 7.3 9.4 

P/E using FY2 Est 6.9 9.6 

Price to Cash Flow 8.2 10.8 

Dividend Yield 3.9 3.4 

Est 3 Yr EPS Growth 16.0 23.1 

Est 5 Yr EPS Growth 11.0 15.4 

Price/Book 1.1 1.5 

ROE 15.9 16.5 

ROA 5.2 5.3 

LT Debt to Capital 28.2 29.2 

Market Capitalization 80,522 85,803 

Exhibit 8:  Summary of Portfolio Characteristics 

As of September 30, 2022 
Source:  DuPont Capital, Capital IQ 

Emerging Markets Equity 
Erik Zipf, CFA, Head of Emerging Markets Equity 
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Merger Arbitrage 
Harris Arch, CFA, Portfolio Manager and Senior Equity Analyst 
Dan Moore, CFA  Portfolio Manager, Merger Arbitrage 

While the S&P 500 declined 4.08% during the month of August, 
we are pleased to report positive performance in our merger arbi-
trage portfolios.  Though it is prudent to avoid excessively focusing 
on one particular month, this divergence in performance demon-
strates the low correlation of our strategy to the broader capital 
markets.  The performance of our strategy ultimately depends on 
whether deals in the portfolio successfully close rather than the 
attractiveness of any singular market attribute such as value or 
growth, small or large cap, US or international, etc.   

In August, we benefitted from the approval from CMA, the UK 
regulator, in the Avast/NortonLifeLock deal.  The arbitrage spread 
had widened materially as the deal unexpectedly advanced to a 
Phase II review.  In other jurisdictions, such as the US and Europe-
an Union, the deal had already been approved.  It was a surprise to 
the market that the deal was not approved in Phase I by the CMA.  
In Phase I, the regulator had taken a narrow definition of the anti-
virus software market that only included paid software and exclud-
ed major free or bundled offerings such as Microsoft Windows 
Defender.  This analysis was contrary to the market definition used 
in other jurisdictions.  While the deal languished in Phase II, the 
spread widened to over 40%.  Our research indicated that the reg-
ulators might consider a broader market definition in Phase II, 
especially as Microsoft continued to accelerate its product offer-
ings.  When the deal was approved in early August, the arbitrage 
spread tightened significantly. 

Being able to hold a position such as Avast through the interim 
decline is important.  We are keenly aware of other levered mer-
ger arbitrage portfolios that often have to sell down in times of 
weakness or market drawdowns.  The ability to accurately time 
the highs and lows of a particular deal is extremely difficult and if 
we believe a deal will ultimately close, we will often continue to 
hold the deal.  As mentioned in previous monthly commentaries, 
sizing the position appropriately is important so that during a de-
cline, the mark to market loss does not become too onerous. 

In recent months, we have certainly witnessed a slowdown in 
M&A.  One culprit has been the rising cost of debt financing.  As 
we write this monthly commentary (late September), the financing 
for the Citrix acquisition by private equity is currently being mar-
keted.  Almost every day over the past week, there is a Bloomberg 
headline related to the widening discounts in the loans and bonds 
for the deal.  While it is uncertain when M&A will substantially 
increase from here, it was noteworthy to see one key private equi-

ty head from Apollo throw cold water on the idea that the banks 
will open the lending spigot soon (https://www.bloomberg.com/
news/articles/2022-09-14/apollo-s-sambur-sees-banks-on-
sidelines-for-lbos-for-months).   

In the market selloff following Jerome Powell’s hawkish Fed com-
ments at Jackson Hole and the higher-than-expected August CPI 
reading, we have selectively initiated positions in certain merger 
arb deals as the spread has widened.  Often, market downturns 
provide an opportunity to add or initiate a position if the spread 
widens and we believe there is still a strong likelihood of deal clos-
ing.     

Global Ex-US Small Cap Structured Equity 
Juncai Yang, CFA  Portfolio Manager and Senior Investment Analyst 

Based on year-to-date Barra attribution analysis, alpha impacts 
from country selection was negative, but was offset by positive 
contributions from industry exposures.  Impacts from risk factors 
and non-Barra factors were both neutral. Looking at risk factors 
alone, positive exposure to earnings yield and negative exposure 
to residual risk added alpha, while positive exposure to beta and 
growth subtracted alpha. 

Based on simple one-dimensional year-to-date attribution analysis, 
from a sector perspective, the real estate and energy sectors add-
ed the most alpha while consumer discretionary and utilities were 
the largest detractors. From a country perspective, Sweden, the 
UK, and Mexico added the most alpha while Japan, China, and 
Taiwan generated negative relative returns. 

Our portfolio maintains positive exposures to size, earnings yield, 
dividend yield, and growth, and negative exposure to residual risk 
and leverage.  We are cautious on other factors such as momen-
tum and beta. Inflation and global economic recession risks remain 
elevated and our disciplined risk management approach on coun-
try, industry and risk factor exposures is unchanged. 

https://www.bloomberg.com/news/articles/2022-09-14/apollo-s-sambur-sees-banks-on-sidelines-for-lbos-for-months
https://www.bloomberg.com/news/articles/2022-09-14/apollo-s-sambur-sees-banks-on-sidelines-for-lbos-for-months
https://www.bloomberg.com/news/articles/2022-09-14/apollo-s-sambur-sees-banks-on-sidelines-for-lbos-for-months
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About our firm: 

DuPont Capital Management is an SEC registered investment advisor based in Wilmington, Delaware. Since the firm’s establishment in 1993, we’ve 
had a long history of developing global investment opportunities in both traditional and alternative strategies across equity, fixed income and 
alternative investments. Our investment team structure gives us the ability to be flexible and adapt to changing market conditions. DuPont Capital’s 
focus is delivering consistent investment management results for our clients.  Our history of institutional asset management is rooted back to 1942 
when our former parent company, DuPont, established a pension plan for its employees. Corteva Inc. succeeded DuPont as sponsor of the DuPont 
Pension Plan in 2019.  DuPont Capital is a wholly owned subsidiary of Corteva and continues to manage the legacy DuPont Pension Plan. 

DuPont Capital’s President and CEO, Valerie Sill believes in education and diversity of experience as represented in our investment teams which are 
comprised of PhDs, engineers, medical doctors, and scientists.  We believe their global expertise creates a portfolio implementation edge that 
benefits our clients. 

For additional information, please contact: 

Mr. William Smith 
Managing Director 
Business Development and Client Service 
(302) 477-6204 
Bill Smith@dupontcapital.com 

Important Disclosures: 

The information contained in this memorandum is intended for the sole use of understanding and evaluating the impact of market events and is not designed or 
intended to be used for any other purpose.   The document may contain forward-looking statements, which are based on current opinions, expectations and 
projections. DCM undertakes no obligation to update or revise any opinions or statements herein. Actual results could differ materially from those anticipated in 
forward-looking statements.   Information contained herein has been obtained from sources believed to be reliable, but DCM does not guarantee the accuracy, 
adequacy or completeness of such information.  An investment in securities includes risk of loss. There is no guarantee that any investment in the securities 
mentioned will be profitable.  Past performance is not indicative of future results. 

This document is not intended as an offer or solicitation for the purchase or sale of any security or financial instrument or as a recommendation to invest in any of the 
securities or financial instruments discussed herein. Registration of an investment adviser with the SEC does not imply any level of skill or training.  No part of this 
presentation may be reproduced in any form. 

Composite Performance - Disclosures 

DCM is an investment adviser registered under the Investment Advisers Act of 1940.  DCM is a wholly owned subsidiary of Corteva, Inc. 2.  Performance results reflect 
the reinvestment of dividends, income and other earnings 3.  Gross-of-Fees returns are presented before management and custodial fees but after all trading 
expenses.  Net-of-Fees returns are calculated by deducting the highest applicable fee rate in effect for the respective time period from the gross return.  Actual fees 
may vary depending on, among other things, the applicable fee schedule and portfolios size.  DCM’s fees are available upon request and also may be found in Part II of 
our Form ADV.  4.  Securities and other instruments in which the composite invests may be denominated or quoted in currencies other than the U.S. dollar (Base 
Currency). Changes in foreign currency exchange rates can affect the value of an investor's account.  This risk, generally known as “currency risk,” means that a strong 
U.S. dollar (Base Currency) will reduce returns for investors while a weak U.S. dollar (Base Currency) will increase those returns. 5.  Past performance is not indicative 
of future performance.  It should not be assumed that results in the future will be profitable or equal to past performance.  These performance disclosures apply to all 
of the DCM investment performance data presented herein.    

Composite Descriptions: 

DCM Small Cap Equity (inception date – 04/01/1999) includes all accounts that are primarily invested in U.S. small cap equity securities utilizing a value-based strategy.  
This strategy, which is industry neutral, utilizes a multi-factor model that includes proprietary estimates of normalized earnings, normalized cash flow, sustainable 
growth, and quality.  Effective 07/01/2022, the benchmark changed for this composite to the MSCI USA Small Cap Index from the Russell 2000 Index.   

DCM Value Creators - US Mid Cap (inception date – 01/01/2017) includes all accounts that are primarily invested in U.S. mid cap equity securities utilizing a discount to 
intrinsic value-based strategy.  Investments are focused in companies having a favorable competitive environment, excellent management teams, superior 
fundamental outlooks, and return incentives well-aligned with shareholders.  Through in-depth fundamental research supplemented by quantitative screening, the 
portfolio targets investments possessing these characteristics which we believe have the greatest potential to generate superior per share value creation throughout 
economic cycles. The composite benchmark is the S&P 400 Index.   

DCM Value Creators - US Large Cap (inception date – 01/01/2017) includes all accounts that are primarily invested in U.S. Large cap equity securities utilizing a discount 
to intrinsic value-based strategy.  Investments are focused in companies having a favorable competitive environment, excellent management teams, superior 
fundamental outlooks, and return incentives well-aligned with shareholders.  Through in-depth fundamental research supplemented by quantitative screening, the 
portfolio targets investments possessing these characteristics which we believe have the greatest potential to generate superior per share value creation throughout 
economic cycles.  The composite benchmark is the S&P 500 Index. 
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Composite Descriptions (continued): 

DCM Merger Arbitrage (inception date – 06/01/2015) includes all accounts that invests in pending merger and acquisition deals, seeking to capture the spread 
between the target’s current price and the deal price upon close. The strategy invests in both cash and stock deals.  The strategy also invests in Special Acquisition 
Companies (“SPACs”).  The strategy portfolio weightings are dependent on the risk and return characteristics of the pending deal and SPAC opportunities. The strategy 
makes use of leverage by borrowing securities for shorting from the Prime Broker.  The gross leverage of accounts in the composite may be up to, but not exceed, 
200% of capital.  The composite benchmark is the 3 Month T-Bill. 

DCM Merger Arbitrage Enhanced (inception date – 03/01/2020) includes all accounts that invests in pending merger and acquisition deals, seeking to capture the 
spread between the target’s current price and the deal price upon close. The strategy invests in both cash and stock deals.   The strategy also invests in Special 
Acquisition Companies (“SPACs”).  The strategy portfolio weightings are dependent on the risk and return characteristics of the pending deal and SPAC opportunities. 
The strategy makes use of leverage by borrowing capital and borrowing securities for shorting from the Prime Broker.  The net leverage of accounts in the composite 
may be up to, but not exceed, 300% of capital.  The composite benchmark is the 3 Month T-Bill. 

DCM Global Ex-US Small Cap Structured Equity (Inception Date – 01/01/2015) includes all accounts invested in global small cap (Ex-US) securities that utilize a 
quantitative value-based strategy that ranks stocks based on several measures of value, sentiment and improving risk. Portfolio optimization influences stock 
weighting. This strategy is industry and country neutral.  The composite benchmark is the MSCI ACWI Ex-USA Small Cap Index. 

DCM International Equity (inception date –01/01/2017) includes all accounts that are primarily invested in non-US equity securities. Portfolio holdings include equity 
securities from developed and on occasion emerging markets. This strategy uses a bottom up fundamental approach investing in stocks that trade at a discount to 
their intrinsic value, supplemented by measures of business quality and improving fundamentals.   The composite benchmark is the MSCI World Ex-US Index.  Effective 
01/01/2020, the benchmark changed for this composite to the MSCI World Ex-USA Index from the MSCI EAFE Index. 

DCM Emerging Markets Equity (inception date –10/01/1999) includes all separately managed and sub-advised accounts that are primarily invested in equity securities 
incorporated in emerging market countries.  The strategy invests primarily in ordinary shares; however, it can also invest in American Depository Receipts (ADR), 
Global Depository Receipts (GDR) and US dollar-denominated equity securities.  This is a value-based strategy which seeks to broadly diversify holdings across 
emerging market countries, striving to overweight companies that trade at a discount to their intrinsic value, supplemented by measures of business quality and 
improving fundamentals.  The composite benchmark is the MSCI Emerging Markets Index 

Benchmark Descriptions: 

The MSCI USA Small Cap Index is designed to measure the performance of the small cap segment of the US equity market.   The returns for this index are calculated on 
a gross total return basis with dividends reinvested without the deduction of withholding taxes. The returns for this index do not include any transaction costs, 
management fees or other costs.   

The S&P 400 Index is a market-capitalization-weighted index of 400 U.S. publicly traded companies with mid-range capitalizations.  The returns for this index are 
calculated on a total return basis with dividends reinvested, however do not include any transaction costs, management fees or other costs. 

The S&P 500 Index is a market-capitalization-weighted index of the 500 largest U.S. publicly traded companies.  The returns for this index are calculated on a total 
return basis with dividends reinvested, however do not include any transaction costs, management fees or other costs. 

3-Month T-bills are issued by the U.S. Government and mature every three months.  

The MSCI ACWI Ex-USA Small Cap Index, which captures small cap representation across 22 of 23 developed markets countries (excluding the US) and 25 emerging 
markets countries. With 4,384 constituents, the index covers approximately 14% of the global equity opportunity set outside the US. This index is net total return 
which reinvests dividends after the deduction of withholding taxes.  The returns for this index do not include any transaction costs, management fees or other costs.   

The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure equity market performance of emerging markets.  
This index is net total return which reinvests dividends after the deduction of withholding taxes.  MSCI uses the maximum withholding tax rate applicable to 
institutional investors.  The returns for this index do not include any transaction costs, management fees or other costs.  

The MSCI World Ex-USA Index is a free float-adjusted market capitalization index that is designed to measure the equity market performance of developed markets, 
excluding the US.  This index is net total return which reinvests dividends after the deduction of withholding taxes.  The returns for this index do not include any 
transaction costs, management fees or other costs.  


