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 2022 closed out the year as one of the worst performing periods over the last forty-
plus years.  As we move forward, we have our eyes set on five key issues to guide us 
through the new year: 

❖ When can we expect the Fed pivot?  

❖ How should we look at corporate earnings?  

❖ Will China bail out the global economy?  

❖ What is more important: the level, the direction, or the rate of change?   

❖ How do we gain exposure to or hedge against the different economic, earnings, 
and market risks? 
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As a lot has already been written on the extraordinary nature of 
2022, there is no big need to go into the nitty gritty detail on what 
drove this “Annus Horribilis” for both equities and fixed income 
markets.  

So, the elevator pitch for U.S. equities in 2022 (as a gauge for 
global equities) goes as follows:   

• The S&P 500 year-to-date performance troughed at -24.9% in 
October before recovering to -19.4% by year end, one of the 
worst periods in the last 40+ years.   

• The negative performance was nearly entirely attributable to 
a multiple re-rating with the 12-month forward P/E falling 
from 21.4x to 17.6x. 

• The 100 most expensive stocks fell from 43.0x to 30.5x, while 
the next 400 fell from 17.2x to 14.6x 

• The 10-year Treasury yield had a heavy influence on the 
multiple contraction after rising from 1.5% to 3.9%. 

• Value fared better than Growth (-9.6% vs. -29.8%), with the 
performance differential again attributable to the level of 
multiple contraction. 

• Energy was the top performing sector while large tech lagged, 
a dynamic that weighed heavily on overall index performance. 

Using the perspectives gained in 2022, we developed five key 
questions to help us guide through 2023.  

1. When can we expect the Fed pivot?  

2. How should we look at corporate earnings?  

3. Will China bail out the global economy?  

4. What is more important: the level, the direction, or the rate of 
change?   

5. How do we gain exposure to or hedge against the different 
economic, earnings, and market risks? 

When Can We Expect the Fed to Pivot? 

We believe that inflation remains the primary concern for the 
Federal Reserve and we need to see it come down further to hear 
a change in tone.  

Goods disinflation is already underway as unrestricted supply 
chains meet a less confident consumer. Food and energy prices 
will be volatile but can be helped by better comps as the year 
progresses. Shelter prices, which are generally perceived as sticky, 
will require patience, seem to be heading in the right direction as  

 

the real estate market continues to cool. Wage growth and 
average hourly earnings represent the biggest structural concerns.  

If the more positive expectations on inflation play out, the 
attention of the Federal Reserve may shift to economic growth 
(Exhibit 1).  The shift in priorities may also depend on the severity 
of the economic slowdown. 

However, we think it likely that relative strength in the labor 
market, combined with private balance sheet strength 
(households, corporates, and banks), can limit the severity of the 
expected economic downturn.  Consensus seems to be moving in 
the direction of a relatively mild short-lived downturn (with a 
higher probability of a deeper recession in Europe).  As mentioned 
in a research paper of the San Francisco Fed, employment and 
changes in employment will be better or more timely recession 
indicators in the current environment than the yield curve (1).  

In a scenario of a shallow recession and continued labor market 
strength, the Fed Pivot will look like a “stop hiking” rather than a 
“start cutting” rate cycle, which has important implications for 
sector and style leadership in the equity market.  

How Should We Look at Corporate Earnings? 

While top line earnings held up very well during 2022, earnings 
estimates for 2023 started coming down in earnest in the 2nd half. 
More important than the absolute downgrades was the breadth of 
the downgrades (as depicted in Exhibit 2 on the next page). We 
are expecting more downgrades, based on a broad swath of 
macro-economic indicators, with margin pressure being the main 
driver of the downgrades to come (pricing power versus cost 
pressures).  

Market Observations 
Lode Devlaminck, Managing Director, Equities  

EXHIBIT 1:  12-MONTH US INFLATION FORECAST 

Source: Citi US Economics Weekly, 12/30/2022  
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As a result, we believe sustainable pricing power will remain an 
important stock selection criterium in 2023. We also expect 
dispersion in growth rates, profitability, earnings revisions, and 
performance to persist in the short-term.   

Relative performance will be driven by sensitivity to macro factors 
(mostly economic growth, interest rates and geographic exposure) 
and estimate revisions. As we are going through a macro regime 
change, we believe both these factors (and changes to these 
factors) will be more important drivers of performance than 
relative valuation or growth.   

Looking at relative earnings estimates by sector, we see growth 
being pushed out for sectors like Health Care, IT and 
Communication Services. Growth sectors like media & 
entertainment (Google, Meta), cons. discretionary (Amazon, Tesla) 
and semiconductors continue to see some of the worst estimate 
downgrades. 

Banks, Insurance, and Energy continue to benefit from unique 
macro circumstances, providing stand-out estimate revisions, 
while earnings revisions for defensive sectors like consumer 
staples and utilities are typically less volatile.  

From a geographic perspective, we see the U.S. now lagging the 
rest of the world after weak Q3 earnings relative to expectations, 
while the more cyclical markets (Japan and Europe) have been 
remarkably resilient (potentially helped by weak currencies). 
Estimates for Emerging markets have almost consistently lagged 
the rest of the world since 2020.  

Can China Bail Out the Global Economy? 

China’s reopening is proceeding much faster than expected, and 
we can expect a full reopening by the end of Q1. Chinese GDP 
growth in 2023 could come in around 5.3% (with upside potential 
depending on the pace of the reopening and size of pent-up 
demand).  

The acceleration in Chinese growth may be a little less friendly to 
the global economy as it might have been in the past for a couple 
of reasons. First, the biggest boost in economic activity next year 
will come from services (like travel), which doesn’t really support 
other countries’ exports.  Second, given the global political 
landscape there is a growing bias towards import substitution in 
China, and so the ‘marginal propensity to import’ is likely falling. 
Third, a reopening of China’s borders might result in a measurable 
deterioration in the balance of payments, because the incentives 
to bring capital out of China are strong, given that i) the property 
market is no longer a reliable store of value, and ii) the U.S.-China 
interest differential has moved in favor of the dollar.  And fourth, a 

halt to a finished goods re-stocking in developed markets can drive 
down offtake, end-use consumption, and investment.  

We therefore look for more selective opportunities in direct 
beneficiaries of China re-opening like travel retail and luxury. 
Exhibit 3 above shows Chinese travel spend over the years and 
gives an indication of the potential upside for global travel spend if 
we go back to historic levels. Almost 40% of Chinese travel spend 
was spent on goods and almost 70% of Chinese luxury goods 
spend was done while traveling (due to large price differentials).  

 

 

EXHIBIT 3:  CHINA’S OUTBOUND TRAVEL EXPENDITURES (USD BN) 

Source: Citi China Economics: The coming revival of a Trillion Yuan Market, 01/03/2023  

EXHIBIT 2:  LAST 3-MONTH GLOBAL SECTOR EARNINGS REVISION RATIOS  

Source: BofA Global Research: Global Earnings Revision Ratio, 01/03/2023  
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What is more important: the level, the direction, or the rate of 
change?  

Estimate revisions and changes to estimate revisions have 
historically had a high correlation with market performance and 
forward PE ratios (as seen in Exhibit 4).   They also become much 
more important at macro-economic inflection points as the 
markets tend to move ahead of earnings.   

At the sector or stock level, the correlation between estimate 
revisions and changes to estimate revisions is more nuanced and 
largely depends on the nature of the sector.  

The short-term level of growth or profitability is generally well 
understood by the market, the sustainability of the level less so 
(important for long-term steady compounders). 

The direction of earnings (rather than the revisions) combined 
with valuation is more important for stable/defensive sectors like 
consumer staples or telecoms.  

The rate of change is more important for more cyclical sectors like 
semiconductors, banks or commodities.  

How do we gain exposure to or hedge against the different 
economic, earnings and market risks? 

While we expect continued volatility and dispersion, 2023 has the 
potential to be different from 2022 during which equities fell and a 
combination of defensives and inflation beneficiaries 
outperformed for most of the year. Gaining line of sight on both a 
Fed pivot and a trough in the global economic cycle could trigger 
an equity market rally and cyclical rotation at some point in 2023.  

The two main reasons we have not yet reached that point are:  

1. Inflation needs to fall further before Central Banks stop hiking 
or start loosening. 

2. Earnings estimates are not fully reflecting the negative impact 
of weaker economic conditions and tighter monetary policy.   

The way we look to position the portfolios for this changing 
environment is to combine a number of company and stock 
characteristics.    

We continue to focus on a diversified set of steady compounders 
(companies that have demonstrated high and stable or improving 
earnings growth and profitability over the long-term) to create a 
high stock specific risk profile and avoid short term macro 
volatility.   

We are also advocating to position part of the portfolio towards 
companies that combine cyclical and structural themes (like 
beneficiaries of a renewed capex cycle, re-shoring, energy 
efficiency, and de-carbonization). The combination of some 
cyclical beta with underlying longer-term growth creates a better 
risk reward profile in this environment, rather than purely focusing 
on pure cyclicality or growth.  

Another way to better anticipate a change in market direction is to 
track estimate revisions and changes to estimate revisions (2nd 
derivative). This can also help decrease the pure market beta of 
the portfolio and gain more stock or sector specific risk. Due to this 
factor, we continue to have a constructive view on financials and 
energy.   

The market will continue to be driven by top-down factors, with 
economic growth and inflation expectations at the core of the 
debate. Volatility and potentially large moves in bond yields 
cannot be excluded and it remains important to be aware of the 
interest rate sensitivity of the portfolio to either position the 
portfolio for or protect against these moves.   

Sources: 

(1) FRBSF Economic Letter: Recession Prediction on the Clock, 
Thomas Mertens, 12/27/2022  

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

Source: BofA Global Research: Global Earnings Revision Ratio, 01/03/2023  
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Performance (gross/net) as of December 31, 2022  

*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) 6.8  (19.7) (19.7) 9.0  12.2  — — 14.2  

  Net of Fees 6.7  (20.1) (20.1) 8.5  11.7  — — 13.7  

S&P 500 Index 7.6  (18.1) (18.1) 7.7  9.4  — — 11.4  

DCM Value Creators—US Mid Cap*  (inception date – 01/01/2017) 12.3  (14.0) (14.0) 5.3  8.1  — — 10.2  

  Net of Fees 12.2  (14.5) (14.5) 4.7  7.5  — — 9.6  

S&P 400 Index 10.8  (13.1) (13.1) 7.2  6.7  — — 8.2  

DCM Small Cap Equity*  (inception date – 04/01/1999) 12.1  (15.2) (15.2) 5.1  5.0  9.4  8.0  9.9  

  Net of Fees 11.9  (15.9) (15.9) 4.2  4.2  8.5  7.1  9.0  

MSCI USA Small Cap Gross Index** 8.0  (19.2) (19.2) 3.6  4.4  9.2  7.3  8.0  

DCM Merger Arbitrage*  (inception date – 06/01/2015) 1.5  1.9  1.9  5.5  5.2  — — 4.7  

  Net of Fees 1.3  1.4  1.4  5.0  4.7  — — 4.1  

3 Month T-Bill 0.9  1.5  1.5  0.7  1.2  — — 1.0  

DCM Merger Arbitrage Enhanced*  (inception date – 03/01/2020) 2.0  0.7  0.7  — — — — 10.4  

  Net of Fees 1.8  0.1  0.1  — — — — 9.4  

3 Month T-Bill 0.9  1.5  1.5  — — — — 0.7  

          

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

DCM Emerging Markets Equity*  (inception date –10/01/1999) 14.4  (13.4) (13.4) (3.0) (1.4) 0.5  1.5  7.8  

  Net of Fees 14.2  (14.2) (14.2) (4.0) (2.5) (0.7) 0.3  6.6  

MSCI EM Index 9.7  (20.1) (20.1) (2.7) (1.4) 1.4  0.6  6.4  

DCM International Equity*  (inception date – 01/01/2017) 15.4  (19.8) (19.8) 0.6  1.5  — — 5.5  

  Net of Fees 15.2  (20.3) (20.3) (0.0) 0.9  — — 4.8  

MSCI World ex-US Index*** 16.2  (14.3) (14.3) 1.3  1.8  — — 5.3  

DCM Global ex-US Small Cap Structured*  (inception date – 01/01/2015) 14.0  (19.3) (19.3) 1.5  1.4  — — 5.8  

  Net of Fees 13.8  (20.0) (20.0) 0.7  0.6  — — 4.9  

MSCI AC World ex USA Small Cap Index 13.3  (20.0) (20.0) 1.1  0.7  — — 4.8  
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In the fourth quarter of 2022 equity prices rose materially on 
expectations that the U.S. Federal Reserve would slow its pace 
of aggressive interest rate hikes. It appears CPI has peaked and 
inflation is subsiding, albeit at an uncertain pace. Inflation on 
goods may be waning while services appear potentially stickier. 
Expectations of peak interest rates and even potential future 
reductions now dominate the conversation for CY23. Either 
way, the moderation in the pace of interest rate hikes was wel-
comed by the equity markets.   

While there may be a faint, shimmering light at the end of the 
tunnel of rampant inflation, we are well aware that the light 
may in fact be the oncoming freight train of economic reces-
sion. For this reason, we ardently focus on companies that have 
durable franchises and proven management teams who know 
how to adapt near-term operations in a dynamic macro envi-
ronment while continuing to make long-term value creating 
investments. Free cash flow generation is important in good 
times, but an absolute requirement in weaker times. Therefore, 
we welcome periods of volatile equity prices in the short-term 
as they often provide sharp price dislocations of those fran-

chises who can reliably sustain high levels of free cash flow 
through thick and thin. 

Large Cap Portfolio  

During the quarter, the portfolio was negatively impacted from 
its overweight position in Amazon which was hurt by prospects 
for slower near-term growth due to weaker consumer on-line 
spending and a deceleration in cloud demand for Amazon Web 
Services.  Offsetting this were select holdings such as Mettler 
Toledo, Mastercard, and TJX Companies which outperformed 
during the quarter due to solid earnings and fundamental out-
looks. 

During the quarter, we made some modest adjustments to the 
portfolio.  We initiated positions in Estee Lauder and CarMax, 
and boosted our position in Amazon, all of which have come 
under pressure due to short-term concerns and offer increas-
ingly attractive long-term risk-reward.  Estee Lauder shares 
underperformed significantly during 2022 due to significant 
slowing in its international business, especially in China/Asia, as 
well as pressure from the strong U.S. dollar.  We believe that 
this slowing of fundamentals will more than likely be temporary 

Value Creators - U.S. 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 83.5 46.0 50.0 50.0 

Debt/EBITDA 3.1 6.4 2.3 3.2 

Growth         

Dividend Growth  5 year 14.8 7.9 12.4 10.8 

EPS Growth  3 year 16.1 28.5 16.6 17.0 

EPS Growth  5 year 18.5 19.7 20.0 17.0 

Profitability         

Return on Equity 23.2 17.2 26.8 23.7 

Return on Assets 10.0 6.0 10.1 7.1 

Valuation         

Price/Earnings using FY2 Est (ex Negatives) 17.9 13.0 20.0 16.5 

Price/Cash Flow 21.0 14.1 23.5 19.9 

Price/Book 3.5 2.2 4.5 3.6 

Price/Sales 2.0 1.1 2.8 2.2 

Dividend Yield 0.7 1.8 0.8 1.8 

Exhibit 5:  Value Creators Portfolio Characteristics (as of 12/31/2022) 

As of December 31, 2022 
Source:  DuPont Capital, Capital IQ 
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although we do not pretend to know when the pressures might 
subside.  We do believe it is a question of when and not if.  We 
modestly trimmed our positions in DollarTree, Dollar General, 
and General Dynamics 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 its 
overweight position in Ross Stores which may be a indicator of 
a relative trade down in the Consumer Discretionary space. We 
view this as another potential piece of evidence of a slowing 
economy as the months of high inflation start to flow through 
to Main Street USA. This gain was offset by continued weakness 
in Internet Media & Services names such as Match Group and 
IAC Inc as they face pressures of slowing advertising growth, 
increasingly strict regulatory environment around technology 
names, and weakening macro-economic fundamentals. 

 

During the quarter, we made some modest adjustments to the 
portfolio.  We added to our positions in retailer CarMax and 
beverage can maker Crown Holdings. We believed both names 
were unfairly beaten down on negative news from respective 
competitors. Both names have strong long-term fundamental 
outlooks with capable management teams in place to weather 
potential shorter-term macro-economic downturns. We 
trimmed our position in The Toro Company as the stock has 
had an impressive run, getting ever closer to our estimate of 
intrinsic value. This, in combination with the uncertainties 
around the U.S. Residential real estate market led to the sell 
decision.   

At the time of writing in December, the 2022 market switchback 
ride is not quite complete.  However, barring a particularly cruel 
(or localized) European Yuletide, we are on course for the first 
calendar year since the Great Financial Crisis when the MSCI 
Europe benchmark outperforms its U.S. counterpart on both a 
local currency and US dollar basis. 

In recent memory, Europe has only won the annual trophy for 
transatlantic equity returns a handful of times—once in local 
currency terms (2015) and twice when dollar-denominated (2012 
and 2017). In many ways these outlier or trend-defying events 
were generally not blue ribbon years for markets overall, with 
European ascendancy having an air of faute de mieux about it. 
To help dispel this cliched “even a stopped clock is right twice a 
day” indifference toward an asset class that has only prevailed (in 
dollar terms) every fifth year, consider this distinction. Unusually, 
large cap Europe’s relative outperformance in 2022 has come in a 
predominately risk-off environment of sharply negative, double-
digit equity returns globally. Not typically a scenario associated 
with Euro-defensiveness, particularly when—as we mentioned last 
quarter—regional equity outflows have been pronounced. 

Much of the explanation for this can be attributed to two items.  
Firstly, the normalization process that is underway in monetary 

policies as central banks underscore their inflation-taming 
credentials and commitments. Higher nominal interest rates have 
led to a heavier discounting and de-rating of long duration growth 
names in the U.S.  Stylistically, it has been a banner year for Value 
stocks over the Growth champions of the past decade. 

Secondly and more fundamentally from a bottom-up perspective, 
earnings in Europe have demonstrated greater resilience this year, 
even into the jaws of unfolding economic slowdown.  Market 
composition considerations come into play here, with the higher 
weighting to previously dormant Energy and Financial sectors 
becoming catalyzed by oil prices and non-negative base rates. It 
must also be noted that many globally-competitive European 
multinationals across Consumer Staples, Pharma, Industrials, and 
Utilities have enjoyed inflation-matching pricing power and 
currency tailwinds. 

Looking forward, what is the likelihood that Europe can 
outperform the U.S. for a second consecutive year? After all, we 
have not witnessed such back-to-back “beats” since the halcyon 
days of 2006/07 when post-Greenspan excesses and double-digit 
GDP growth from industrializing China had spillover effects 
globally. 

International Equity 
Andrew Smith, CFA, Associate Portfolio Manager and Senior Equity Analyst 
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The prospects of an encore performance seem decent.  Interest 
rate rises in the Eurozone are on a slight lag to those to the U.S. 
and are expected to hit a plateau next year while the Federal 
Reserve should start to ease of the brakes slightly if inflation 
dynamics cooperate (Exhibit 6). The steeper base rate curve in 
Europe is fertile ground for banks’ net interest margins (deposit-
loan spreads) and we have become increasingly interested in 
countries such as Spain and Ireland where lending conditions are 
well-supported by structural and product mix factors and macro 
concerns appear sufficiently allayed by capital buffers.  Oil prices 
are unlikely to unwind dramatically, even if economic activity 
softens. Russia will remain ostracized even if military tensions de-
escalate and the broader OPEC club appears resolute in its own 
modest, stability-seeking supply responses. 

Inflation-busting pricing power among corporates is likely to grow 
scarcer in 2023 as household savings reserves and corporate 
confidence wane.  However, we reiterate the through-cycle and    
all-weather nature of many high-quality companies in cyclical 
sectors.  Those with the ability to provide productivity or tangibly 
accelerated payback periods around themes of digitization (IT 
Services) or energy efficiency (electrical equipment and renewable 
Utilities) should be able to maintain premium pricing dynamics.  
Business models with high levels of recurring revenues, often via 
ancillary services or pre-eminent brands, also tend to see relatively 
resilient margins during period of above average inflation or 
economic uncertainty. 

It may take a few more quarters for investors globally to fully 
absorb the regime change away from zero or non-negative 
nominal interest rates, in terms of re-anchoring from valuation 
heuristics and “rules of thumb” that held sway for over a decade 
pre-pandemic.  That process could be akin to the mid-2000/02 
period in the aftermath of the TMT bubble when, on average, the 
most expensive stocks and sectors underwent a slow-burn phase 
of steady underperformance.  It was also a period when, despite 
negative market downdrafts, Europe was consistently able to 
match the U.S. from both earnings and returns perspectives. 

After this year’s ride on the roller coaster comes to a halt, investors 
may have to navigate the geographic house of mirrors in 2023: a 
disorienting but ultimately less stomach-churning corner of the 
equities theme park.  

EXHIBIT 6:  FED VS ECB BASE RATE MARKET EXPECTATIONS 

Source: Exane, Bloomberg 

US 

ECB 
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Each December we are often asked “what is your outlook for next 
year.”  Despite the uncertainty in forecasting the future, most 
years it is easy to give an answer that suggests returns somewhere 
around historical averages.  This is not one of those easy Decem-
ber forecasts; there are multiple crosscurrents that could take the 
market to extremes.   

The unprecedented simultaneous monetary tightening by global 
central banks has been the leading story in the second half of 2002 
and will likely continue to exert a dominant influence in 2023.  The 
sharp reversal in financial liquidity is sure to put more borrowers 
into stressed situations before central banks achieve their inflation 
goals.  Additionally, the fiscal stimulus provided so prolifically dur-
ing the Covid years is now turning into frugality.  The contraction 
of both monetary and fiscal policy bodes ill for economic growth in 
the coming year, causing many prominent economic forecasters to 
suggest a global recession is inevitable.   

For emerging markets, economic growth in China is the most im-
portant variable and it is not good.  A combination of restrictive 
Covid-19 policies and a weak real estate market has pushed Chi-
nese economic growth to multi-decade lows.  The poor economic 
growth backdrop couple with deteriorating relations with the U.S. 
has caused international investors to decrease their investments in 
China.  However, each of these factors are well known, under-
stood, and therefore likely accounted for in equity market valua-
tions.  We also believe there are reasons why each of these head-
winds may become less bad as we head into the new year.  China 
has finally loosened its restrictive Covid-19 policies, multiple prop-
erty support measures have been announced, and there are some 
signs of stabilizing relations with the U.S.  A positive change in 
these factors coupled with pent-up savings in China could create a 
powerful boost to the Chinese economy and emerging markets in 
aggregate.   

During the quarter we continued to take advantage of equity mar-
ket volatility to purchase high-quality companies with good growth 
prospects at very attractive valuations.  Among the new purchases 
were a Greek gaming company and a Chinese snack food manu-
facturer.  We also significantly increased our position in one of 
China’s leading e-commerce platforms.  The Greek gaming compa-
ny has been able to use its dominant lottery and on-premises gam-
ing business to fund both growth in online gaming and generous 
shareholder returns.  Temporarily high input costs and Covid-19 
associated disruptions provided a good valuation entry point into a 

leading Chinese snack food manufacturer that has historically 
earned very good returns on capital.  Uncertainty regarding the 
status of Chinese ADRs and other sentiment driven factors caused 
one of China’s leading ecommerce platforms to fall sharply.  This 
sharp price decline gave us an opportunity to increase our position 
at extremely attractive valuations, we have since reduced the posi-
tion as the share price recovered.   

Our 2023 forecast is for volatility to remain elevated.  Our bias is to 
be more positive on China than most investors but carry a more 
cautious view on the aggregate emerging equity market given the 
pace of monetary tightening.  That said, we are finding very good 
opportunities at the stock level that lead us to expect a positive 
medium-term return outlook for emerging markets.  We have 
been able to add companies with strong returns on capital, strong 
free cash flow generation, and good growth prospects and reason-
able valuations.  We will continue to look for this favorable blend 
of characteristics in managing the portfolio for long-term success.   

 

 
DuPont Capital  

Emerging Markets 
MSCI Emerging  
Markets Index 

# of Securities 89 1,375 

Active Share 77.5 -- 

P/E using FY1 Est 8.6 10.1 

P/E using FY2 Est 8.0 10.6 

Price to Cash Flow 7.7 13.0 

Dividend Yield 3.3 3.1 

Est 3 Yr EPS Growth 13.6 22.3 

Est 5 Yr EPS Growth 8.7 13.8 

Price/Book 1.3 1.6 

ROE 15.5 15.5 

ROA 5.6 5.3 

Total Debt to Capital 28.8 29.2 

Market Capitalization 102,921 94,182 

Exhibit 7:  Summary of Portfolio Characteristics 

As of December 31, 2022 
Source:  DuPont Capital, Capital IQ 

Emerging Markets Equity 
Erik Zipf, CFA, Head of Emerging Markets Equity 
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Updates.  When I was growing up, updates were something you 
got on the latest news, or the updated status of a loved who 
was sick—basically a new piece of information on something of 
importance to you.  Today, when I receive an update, it’s 
usually of the information technology variety—a software 
update.  And they usually come in a forced or coerced nature, 
like when your banking app refuses to work unless you update 
it, or when your computer threatens to automatically reboot 
every 15 minutes to update its bios software, throwing you into 
an “I need to save everything now” panic.   Today, we would 
like to deliver an old fashioned information update on factor 
drawdowns. 

In the piece we wrote a year ago, we discussed the concept of 
factor drawdowns and the historical insight they can give into 
future factor performance.  We defined a drawdown simply as 
performance from a high to the subsequent low.  Factors are 
selected because they exhibit positively sloping spread (the 
spread being the difference between the performance of the 
best quintile of stocks minus the worst quintile of stocks), so 
drawdowns tend to be short lived and “filled” quite quickly.  
Exhibit 8 shows drawdowns greater than 5% in magnitude, with 
updated data shaded in grey. Please note that there was a 
benchmark change for the small cap product, moving from the 
Russell 2000 index to the MSCI U.S. Small Cap index.  This 
slightly altered the universe so the historical factor history has 
marginally changed.    

Our previous conclusion was that given Cash Flow Value and 
Asset Value factors had almost completed their recovery, the 
Earnings Value factors were expected to follow shortly.  As can 
be seen, this was accomplished in quite speedy fashion.   

We also note that almost all Value factor performance 
drawdowns tend to take long periods of time to materialize 
relative to their recoveries, which are quite short and sharp in 
nature.  Almost all drawdowns show this asymmetry pattern 
where the performance recover is 3 or more times quicker than 
the performance drawdown.  This relationship, however, does 
not hold when we look at the rest of the factor investment 
universe. 

In Exhibit 9, we have condensed the rest of our factor universe 
into three factor families—Growth, Sentiment, and Quality.  
While we do see drawdowns being filled, we do note that the 
drawdown vs. recovery pattern tends to be opposite to Value’s 
experience.  These factors tend to experience more sudden and 

quick performance drawdowns, but their subsequent 
recoveries tend to be more drawn out and prolonged.   
Interestingly, the Sentiment factor has historically been the 
slowest to recover, but during this recovery it has been the 
fastest.  Digging under the hood, the Price Momentum factor 
has been the biggest driver of the differentiated recovery and 
we believe this is more a function of the speed of the market’s 
rebound this recovery versus past recoveries. 

 

Exhibit 8:  Value Composite Drawdowns Greater than 5%  

Source:  DuPont Capital, Barra, Russell, MSCI 

Exhibit 9:  Factor Drawdowns Greater than 5%  

Source:  DuPont Capital, Barra, Russell, MSCI 

US Small Cap, Structured Equities 
Caleb Piper, CFA, Portfolio Manager and Senior Investment  Analyst 
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Also of note is that the Growth and Quality factors have yet to 
complete their performance recovery.  We think the setup 
looks particularly  promising for Quality factors to continue 
their outperformance.  We believe the lagged effects of the 
continued tightening by central banks around the world will 
continue to weigh on economic conditions.  We believe this, 
coupled with balance sheet stress from high interest rates, will 
continue to create conditions favorable to Quality factor 
outperformance.  As such, we recently increased our weight to 
profitability factors (part of the Quality factor family) in the 
model. 

 
Merger Arbitrage 
Harris Arch, CFA, Portfolio Manager and Senior Equity Analyst 
Dan Moore, CFA  Portfolio Manager, Merger Arbitrage 

In recent weeks, the number of new M&A transactions has 
continued to slow down.  There are several causes of the 
decline.  Corporate buyers are currently more focused on 
ensuring that their organization is able to withstand pending 
economic weakness rather than assuming the financial and 
organization risks of acquiring another company.  Additionally, 
banks have been less willing to lend since the ability to offload 
the debt has proven difficult and costly.  Private credit has 
provided financing in select transactions, but for M&A activity 
to materially pick up, there needs to be a recovery in the public 
debt markets.  As discussed in previous monthly commentaries, 
the increasingly stringent regulatory environment has also 
provided another headwind to M&A.  While deal flow is not as 
robust as previous years, there is still activity and opportunity 
to invest.   

 

 

 

 

 

 

 

 

 

 

 

In SPACs, we are marking the two-year deadline for most SPACs 
that were issued during the peak in Q4 2020 and Q1 2021.  In 
cases where a SPAC is liquidating, we are receiving our initial 
investment plus interest.   

As cash on hand continues to build in our portfolio from SPAC 
redemptions and fewer new deals, we are being patient in 
deploying capital.  Often, periods of market selloffs provide 
good entry points for existing arb spreads.  This year has been 
one of survival and defense within our merger arbitrage 
portfolio.  By building up our cash on hand, we preserve the 
optionality to pivot to offense when the opportunity presents 
itself. 
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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 

1. 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 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 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-US 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-US 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 are attractively priced (low price-to- earnings, price to book and/or price to cash flow ratios) relative 
to other companies in the index.  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.  

MSCI ACWI (All Country World Index) Ex-US Small Cap Index, which captures small cap representation across 22 of 23 developed markets countries (excluding the US) 
and 27 emerging markets countries. With 4,246 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-US 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.  


