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SEPTEMBER 30, 2019 

MARKET OVERVIEW 

The S&P 500 Index hit new all-time highs in July and posted 

a 3Q return of 1.70%, but it was a much tougher quarter for 

small cap stocks, and especially for small cap growth stocks. 

The Russell 2000 Growth Index recorded a -4.17% return,  

the worst 3Q performance among the nine style-box 

categories. On a year-to-date basis, the Russell 2000 Growth 

Index provided more respectable performance with a 15.34% 

return (vs. the S&P 500’s 20.55%), but it is worth noting that 

the Index remains roughly 12% below its August 30, 2018 

all-time high and is down about 9% on a trailing one-year 

basis.  

 

Investors’ appetites for riskier, unprofitable companies  

waned in the quarter. This had a major impact on the Russell 

2000 Growth’s performance as, historically, approximately 

one-third of the companies making up the Index are 

unprofitable on a trailing 4-quarter basis. Health Care was  

particularly hard-hit (-9.64% sector return) because almost 

65% of the companies making up this sector in the Index 

were unprofitable over the last 12 months. (Also contributing  

to the group’s weakness was the unveiling of several 

Presidential candidates’ health care plans.) Notably, with a 

sector weight of 27.54% and a -9.64% 3Q return, Health Care 

accounted for about two-thirds of the Index’s -4.17% return. 

 

At the same time, the broader stock market’s breadth 

remained healthy in the quarter, with the Advance/Decline 

line hitting new highs in mid-September. Using the Russell 

3000 as a proxy for the broader market, eight of its 11 sectors 

reported positive returns for an Index performance of 1.16%. 

The top performers were in Utilities (8.00% return) and Real 

Estate (7.52%) while the bottom performers were Energy  

(-7.56%) and Health Care (-3.34%). 
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PORTFOLIO REVIEW                                             TOP CONTRIBUTORS                                          

The Small Cap Growth portfolio’s gross of fees return of 

1.02% outperformed the benchmark by 519 bps, while its  

net return of 0.89% outperformed by 506 bps. Stock selection 

accounted for the majority of the positive relative return, 

highlighting the benefit of the strategy’s profitability 

requirement along with the team’s bottom-up research and 

decision-making methodology. 

 

The Health Care sector contributed 406 bps to relative 

performance, with 378 bps from stock selection and 28 bps 

from an underweighted allocation. The portfolio’s sector  

return of 6.55% was over 1,600 bps ahead of the benchmark 

sector’s -9.64% return. Among the portfolio’s 12 holdings  

in this sector, eight posted positive returns with three over  

25%, demonstrating the value of the strategy’s profitability 

requirement in a choppy market. 

 

Stock selection in the Real Estate sector added 64 bps to 

relative return, with portfolio sector performance of 19.00%  

vs. 2.82% for the benchmark sector. 

 

The Information Technology sector added a total of 66 bps  

to relative return, with 47 bps from stock selection and the 

remainder from its overweight positioning to an outperforming 

sector. This portfolio sector recorded a 3Q return of -0.07% 

compared to -1.94% for the bogey’s sector.  

 

The portfolio’s Industrials sector also posted a positive return, 

2.76%, which compared favorably to the benchmark sector’s  

-0.81% and added 44 bps to relative return.  

 

Stock selection in the Financial sector added 29 bps to relative 

return, with portfolio sector performance of -1.06% vs. -3.47% 

for the benchmark sector. 

 

The portfolio did not fare as well in the two consumer-centric 

sectors. Stock selection in the Consumer Staples sector cost  

47 bps of relative return with a -18.58% return vs. 4.23% for 

the benchmark sector while an underweight to this strong  

sector cost another 4 bps. Stock selection in the Consumer 

Discretionary sector cost another 30 bps, with a portfolio  

sector return of -5.62% compared to -3.62% for the Index 

sector. 

 

Shares of Medpace Holdings, Inc. (MEDP), a full-service 

clinical contract research organization (CRO), reacted 

positively to its 2Q earnings surprise and backlog growth. 

Backlog grew 19.6% to $1.2 billion from $980 million a year 

ago, while quarterly earnings came in 28% above consensus 

estimates.  

 

A manufacturer of pharmaceutical active ingredients, 

Cambrex Corp. (CBM), was strong in the quarter as a result 

of the company signing a definitive agreement to be acquired 

by Permira Funds for $60 in cash per share representing a  

47% premium to the August 6th closing price. We believe  

this is a fair price and, therefore, sold the shares.   

 

MasTec, Inc. (MTZ), a leading infrastructure construction 

company, reported strong 2Q19 financial results that exceeded 

expectations on revenues and earnings. This is the second 

consecutive quarter of operational outperformance.  

 

 

 
 

Extreme value retailer, Ollie’s Bargain Outlet (OLLI), 

reported disappointing 2Q19 results punctuated by a 

comparable store sales decline of 1.7%. The decline was  

driven by supply chain pressures associated with the timing  

and number of new store openings in fiscal 2019. We believe 

these issues to be short lived and expect the company to get 

back to its 20% earnings growth trajectory.     

 

PTC, Inc. (PTC), a leading industrial software company, 

delivered disappointing fiscal 3Q19 financial results. The  

main driver cited in the quarter was attributed to challenges  

in transitioning customers in smaller markets away from their 

perpetual license model towards a subscription-based model. 

We believe these issues will be transitory as customers begin  

to appreciate the benefits of the subscription model. 

 

Engineering and consulting solutions firm, NV5 Global, Inc. 

(NVEE), reported relatively strong 2Q financial results with 

gross revenues and net income increasing by 23% and 15%, 

respectively. Backlog increased by 43% year over year.  

Higher than expected acquisition integration costs took away 

from the expected leverage during the quarter. We believe 

these issues will be resolved and the company remains well 

positioned for the foreseeable future. 

BOTTOM CONTRIBUTORS 
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With portfolio turnover of 3.36% in the quarter, positioning 

changed little since June. The Cambrex Corp. (CBM) 

holding was sold as the company is being acquired by 

Permira Funds for $60 a share, a 47% premium from the 

pre-announcement price. MarketAxess Holdings, Inc 

(MKTX) was trimmed due to the growth of its position size 

from its ~60% YTD performance. The position of Medifast, 

Inc. (MED) was increased due to its attractive valuation and 

a new position in Syneos Health, Inc. (SYND) was added. 

 

 

 
 

The team remains constructive and believes stocks can 

continue to grind higher over time driven by earnings growth 

in what should continue to be a relatively low interest rate 

environment. The portfolio’s emphasis remains in 

Information Technology with a 25.5% weighting, Healthcare 

(23.3%), Consumer Discretionary (14.2%), Industrials 

(13.0%) and Financials (9.2%). The portfolio continues to be 

underweighted to Communication Services, Energy and 

Utilities. 

    

 

PORTFOLIO POSITIONING 

TOP AND BOTTOM ABSOLUTE CONTRIBUTORS 

3Q 2019 TOP CONTRIBUTORS WEIGHT RETURN IMPACT 

Medpace Holdings, Inc. 3.45% 28.46% 86 bps 

MasTec, Inc. 3.60 26.00 84 

Cambrex Corp. 0.92 28.18 66 

CyrusOne, Inc. 1.83 37.91 61 

Ceva, Inc. 2.15 22.63 41 

 

3Q 2019 BOTTOM CONTRIBUTORS WEIGHT RETURN IMPACT 

Ollie’s Bargain Outlet 2.13% -32.68 -81 bps 

PTC, Inc. 1.84 -24.04 -55 

NV5 Global, Inc. 2.85 -16.13 -52 

Funko, Inc. 2.82 -15.05 -45 

Biotelemetry, Inc. 1.99 -15.41 -35 

 

SMALL CAP GROWTH COMPOSITE PERFORMANCE NOTES: 

Campbell Newman Asset Management, Inc., formerly Campbell, Newman, Pottinger and Associates, Inc., is a privately held, independent investment adviser registered with the 

Securities and Exchange Commission. Registration does not imply a certain level of skill or training. The firm provides advisory services under equity strategies to taxable and 
tax-exempt clients. The small cap composite is comprised of a tax-exempt portfolio that has a market value greater than or equal to $50,000 and holdings that are primarily small 

cap growth stocks and cash.  For comparison purposes, the small cap composite performance is shown against the Russell 2000 Growth benchmark. The Russell 2000 Growth 

Index measures the performance of the small-cap growth segment of the U.S. equity universe. It includes those Russell 2000 Index companies with higher price-to-value ratios 
and higher forecasted growth values. Performance of the Russell 2000 Growth Index includes reinvestment of all dividends.  (Source: http://www.russell.com). Small cap 

composite performance results include the reinvestment of all income. All returns presented are calculated using U.S. dollars. Returns are presented gross and net of management 

fees. Returns reflect the deduction of advisory fees, brokerage or other commissions, and any other expenses that a client would have paid or actually paid, other than custodial 
fees.  In most instances, returns must be shown net of fees. Net of fees performance is calculated using actual management fees. The Small Cap Tax-Exempt composite includes 

proprietary account(s) that is(are) non-fee-paying.  Past performance is not indicative of future results. To receive a complete list of Campbell Newman Asset Management Inc.'s 

composite descriptions and/or a presentation that adheres to the Global Investment Performance Standards (GIPS), contact:  CN Marketing, 330 East Kilbourn Avenue, Suite 

1125 Milwaukee, WI  53202, Telephone:  414-908-6670.  Campbell Newman Asset Management, Inc. claims compliance with the Global Investment Performance Standards 

(GIPS).   

 


