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Mid Cap Value Outlook
On our February 15th webinar, Stan Majcher discussed current mid
cap opportunities and how rising interest rates could impact equity
valuations. The following recap highlights his views.

Top Takeaways

Stan Majcher, CFA
Portfolio Manager

•

Slower growing sectors such as consumer staples, REITs1 and utilities reached excessive
valuations in 2016, becoming riskier investments in our opinion.

•

Approximately 30% of the Russell Midcap Value Index is composed of consumer staples, REITs
and utilities, and traded at an average of 25x earnings.

•

We focus on out of favor areas, such as financials and energy, while avoiding expensive areas of
the market.

•

In the first half of 2016, banks underperformed as investors believed rates would remain low; in
the second half, financials rebounded as interest rates rose, increasing net interest margins and
boosting profitability.

•

We believe financials remain attractive as profitability should increase in a higher rate environment.

•

With wide valuation spreads in energy, we believe there is ample opportunity to uncover attractive
businesses with solid balance sheets and undervalued assets.

•

The portfolio’s current weight in energy is 19.7%; in 2014 it was roughly half that.

•

We believe increased opportunities exist due to passive investors’ indifference to equity valuations,
which increases price inefficiencies.

•

The portfolio holds approximately 60 stocks with solid balance sheets that we believe are attractively
valued.

•

We believe the portfolio offers unlocked value, as it currently trades at approximately 7-8x
normalized earnings compared to 18x for the Russell Midcap Index.

Portfolio/index weights and earnings estimates as of 12/31/16.

You should consider the Fund’s investment objectives, risks, and charges and expenses carefully before you invest.
This and other important information is contained in the Fund’s summary prospectus and prospectus, which can be
obtained by calling 1-800-796-5606 or visiting our website at www.hwcm.com. Read carefully before you invest.
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For more information, visit us on the web at www.hwcm.com or call 1-800-796-5606.
Investing in small and medium-sized companies involves greater risks than those associated with investing in large company stocks, such as business risk,
significant stock price fluctuations and illiquidity. The Fund may invest in foreign securities which involve greater volatility and political, economic and currency
risks and differences in accounting methods.
1
REITs stand for Real Estate Investment Trusts.
The Russell Midcap Value Index measures the performance of those Russell Midcap companies with lower price-to-book value ratios and lower forecasted growth
values. The Russell Midcap Index, an unmanaged index, measures the performance of the 800 smallest companies in the Russell 1000 Index. The indexes do not
reflect the payment of transaction costs, fees and expenses associated with an investment in the Fund. It is not possible to invest directly in an index. The Fund’s
returns may not correlate with the returns of their benchmark index.
Portfolio weightings and/or sector allocations are subject to change and should not be considered a recommendation to buy or sell any security. Diversification
does not assure a profit or protect against loss in a declining market.
Mutual fund investing involves risk. Principal loss is possible.
NOT FDIC INSURED • NO BANK GUARANTEE • MAY LOSE VALUE			
The Hotchkis & Wiley Funds are distributed by Quasar Distributors, LLC
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