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RS SMALL CAP VALUE STRATEGY 
QUARTERLY COMMENTARY 

 As of March 31, 2023  

Market Commentary  

The first quarter of 2023 started off well enough, with equity 
markets bouncing back sharply in January. Was this a mere relief 
rally after a difficult year, or would it prove to be a harbinger of better 
times ahead? After all, there were signs suggesting that the Federal 
Reserve’s aggressive rate hikes were finally having an impact on 
inflation, while the general outlook for corporate earnings showed 
only modest deterioration. Growth stocks, which had been battered 
during the rising-rate cycle, led the bounce-back early in the year 
with the Russell 3000® Growth Index up 8.44% in January, while 
the Russell 3000® Value Index was up a still-impressive 5.43%.  

However, this rally was short-lived, as sentiment soured in 
February and investors grappled with the possibility of a Fed-
induced recession and the re-emergence of concerning 
employment and inflation reports. These worries turned into a full-
fledged market sell-off in March, thanks largely to unexpected (to 
most) turmoil in the banking sector. An old-fashioned bank run at a 
venture capital–focused regional bank—which ironically was 
kicked off by a conglomerate of venture capital–backed technology 
firms pulling money at an alarming rate—turned into a full-blown 
regional banking crisis. It became clear that a few regional banks 
had mismanaged risk at the front end of the rate-hike cycle and did 
not have the liquid assets to cover their fleeing deposits. Some of 
these regional banks had invested in longer-duration bonds at a 
time when interest rates were rising, and thus the value of their 
bond portfolios had repriced lower. The ensuing liquidity crisis 
rattled markets and even necessitated some Federal Reserve 
intervention.  

By quarter’s end, some stability had returned to the banking sector 
and financial markets, and through all the push-and-pull equities 
finished higher on the quarter. Technology stocks had their best 
quarter in several years, perhaps suggesting an end (or pause) of 
the Fed’s aggressive rate hikes. Meanwhile, bank stocks, REITs, 
and energy stocks all struggled. It’s no surprise, then, that growth-
oriented styles bested value styles during the first quarter. The 
Russell 1000® Growth Index led the way for the quarter, up 14.37%, 
while the Russell 2000® Growth Index was up 6.07%. This 
compares favorably to the Russell 1000® Value Index, which was 
up a more modest 1.01%, and the Russell 2000® Value Index, 
which shed 0.66%. 

In retrospect, the volatility experienced during the first quarter is not 
surprising. There are many crosscurrents that can make for a 
convincing bullish or bearish case. Will interest rates remain high, 
or will the Fed pivot again? Have we really seen peak inflation, or 
will recent OPEC production cuts ignite energy prices? Is the 
economy at risk for a recession? Is there a liquidity crunch ahead, 
or was the banking “crisis in confidence” a passing fad? 

These are difficult questions to answer, yet it is precisely this type 
of backdrop that we believe creates compelling opportunity for 
astute stock pickers. Specifically, our team continues to seek and 
identify companies that exhibit both a trend of improving their ROIC 
(return on invested capital) and stock prices trading at what we 
perceive as a deep discount to intrinsic value. During periods of 
elevated market turmoil, many company stock prices disconnect 

from fundamentals, and our goal is to capitalize on any such 
opportunities. We believe that allocating to these types of 
businesses is a means to generate attractive risk-adjusted returns 
over longer time periods, and this continues to be a primary focus 
for us in 2023. 

Performance Review 

For the three months ended March 31, 2023, the RS Small Cap 
Value strategy outperformed its benchmark Russell 2000® Value 
Index (the “Index”) and returned 2.90% (net) versus -0.66% for the 
Index.  

In the first quarter, strong performance from stock selection in 
Financials and Materials aided relative performance, while stock 
selection in Consumer Discretionary and Heath Care detracted. 

Investment Strategy 

The RS Value Team seeks to invest in good companies, led by 
strong management teams, that are attractively valued. Our 
decision to invest in any company starts with business analysis and 
an understanding of the company’s unit-level economics. Our work 
on unit-level economics helps us determine the quality and key 
drivers of the business. We are ROIC-focused investors and seek 
to invest in companies that we believe have the potential to create 
shareholder value due to an improvement in the returns of the 
existing assets or through attractive reinvestment opportunities. We 
are long-term investors who use our investment time horizon as a 
competitive advantage and are attracted to out-of-favor and/or 
misunderstood companies in the market. 

The next step in our process is to assess the management team. 
Our evaluation of a company’s management team is critical to our 
investment decision. We regularly meet with management to gauge 
how they think about their business: Are they focused on (and 
compensated for) growing earnings at any cost, or do they 
understand ROIC and how value is created? Additionally, we 
perform detailed historical analyses of management’s capital 
decisions—looking at acquisitions, asset sales, and measures of 
capital stewardship. This analysis provides us with the conviction 
to invest with strong management teams that we expect will be able 
to navigate through short-term market volatility and appear to be 
poised to deliver long-term shareholder value.  

The final step in our analysis is valuation. To the RS Value Team, 
value investing is buying a business at a discount to what we 
believe it is actually worth. We determine what a company is worth 
by assessing a company’s current share price versus its expected 
cash flow streams or long-term net asset value based upon the 
management team’s plan for value creation. ROIC is the lens 
through which we analyze that value creation. Our research has 
shown that, over time, stock price performance has a strong 
correlation to improving ROIC as opposed to traditional valuation 
measurements like price to earnings (P/E). We seek to invest in 
companies that we believe can create shareholder value due to an 
improvement in the returns of the existing assets or through 
attractive reinvestment opportunities. We pay close attention to a 
company’s financial strength, scrutinizing financial statements, and 
we run various financial models to understand our downside. This 
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quantitative analysis gives us confidence in our investment thesis 
and helps us determine at what stock price we are comfortable 
investing. 

Select Position Review 

Below, we review two businesses in an effort to use tangible 
examples to highlight our investment process. 

Fluor Corporation (FLR) provides engineering and construction 
(E&C) services in over 60 countries through more than 40,000 
global employees. FLR can conduct all portions of E&C operations, 
from design to engineering to fabrication and construction, and 
ultimately start-up and maintenance services. The company 
operates three business segments: Energy Solutions, Urban 
Solutions and Mission Solutions. Energy Solutions, 49% of 
revenue, provides program management to oil and gas, chemical 
and renewable projects. The company expects to play a major role 
in the energy transition away from fossil fuels and has been active 
in a variety of these projects along with having a substantial amount 
of transition projects in its backlog. Urban Solutions, 32% of 
revenue, manages infrastructure, mining, and industrial and life 
sciences facility construction. Mission Solutions, 19% of revenue, 
primarily provides services to the United States government in 
areas such as defense, intelligence and nuclear support. Fluor also 
is a majority investor in NuScale, a small modular reactor (SMR) 
company which provides carbon-free electricity through nuclear 
power. 

We purchased Fluor as the company is well positioned to benefit 
from increased spending in many of its end markets. After years of 
underinvestment, capital upgrades in energy, mining, 
infrastructure, and government and private facilities are starting to 
occur. Fluor has positioned itself to be a prime contractor on many 
new energy transition projects involving low or no carbon 
emissions. Additionally, we felt that the market was not valuing the 
company’s stake in NuScale appropriately, as this particular 
investment does not show up in adjusted earnings but has 
tremendous value creation potential. Finally, we saw a path to 
margin improvement and increased return on invested capital 
(ROIC) as Fluor has implemented a new bidding process which has 
dramatically reduced cost overruns and reduced risk such that 
ROIC over the next few years should demonstrate nice 
improvement. All of these reasons for our purchase of the stock are 
still in place. However, the company underperformed this quarter 
as the market had concerns that lower commodity prices and 
higher interest rates could impede Fluor’s growth and result in 
customers pulling back on some projects. While a macroeconomic 
slowdown is a risk, we feel that the underlying need for many of 
these capital projects, government funding in many of its end 
markets, and the company-specific margin improvement story will 
ultimately create much more value and far outweigh the macro risk. 
We continue to be excited about FLR’s ability to provide returns to 
our shareholders going forward, and it remains a core holding 
within our portfolio. 

ACI Worldwide (ACIW), a provider of payment processing and bill-
pay solutions to banks and service providers, was a positive 
contributor to performance in the quarter. ACIW’s software is 
mission critical to banks and is very sticky. However, the market 
has mistakenly assumed that ACIW will be displaced by upstart 
fintech companies. We originally purchased the stock because we 
saw significant downside protection from the stickiness of the 

product and potential upside if the market recognized that ACIW 
will not be displaced. Longer-term, we are also bullish on ACIW’s 
real-time payments (RTP) platform, which allows banks to process 
instantaneous payments rather than the current system which 
requires a multi-day delay.  

In January, rumors began to surface that private equity was going 
to acquire ACIW. Our analysis of this industry and current private 
equity lending conditions led us to conclude that an acquisition is 
unlikely, so we exited our position as the increased share value had 
reached our target price and we reallocated the capital to other 
investments.  

Outlook 

The Federal Reserve has aggressively raised interest rates in an 
effort to lower inflation, and both equity and bond markets are likely 
to remain volatile until investors finally sense the Fed is about to 
pivot to a less restrictive monetary policy stance. The U.S. and the 
rest of the world continue to manage the impacts of high inflation, 
Russia’s ongoing war with Ukraine, and China reopening its 
economy post-COVID. The recent turmoil in the banking sector 
remains a wild card. In our assessment, the markets are pricing in 
a reasonably high probability of a mild recession. 

While aspects of the macro picture remain murky at best, it’s 
important to acknowledge some of the positives as well. 
Employment remains strong. Supply/demand imbalances in the 
labor market continue to bode well for the health of the consumer 
given full employment and the prospect for further wage gains, 
which partially mitigates the impact of inflation on the consumer. 
We expect continued pressure on housing prices as a result of 
higher interest rates and affordability concerns. However, the 
shortage of housing after over a decade of underinvestment 
following the global financial crisis should prevent a disastrous 
decline in home prices. Lower-income consumers have been most 
impacted by the current inflationary environment, but consumer 
balance sheets remain generally healthy for the majority of 
Americans, and consumer credit quality remains strong at the 
moment. COVID-19 mortality also has improved, and the related 
pent-up demand continues to fuel many areas of the economy. 
These are a few of the reasons to believe that even if a recession 
takes hold, it could be less significant than the previous two 
recessionary periods here in the U.S. 

Following years of lower interest rates helping to drive ever-higher 
growth stock valuations, we feel value investing is ripe for a period 
of outperformance. This already occurred in 2022, and we see that 
trend continuing. Further, given the recent market correction, we 
are finding opportunities to invest in quality businesses with solid 
balance sheets and cash flows, whose share prices have detached 
from our assessment of the fundamentals. The apparent bargains 
inherent in our portfolios should attract acquirers and other 
investors over time. That bodes well for the longer term, in our 
opinion. So, while there are ample challenges and lingering 
questions ahead, we can also find reasons for optimism, 
particularly for value as an investment style. 

We thank you, as always, for your support. 

Sincerely, 

RS Value Team 
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Top Contributors (Representative Account) Top Detractors (Representative Account) 
As of March 31, 2023 As of March 31, 2023 

 
Composite Performance 
Average Annual Returns as of March 31, 2023 
 

 
Past performance does not guarantee future results. Returns for periods greater than one year are annualized. Returns are expressed 
in U.S. dollars and reflect the reinvestment of dividends and other earnings. Composite and benchmark returns are presented net of non-
reclaimable withholding taxes, if any. Gross-of-fees returns are presented before management and custodial fees but after all trading 
expenses. Net-of-fees returns reflect gross performance less investment management fees. Net-of-fees returns are calculated by 
deducting 1/12 of the highest tier of the standard fee schedule in effect for the period noted (the model fee). The composite model fee for 
each period is either the highest tier of the current fee schedule or a higher value, whichever is required to ensure the model composite 
net-of-fee return is lower than or equal to the composite net-of-fee return calculated using actual fees. Actual fees may vary depending 
on, among other things, the applicable fee schedule and portfolio size. The firm’s fees are available on request and may be found on Part 
2A of its Form ADV. *07/12/1995. 
 
All investments carry a certain degree of risk, including the 
possible loss of principal, and an investment should be made 
with an understanding of the risks involved with owning a particular 
security or asset class.  

Index returns are provided to represent the investment 
environment during the periods shown. Index performance does 
not reflect management fees, transaction costs or expenses that 
would be incurred with an investment. One cannot invest directly in 
an index.  

Contributors and Detractors Source: FactSet. The top contributors 
and detractors are presented to illustrate examples of the 
portfolio’s investments and may not be representative of the 
portfolio’s current or future investments. 

The information in this article is based on data obtained from 
recognized services and sources and is believed to be reliable. Any 
opinions, projections or recommendations in this report are subject 
to change without notice and are not intended as individual 
investment advice. The securities highlighted, if any, were not 
intended as individual investment advice. A complete list of all 
holdings for the previous 12 months, each holding’s contribution to 
the strategy’s performance, and the calculation methodology used 
to determine the holdings’ contribution to performance is available 
on request. Victory Capital Management Inc., and its affiliates, as 
agents for their clients, and any of its officers or employees, may 
have a beneficial interest or position in any of the securities 
mentioned, which may be contrary to any opinion or projection 
expressed in this report. 

The Russell 2000® Value Index is a market-capitalization-weighted 
index that measures the performance of those companies in the 

Russell 2000® Index with lower price-to-book ratios and lower 
forecasted growth values.  

The RS Small Cap Value Strategy primarily invests in a diversified 
portfolio of small-cap companies. 

Information relating to portfolio holdings is based on the 
representative account in the composite and may vary for other 
accounts in the strategy due to asset size, client guidelines, and 
other factors. The representative account is believed to most 
closely reflect the current portfolio management style. 

Advisory services offered by Victory Capital Management Inc., an 
SEC-registered investment adviser, 15935 La Cantera Parkway, 
San Antonio, TX 78256. 

Victory Capital Management Inc. (VCM) is a diversified global 
investment advisor registered under the Investment Advisers Act 
of 1940 and comprises multiple investment franchises: INCORE 
Capital Management, Integrity Asset Management, Munder Capital 
Management, New Energy Capital, NewBridge Asset 
Management, RS Investments, Sophus Capital, Sycamore Capital, 
THB Asset Management, Trivalent Investments, Victory Income 
Investors (formerly USAA Investments, a Victory Capital 
Investment Franchise); and the VictoryShares & Solutions 
Platform. Munder Capital Management and Integrity Asset 
Management became part of the Victory Capital GIPS firm effective 
November 1, 2014; RS Investments and Sophus Capital, effective 
January 1, 2017; Victory Income Investors, effective July 1, 2019; 
THB Asset Management, effective March 1, 2021, and New Energy 
Capital, effective November 1, 2021. 
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Holding % Contribution 
to Return  Holding % Contribution 

to Return 
Primerica, Inc. 0.70  Halozyme Therapeutics, Inc. -0.60 
Federated Hermes, Inc. Class B 0.38  UMB Financial Corporation -0.43 
Kemper Corp. 0.37  Globe Life Inc. -0.28 
Constellium SE Class A 0.34  ZimVie Inc. -0.22 
Mueller Water Products, Inc. Class A 0.32  Bank of N.T. Butterfield & Son Limited  -0.19 

RS Small Cap Value Composite  
First 

Quarter 
2023 

YTD 1-Year 3-Year 5-Year 10-Year Since 
Inception* 

Gross of fees 3.16% 3.16% -1.91% 25.56% 9.83% 9.89% 12.48% 

Net of fees 2.90% 2.90% -2.90% 24.31% 8.73% 8.86% 10.96% 

Russell 2000® Value Index -0.66% -0.66% -12.96% 21.01% 4.55% 7.22% 9.03% 


