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MARKET REVIEW

The Tributary Small Cap Equity Strategy return of 4.5% 
bested the Russell 2000 Index return of 2.7% and the 
Russell 2000 Value Index return of -0.7%. The portfolio’s 
trailing twelve-month gross return of -2.1% was also 
significantly ahead of the Russell 2000 return of -11.6% 
and the Russell 2000 Value return of -13.0%.

The small-cap market’s positive first quarter return received 
a significant contribution from a strong January and first 
couple of days of February, likely driven by optimistic 
views on inflation, the implications of future Federal 
Reserve rate decisions and the possibility of a soft landing 
for the economy. The Russell 2000 returned +13.7% from 
the end of 2022 through February 2nd, led primarily by 
smaller companies and lower quality factors (low ROE, 
non-earners, higher beta). Furey Research indicated that 
stocks with 30% or more short interest rallied +49% 
during this same time period. However, the market would 
begin to slide after February 2nd through the end of the 
quarter, losing approximately 9.6%. After a strong start 
to the year, profit taking is likely one explanation for the 
downturn. Additionally, earnings estimates for the market 
continued to decline as companies reported choppy results 
in February and March. In early March, concerns regarding 
the health of regional banks suddenly gripped the market 
as Silicon Valley Bank and Signature Bank faced balance 
sheet difficulties and witnessed runs on their deposits, 
ultimately landing them into receivership. The Federal 
Reserve, the Treasury Department, the Federal Deposit 
Insurance Corporation and larger U.S. banks would all step 
up in different ways to help soothe investors’ concerns 
about the health of the regional banking system. However, 
legitimate contagion concerns remain and the potential 
for unforeseen banking problems, such as credit risk, may 
need to be dealt with in future quarters. How this banking 
crisis is handled by regulators and elected officials will 
most certainly impact the economy and markets moving 
forward.

The strongest sector returns for the Russell 2000 in 
the first quarter of 2023 were in technology, consumer 
discretionary and materials. In 2022, the technology 
and consumer discretionary sectors were both down 
over 30% for the year, so a snap back in performance is 
not surprising. The weakest sectors in the Russell 2000 
were financials, energy and healthcare. Financials were 
negatively impacted by the banking crisis in March. The 
energy sector’s small negative return for the quarter comes 
on the heels of very strong performance in 2021 and 
2022. Healthcare’s down quarter follows a poor result in 
2022, possibly due to higher interest rates and the impact 
that may have on access to capital, specifically for the 

biotech industry. Drivers of investment returns during the 
entirety of the first quarter were mixed but tended to 
favor companies with higher valuations, higher betas, low 
or no dividends or that were faster growing. These drivers 
helped propel the Russell 2000 Growth index to a 6.1% 
return, easily surpassing the -0.7% turned in by the Russell 
2000 Value Index for the quarter.

On a relative basis, the Tributary Small Cap Equity 
Strategy’s most noteworthy economic sectors 
outperforming the Russell 2000 during the quarter were 
industrials, financials, healthcare and energy. In industrials, 
the top performing companies in the portfolio were 
Comfort Systems, Franklin Electric and CSW Industrials, 
resulting from strong earnings reports or positive 
guidance. In financials, the portfolio’s higher quality bank 
stocks performed much better than the Russell 2000’s 
bank industry return. Additionally, portfolio holding 
Selective Insurance Group had a strong, positive return 
in the quarter. In healthcare, Omnicell, Inc. was a strong 
performer and the portfolio benefited from not owning 
any biotech companies as that industry significantly 
underperformed in the quarter. In energy, Permian 
Resources turned in a solid, positive return in a sector that 
was down in the quarter.

The portfolio’s most notable economic sectors relative to 
the Russell 2000 during the quarter were communication 
services, materials and real estate. In communication 
services, the portfolio’s one holding, Gray Television, 
issued weaker guidance than expected. In materials, the 
deeply cyclical metals/mining and chemicals industries 
turned in strong returns during the quarter. However, 
the portfolio’s two holdings in those industries, Kaiser 
Aluminum and Balchem Corporation, could not keep 
pace. In the real estate sector, portfolio holdings Marcus 
& Millichap, Easterly Government Properties and Agree 
Realty had small negative returns in a sector that managed 
to post a small positive return.

PORTFOLIO CHANGES

In the first quarter, Hostess Brands and SM Energy were 
added to the portfolio. Hostess Brands manufacturers 
a number of baked goods, with the most well-known 
being Twinkies. The company is able to maintain pricing 
power due to its brand name products and leading market 
share. This gives it both a competitive advantage and a 
stronger footing to navigate an inflationary environment. 
SM Energy, a Texas-focused exploration and production 
company, was added to the portfolio on a valuation 
pullback. The company has low break-even prices relative 
to peers, providing an element of safety if commodity 
prices should contract. The company has achieved its 
target leverage level and has recently put forth a plan to 

Quarter Year to Date 1 Year 3 Years 5 Years 10 Years

Tributary Capital Management (Gross of Fees) 4.5% 4.5% -2.1% 22.3% 7.5% 10.1%

Tributary Capital Management (Net of Fees) 4.3% 4.3% -2.9% 21.4% 6.6% 9.2%

Russell 2000 Index 2.7% 2.7% -11.6% 17.5% 4.7% 8.0%

Russell 2000 Value Index -0.7% -0.7% -13.0% 21.0% 4.6% 7.2%
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return capital to shareholders through a combination of 
dividends and share buybacks.

Two holdings were eliminated from the portfolio in the 
first quarter, Stifel Financial and Movado. Stifel Financial 
was sold from our strategy during the quarter due to 
its rising market capitalization, which exceeded our $6 
billion threshold. Movado was sold as the company is 
facing difficult year-over-year comparisons combined with 
concerns that consumers may be less likely to purchase 
high-end watches in a slowing economic backdrop. We are 
also concerned that management may decide to use its 
significant cash balance on an acquisition, which could add 
integration risk for shareholders.

TOP CONTRIBUTORS

Comfort Systems USA, a provider of mechanical and 
electrical services for commercial and industrial customers, 
reported strong orders and a robust backlog, which led to 
another jump in earnings estimates.

Onto Innovation, a semiconductor capital equipment 
provider, participated in the rally of semiconductor and 
semiconductor capital equipment suppliers as investors are 
increasing exposure to these companies now and  looking 
beyond what is expected to be a weak market in 2023 for 
wafer fabrication equipment. 

Blackbaud, a provider of back office financial, analytical 
and relationship management software solutions for 
nonprofits and social good-focused businesses, saw its 
shares rally on news that Clearlake Capital, an 18% owner 
of the company’s stock offered $71 per share. The Board 
of Directors subsequently rejected the offer.

Diodes Incorporated, a semiconductor company, 
has remained a benefactor all year from the rally in 
semiconductor stocks after getting beaten down on low 
expectations. 

CTS Corporation, an electronic component manufacturer, 
had no significant fundamental news but a sell-side analyst 
increased their price target for the company in the last 
days of the quarter, causing the stock to rally.

TOP DETRACTORS

Harmony Biosciences, a commercial stage biopharma 
company, had a good quarter with the exception of net 
patient additions for its narcolepsy drug, which was 
slightly below expectations. It was also the subject of a 
short thesis publicized by an independent research firm. 

UMB Financial, a midwestern regional bank, sold off 
due to concerns related to recent bank failures. UMB has 
elevated uninsured deposits, though some are secured with 
high quality securities which reduces the risk of outflows. 
Management issued multiple updates in March to assuage 
investor concerns, but the stock recovery thus far has been 
relatively muted.

Gray Television, the second largest operator of local 
television stations in the country, issued weaker than 
expected guidance for first quarter revenue, with economic 
sentiment hurting national advertising revenue for the 
company. 

Cambium Networks, a provider of fixed wireless 
broadband and Wi-Fi networking equipment, did not 
report any incrementally new information during the last 
three months that explains the weak performance of the 
stock. Cambium was performing in line with a relatively 
poor performing S&P 600 communications services sector 
until experiencing a one-week period in mid-March that 
was somewhat disappointing.

Seacoast Banking Corp. of Florida, a bank with operations 
across the state of Florida, sold off due to concerns related 
to recent bank failures. Seacoast has a granular deposit 
base relative to peers, but recent underperformance could 
be related to the stock’s premium valuation heading into 
mid-March, concerns regarding Florida real estate or a 
carryover of concerns related to a peer Florida bank.

PORTFOLIO OUTLOOK

Investors’ crystal balls at the beginning of the year were 
hazy at best. Three months later, they are decidedly 
cloudier. While employment remains strong, economic 
forecasts have skewed more negative as the health of 
the U.S. banking system has been a cause for concern. 
Investors’ unease has centered on uninsured deposits and 
the value of securities held on bank balance sheets. Credit 
losses could be the next major hurdle that banks must 
contend with if the economy slows significantly. Some 
investors also worry that office real estate loans may sour. 
Office occupancy has been drastically reduced as the 
work from home culture has been embraced, lowering the 
demand for and value of office space.

These banking concerns put the Federal Reserve between 
a rock and a hard place. Inflation remains stubborn. 
The year-over-year change in the U.S. core personal-
consumption expenditures price index, one of the Fed’s 
preferred measures of inflation, has been on a downward 
trend since September but remains well above the two 
percent target rate. However, higher interest rates, spurred 
in part by a hawkish Fed, could further destabilize the 
banking sector by increasing the paper losses on bank 
balance sheets.

Looming in the background is the federal debt ceiling. 
The Treasury Department has been using extraordinary 
measures to keep paying the government’s obligations 
since January, but that may only last until early June. If 
the standoff over the national debt results in a downgrade 
of the government’s credit rating, the financial and 
economic repercussions could be severe; however, a 
resolution always seems to be found at the eleventh hour.

The complexity and magnitude of these near-term issues 
may paralyze some investors, while others will be spurred 
to action, trying to game these uncertain outcomes and 
their short-term repercussions. As long-term investors, 
we find it more helpful to contemplate where major 
determinants of growth and value, like future borrowing 
costs and the risk-free rate, will normalize. Currently, 
we think the Fed may need to be more active to achieve 
their inflation objective in the coming years and is 
unlikely to return to a near zero interest rate policy. In 
an environment with a higher risk-free rate, which would 
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likely lead to higher costs of capital, we believe more 
investors will come to appreciate companies with higher 
quality balance sheets and healthy cash flows, just as we 
do.

These economic uncertainties have led to broad reductions 
in earnings estimates for 2023 since the beginning of 
the year. According to Jefferies Research, Russell 2000 
earnings are now expected to decline by 2% this year, 
down from the firm’s projection for 3.7% growth just three 
months ago. Expectations have declined for the S&P 500 
as well. Earnings for the large-cap index are expected to be 
flat for the year, down from 2.7% at the start of the year.1

The deterioration in earnings expectations and the dark 
clouds that are gathering on the horizon have caused 
many investors to favor large-cap stocks for their perceived 
safety. Interestingly, the S&P 500 information technology, 
consumer discretionary and communication services 
sectors have been the key drivers of outperformance 
relative to the Russell 2000 so far this year, which is 
reminiscent of what led the markets in 2020. Though 
large-caps may be leading now, historically small-cap 
stocks have led large-cap stocks for the 24 months 
following a recessionary bear market bottom. Many believe 
a recession is imminent. While not assured, we think this 

is worth noting given the market’s slide last year and the 
concerns over a slowing economy.

Though earnings growth for the Russell 2000 lags the S&P 
500, small cap valuations remain compelling. Whether 
using a price-to-earnings, price-to-sales or price-to-book 
value ratio, small-cap stocks continue to be deeply 
undervalued relative to the S&P 500 when compared to 
their history. Keeping these thoughts in mind, we believe 
there is an opportunity for long-term oriented investors 
to benefit from a return to more normal valuation 
relationships between these equity classes. By investing 
in sound businesses at attractive valuations and using 
a longer investment horizon than most, we believe we 
can successfully navigate rougher economic periods and 
capitalize on the opportunities created by the short-term 
focus of other investors. Our philosophy has produced 
competitive returns with lower risk historically, and we 
believe it will continue to do so going forward.
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Unless otherwise noted, all returns, excluding Tributary Capital Management’s strategies, have been obtained from FactSet Research Systems.

1Je� eries Research 4/4/2023

� e performance numbers shown above are for the Tributary Small Cap Equity Composite and are expressed in U.S. dollars. � e composite includes all discretionary 
accounts with an initial market value of $500,000 (e� ective 7/1/20) that are generally invested in a small capitalization equity strategy. � e inception date of the 
Small Cap Equity Composite is June 30, 1996.
� e portfolio returns for periods other than those starting and ending with calendar month ends are generated using FactSet attribution software to approximate 
portfolio performance. � ey are not o�  cial composite returns. � ey are provided for illustrative purposes only and are presented gross of fees meaning they do not re� ect 
the impact of advisory fees which reduces performance returns.  
� e Russell 2000 Index measures the performance of the small-cap segment of the U.S. equity universe. It includes approximately 2,000 of the smallest securities 
based on a combination of their market cap and current index membership. � e Russell 2000 Value Index measures the performance of the small-cap value segment 
by including those companies with lower price-to-book ratios and lower forecasted growth values. � e Russell 2000 Growth Index is composed of small-capitalization 
U.S. equities that exhibit growth characteristics. � e Standard & Poor’s 500 is a basket of 500 stocks that are considered to be widely held. � e S&P 500 Index is 
weighted by market value, and its performance is thought to be representative of the stock market as a whole. � e S&P 600 is an index of small-cap stocks that tracks 
a broad range of small-sized companies that meet speci� c liquidity and stability requirements. � e Russell 1000 Index represents the top 1000 companies by market 
capitalization in the U.S. It is not possible to invest directly in the Russell 2000 Index, the Russell 2000 Value Index, the Russell 2000 Growth Index, the S&P 500 
Index, the S&P 600 Index or the Russell 1000 Index.

Net-of-fees composite returns are calculated using the highest potential fee the investment advisor will charge investors in the composite. Net performance is reported 
net of investment advisory fees and transaction costs. Capital gains and dividends are reinvested for performance calculations. 
Stocks of small companies are subject to market risk and may be more volatile and less liquid than stocks of large companies. Comments are provided as general market 
commentary and should not be considered investment advice or predictive of any future market performance. Sector performance in commentary is stated gross of fees.  
It should not be assumed that an investment in securities identi� ed was or will be pro� table or that the investment decisions we make in the future will be pro� table or 
will equal the performance of the securities discussed herein. Holdings are subject to change. � e holdings identi� ed do not represent all of the securities purchased, sold 
or recommended for the portfolio. � e holdings listed should not be considered recommendations to purchase or sell a particular security. � e “Top Contributors” and 
“Top Detractors” represented are based on contribution to portfolio return. To obtain the contribution calculation methodology and a complete list of every holding’s 
contribution to the overall portfolio’s performance during the quarter, please contact clientservices@tributarycapital.com. 
Tributary, an SEC Registered Investment Adviser, is the combined entity of the prior Tributary (formed Jan. 1, 2005) and First Investment Group (formerly 
a department of First National Bank of Omaha) which merged in May 2010. Tributary is a wholly owned subsidiary of First National Bank, a wholly 
owned subsidiary of First National of Nebraska, Inc. and manages mutual funds and equity and balanced portfolios. Tributary Capital Management, LLC 
(“Tributary”) claims compliance with the Global Investment Performance Standards (GIPS®).  A fully compliant presentation can be requested by emailing 
clientservices@tributarycapital.com.

Comments are provided as general market commentary and should not be considered investment advice or predictive of any future market performance. 

Past performance does not guarantee future results. Investments: Are Not FDIC Insured • May Go Down in Value • Are Not a Deposit 


