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ABOUT THE INSTITUTIONAL EQUITY SERIES 
The Institutional Equity Series of Freedom Dynamic® is comprised of individual security-based strategies that seek to create 
long-term value through in-depth company research and security selection. These strategies integrate the following key 
principles: long-term approach, focus on quality companies, and high-conviction strategy.  

U.S. CORE DIVIDEND 
Dynamic U.S. Core Dividend is a total return strategy focused on large capitalization, high-quality U.S. companies that pay 
attractive dividends, are positioned to grow dividends, and provide a potential source of ballast in challenging markets.  

Key takeaways 

• Given our conservative approach, while for years elevated prices of high-multiple stocks implicitly required low 
interest rates in perpetuity, we worked to position the portfolio for salutary returns even if interest rates were to rise.  

• Our overweight to energy, an inflation beneficiary, and our underweight to the high-multiple dominated consumer 
discretionary sector, drove strong relative performance in the second quarter.  

• Despite the significant recent repricing of markets, in our view the market still discounts a relatively benign interest 
rate cycle, though we question if 8%+ inflation can be brought to heel with 3%–4% nominal interest rates; traditional 
economic theory would suggest higher rates are needed.  

Market overview  
There was no place for investors to hide in the second quarter of 2022. The stock market declined 16.1% and the bond market 
declined 4.7%. Against this challenging backdrop, the portfolio proved defensive, declining only about two thirds as much as 
the S&P 500 Index.  

Our conservative approach aims to deliver compelling long-term performance through participation in up markets and 
managing risk in down markets. We invest in high-quality companies, which tend to be resilient and whose dividend yields 
tend to cushion volatility. Over time, earnings growth drives both dividend growth and capital appreciation. Of course, stocks 
do not move consistently higher: prices cycle up and down with the ebb and flow of headlines, geopolitics and economics. 
2022 is one of those years where stock prices have gone south. We firmly believe, however, that our portfolio of high-quality 
dividend growers is well-positioned to ride out the storm.  

The last 13 years, since the Global Financial Crisis (GFC), were terrific for stockholders. The S&P 500 compounded at 19% 
per year over that timeframe (Exhibit 1). Ironically, investors profited despite a lackluster economy: the post-GFC recovery was 
one of the weakest on record. Rising share prices were driven not by torrid sales, but by unusually high profit margins 
combined with historically low interest rates. Elevated margins fed shareowners a bigger piece of the corporate pie, while low 
interest rates induced investors to pay higher multiples for those earnings streams. 

As the markets soared, economists wondered aloud if we had entered a new regime of secular stagnation where lower growth 
and higher savings combined to result in permanently lower inflation and interest rates. With growth scarce and discount rates 
low, valuations on growth stocks became unmoored and climbed to unprecedented heights. In hindsight, however, it seems 
clear the last few years were not the harbinger of a new paradigm, but rather the cyclical nadir of the disinflationary wave 
unleashed in the 1980s through deregulation, globalization and the broad embrace of laissez faire economic policies 

Recently, the zeitgeist seems to have changed and the pendulum swung toward deglobalization, more muscular antitrust 
regulation and increased bargaining power for labor. These shifts may lead to positive changes in society (reduced inequality, 
higher median standards of living and more resilient supply chains), but they almost certainly augur lower corporate profit 
margins.    

Since late 2020 we have consistently worried that the unprecedented stimulus of the pandemic era could lead to inflation and 
rising rates. Guided by these concerns, we reinforced our valuation discipline, reduced our exposure to high-multiple stocks, 
and increased our exposure to commodity producers and banks. During the first quarter, we added natural gas producers EQT 
and Chesapeake Energy, and in the second quarter, we initiated a position in copper producer Freeport-McMoRan. In the 
current inflationary environment, these companies are well-positioned. They also have all recently embraced thoughtful 
dividend policies with small base payouts that are sustainable in tough environments, and the potential for variable dividends 
that shift as profits move with commodity prices. In the second quarter, we made a sizable add to our position in Bank of 
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America as our bank holdings have significant leverage to rising interest rates.   

The Federal Reserve Board (“Fed”), unfortunately, was late to realize inflation’s magnitude, maintaining for far too long that 
inflationary pressures were merely transitory. This mistake caused inflation to accelerate, necessitating a larger intervention 
than if the Fed had moved sooner.   

In the second quarter, the Fed finally got its act together. On June 15, in a move unimaginable just days before, the Fed raised 
rates by 75 basis points. The June meeting represents a sea change in Fed Policy. For over 30 years — since the days of 
Alan Greenspan — Wall Street has taken “the Fed put” for granted, believing the central bank would ride to the rescue anytime 
the stock market started to wobble. With headline inflation above 8%, however, the Fed has made clear that its mission is to 
sap inflation, not save investors.  

As always, we have no explicit forecast for inflation, interest rates or gross domestic product growth. We embrace the inherent 
uncertainty of investing and endeavor to position the Portfolio so that satisfactory performance is not dependent on the 
realization of any one outcome. For the last many years, the elevated prices of high-multiple stocks implicitly required the 
endurance of low interest rates in perpetuity. Given our conservative approach, we were never comfortable buying stocks 
whose valuations required interest rates to remain near zero forever. Rather, we worked to position the Portfolio for salutary 
returns even if interest rates were to rise.  

In the second quarter of 2022, this has meant strong relative performance driven by our overweight to energy, an inflation 
beneficiary, and our underweight to the consumer discretionary sector, dominated as it is by high-multiple growth companies. 
Likewise, our sizable but underweight positions in Apple and Microsoft — two excellent companies with high valuations that 
have called for active position sizing in an expensive market in the last two years — helped our information technology (IT) 
holdings outperform. In health care, our focus on reasonably valued large-cap pharmaceutical and managed care companies 
proved defensive as higher multiple more speculative issues sold off. On the downside, while our modest overweight to utilities 
was helpful, our holdings there modestly underperformed the sector.  

Despite the significant recent repricing of markets, it appears to us the market still discounts a relatively benign interest rate 
cycle. While this is possibly correct, we worry the Fed may need to raise rates more than currently expected to sufficiently 
tame inflation. We question if 8%+ inflation can be brought to heel with 3%–4% nominal interest rates. Traditional economic 
theory would suggest higher rates are needed.  

We continue our disciplined, bottom-up approach to investing. We focus on high-quality companies with strong balance 
sheets, recurring revenues, high margins and returns, strong free cash flow and healthy dividend profiles. We expect 
continued healthy dividend growth from our holdings, and we believe our Portfolio is well-positioned to navigate the turbulence. 

Portfolio Highlights 

For the second quarter, the strategy returned -10.41% (gross of fees), while the benchmark S&P 500 Index returned -16.10% 
for the same period.  

On an absolute basis, the portfolio had gains in one of 11 sectors in which it was invested for the quarter. The contributor was 
the health care sector, while the information technology (IT), financials and materials sectors detracted the most.   

On a relative basis, both stock selection and sector allocation effects contributed positively to performance. In particular, stock 
selection in the industrials, health care, IT, communication services and consumer discretionary sectors, overweight 
allocations to the energy and consumer staples sectors and underweights to the consumer discretionary and IT sectors were 
beneficial. Conversely, stock selection in the utilities sector and an underweight to the health care sector detracted.   

On an individual stock basis, the main positive contributors were Merck, Northrop Grumman, Pfizer, American Tower and 
Coca-Cola. Positions in Apple, Microsoft, Bank of America, Apollo Global Management and Vulcan Materials were the main 
detractors from absolute returns.  

Besides portfolio activity discussed above, during the quarter, we initiated a position in SAP in the IT sector and closed a 
position in NextEra Energy in the utilities sector. 

Top contributors 
In terms of individual stocks, the top contributors to portfolio performance for the quarter included:  

• Merck (MRK), in the health care sector, is a global health care company that delivers innovative health solutions 
through its medicines, vaccines, biologic therapies and animal health products. Merck shares rose in the second 
quarter with the company receiving positive approvals for several of its drugs and taking action to secure its pipeline 
in the years ahead through M&A. 
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• Northrup Grumman (NOC), in the industrials sector, is a leading defense contractor. Shares were up as the war in 
Ukraine remained at the forefront of geopolitics, underscoring the need for defense spending.  
 

• American Tower (AMT), in the real estate sector, is a leading independent owner, operator and developer of wireless 
and broadcast communications infrastructure. American Tower outperformed as investors grew fearful of an 
impending recession and positioned portfolios in relatively economically insulated companies such as towers; the 
company also successfully raised equity to fund a recent acquisition, lifting an overhang on recent performance.  

Leading detractors 

• Apple (AAPL), in the IT sector, designs manufactures and markets personal computers, smartphones and a variety of 
related software, services and devices. Apple is one of the largest technology platform companies in the world, with a 
very large, sticky installed base of users. The stock was lower as inflation weighed on mega-cap technology 
companies, while Apple also cited potential iPhone delays due to China-related supply issues.  
 

• Apollo Global Management (APO), in the financials sector, is a leading alternative asset manager with large 
franchises in credit and private equity. Shares dropped as sentiment soured on economically sensitive financials 
companies amid growing signs of an economic slowdown. 
 

• Bank of America (BAC), in the financials sector, is one of the world’s leading financial institutions, serving some 66 
million consumer and small business clients across the U.S. as well as large corporations, financial institutions and 
governments globally. Recession fears outweighed the benefits of rising interest rates for many financials in the 
quarter, although we remain comfortable with Bank of America’s strong fundamental position over the medium to long 
term. 
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ABOUT THE INSTITUTIONAL EQUITY SERIES 
The Institutional Equity Series of Freedom Dynamic® is comprised of individual security-based strategies that seek to create 
long-term value through in-depth company research and security selection. These strategies integrate the following key 
principles: long-term approach, focus on quality companies, and high-conviction strategy.  

U.S. GROWTH EQUITY 
Dynamic U.S. Growth Equity is a strategy focused on leadership companies with secular tailwinds to support multi-year 
investment opportunities where the market price underestimates the magnitude of future growth potential. 
 
Key takeaways 

• The portfolio underperformed during another difficult quarter for growth stocks, with weakness centered among 
several COVID-19 beneficiaries that are seeing tough comparisons to above-average revenue and earnings results in 
the second quarter of 2021, rising input costs or both.  
 

• Positioning moves during the quarter, which included additions in health care and materials as well as reductions in 
consumer discretionary and technology, remained focused on promoting stability and improving risk management.  

  
• The decade-long trend of digital transformation enabled by software and related technology companies is clearly 

secular, but we could see a short-term softening in demand and earnings as cyclical factors are considered.   
 

Market overview   
Worsening inflation and aggressive actions from the Federal Reserve (“Fed”) to contain it sent equity markets spiraling in the 
second quarter. Investor optimism retreated in the face of persistent price pressures, global supply chain disruptions and rising 
recession risks, pushing the S&P 500 Index down 16.10% for the quarter, capping its worst start to the year (-19.96%) since 
1970. Rising interest rates continued to weigh most heavily on growth stocks with the benchmark Russell 1000 Growth Index 
falling 20.92% for the quarter, underperforming the Russell 1000 Value Index by 871 basis points (bps). Growth trails value by 
over 1,500 bps year-to-date. 
 
Disruptions in global supply chains stemming from COVID-19 lockdowns in China, the Russian invasion of Ukraine and 
commodity shortages continued to propel inflation higher. A worse than expected 8.6% Consumer Price Index reading for May 
caused the Fed to raise rates 75 bps in June, the most aggressive hike since 1994, and project ambitious tightening through 
the rest of 2022. The 10-year Treasury yield climbed 67 bps to finish the quarter at 3.01%, near its highest level in four years. 
 
The U.S. economy contracted in the first quarter and the outlook for gross domestic product (GDP) growth has tempered as 
more liquidity leaves the financial system. While consumer demand has mostly held up, a shift in spending patterns from 
goods to services led to big first-quarter earnings misses and lowered outlooks for several retailers and social media platforms 
that are leading digital advertisers. We are, no doubt, in the type of low-growth environment where the ClearBridge Large Cap 
Growth Portfolios should thrive. We manage the Portfolios in a diversified, valuation-sensitive manner to help participate in up 
markets but also manage risk during volatile periods. 
 
In the second quarter, however, the uncertainties unique to COVID-19 and the subsequent peak everything environment acted 
as headwinds to performance. The Portfolios underperformed the benchmark, with weakness centered among several key 
COVID-19 beneficiaries that are seeing tough comparisons to above-average revenue and earnings results in the second 
quarter of 2021, rising input costs or both. The pandemic added a layer of complexity to managing businesses with companies 
challenged in discerning real trends in their operations from one-time Covid benefits. 
 
Amazon.com was a primary detractor due to a disappointing outlook for profitability in its retail business. Following a surge of 
e-commerce demand in 2020 and 2021, the company has now overbuilt fulfillment infrastructure as e-commerce demand has 
moderated. While we believe current profitability levels are suboptimal, Amazon.com is working rapidly to rectify overcapacity 
issues and we believe the retail business has a robust long-term profitability outlook. We also believe Amazon is well-
positioned to emerge stronger from this difficult operating environment of higher costs. There is a visible path to margin 
expansion driven by a positive mix shift as the more profitable businesses of third-party sellers, cloud and advertising become 
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the largest contributors. 
 
Chipmaker Nvidia has also been pressured by multiple compression of higher growth companies and weakness in its gaming 
business. While Nvidia has grown into a top-10 position with its strong performance through late 2021, we have been 
consistently trimming the position to de-risk against short-term volatility in its gaming business. The company is clearly 
exposed to the semiconductor cycle but also participates in the secular growth of cloud and AI adoption through its data center 
business. With these secular drivers intact and new products ramping up in the second half of the year, we are maintaining an 
overweight to the company. 
 
Multiple compression has also hurt higher growth health care companies like DexCom, despite its strong fundamentals. We 
continue to build out the position as we gain greater visibility on the catalysts of accelerating uptake in patients with Type 2 
diabetes and the launch of its G7 continuous glucose monitor in the U.S. and Europe. DexCom was hurt in the quarter by 
market speculation that it would acquire a diabetes pump provider, which would be outside of its core competency.   
 
Portfolio positioning 
After seeding the Portfolio with select growth companies in the second half of 2020 and 2021, we have redirected our focus 
over the last several quarters to risk management. Moves during the second quarter in pursuit of greater stability included 
reducing consumer discretionary exposure with the sales of Chinese e-commerce and payments provider Alibaba and 
omnichannel retailer Ulta Beauty. 
 
Alibaba has been a detractor to performance over the past 24 months due to the Chinese government’s crackdown on Internet 
companies that began in late 2020, fears of share loss to competitors and a slowdown in the world’s second largest economy 
since mid-2021. We had been hopeful that macroeconomic trends in China were nearing a bottom; however, this has been 
further delayed due to COVID-19 lockdowns re-emerging in large parts of the country. Despite Alibaba remaining attractively 
valued, we closed the position due to a lack of visibility on headwinds around macro, competition and regulation abating. We 
also exited our position in Ulta, as our thesis has largely played out in terms of a post-COVID-19 earnings recovery. Ulta has 
steadily gained share over the last several years and its partnership with Target represents a new avenue to gain customer 
loyalty. That being said, we are wary about the resilience of the consumer and the impact of labor cost inflation, which could 
crimp Ulta’s margin expansion in coming quarters. As with recent activity, the sale further reduces our consumer discretionary 
exposure and helps manage portfolio risk through an ongoing period of volatility. 
 
Within information technology (IT), where we maintain an underweight compared to the benchmark, we took profits in NXP 
Semiconductors, a part of the pro-cyclical reflation basket built up in 2020. Despite strong current fundamentals, there is an 
ongoing risk of major supply increases in the semiconductor industry as capacity announcements are near records. We have 
been redeploying the proceeds into recent addition Intel. 
 
We added to our countercyclical health care exposure with the purchase of medical device maker Stryker. The company is a 
quality compounder in medical technology with higher growth from taking unit share in orthopedics. Stryker’s execution in its 
medical and surgical equipment businesses have also consistently generated premium growth and it is investing in new 
software for its robotic-arm-assisted surgery, hip stem, and stroke care solutions. The company’s procedure-based business 
has been strong as it continues to take share in the growing end-markets of knee and hip surgeries, and hospital and 
ambulatory surgery center growth continues post-Covid. 
 
Rounding out our risk-focused stance, we believe the addition of Sherwin-Williams, a manufacturer of paints and coatings for 
professional, industrial and retail customers, adds further resilience in the current inflationary environment. Paint is a relatively 
small part of total project input costs that can be passed through with price during inflation, and the company has a track 
record of successfully managing through periods of increased commodity costs. We are attracted to the company’s durability 
of growth by operating a strong franchise with both organic growth and consolidation amassing a strong portfolio of brands. 
We like Sherwin-Williams over competitors in the paint industry due to higher volumes, a domestically focused revenue base 
and strong relationships with the home builder and pro community. We believe the company will be able to keep pricing and 
expand margins as commodity pressures ease.  
 
Outlook 
The aggregate result of these transactions is a more concentrated portfolio with higher active share that best represents our 
highest conviction names. We constantly analyze our positions to determine which to hold and which to add to on weakness. 
Most of our recent additions have been in areas where we see the greatest earnings visibility and valuation support, while we 
have been staying put or cutting back on holdings in the most expensive areas of technology and the Internet. That said, we 
maintain a watch list of companies and some dry powder to respond to dynamic market conditions. Further clarity on the 
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extent of Fed tightening and the slope of the yield curve will give us greater confidence to be buyers of select growth 
companies. 
 
The downdraft this year in technology has been predominantly driven by multiple contraction, rather than earnings. We are 
hearing from our software companies about deal push outs and negative FX impacts but have yet to see downward revisions. 
Such data points are concerning because it means these companies now have less cushion to cover any negative surprises. 
We will be parsing second-quarter results closely to help determine if demand destruction is starting to occur and if our 
estimates of earnings growth are still valid. The decade-long trend of digital transformation enabled by software and related 
technology companies is clearly secular, but we could see a short-term softening as cyclical factors are considered. 
 
The portfolio has historically generated solid relative results during market corrections and, despite recent performance 
struggles, we are committed to the formula that has compounded growth for our investors: a focus on stock selection for the 
long term. We remain dedicated to conducting robust fundamental analysis that leads us to attractive growth opportunities and 
managing a portfolio with a diversified set of drivers over a three- to five-year time horizon. We believe that a duration of 
growth mindset is a key differentiator that should play out as normalization of the market and economy continue. 
 
Portfolio highlights 
For the second quarter, the strategy declined 22.15% (gross of fees), while the benchmark Russell 1000 Growth Index 
declined 20.92% for the same period. 
 
On an absolute basis, the strategy posted losses across eight of the nine sectors in which it was invested (out of 11 sectors 
total). The lone contributor was the consumer staples sector while the primary detractors from performance were in the IT, 
consumer discretionary and communication services sectors. 
 
Relative to the benchmark, overall stock selection detracted from performance but was partially offset by positive sector 
allocation effects. In particular, stock selection in the IT, communication services and health care sectors and an underweight 
to consumer staples hurt results. On the positive side, an overweight to health care as well as stock selection in the consumer 
staples and industrials sectors contributed to performance. 
 
On an individual stock basis, the leading contributors were positions in Monster Beverage, UnitedHealth Group and Ulta 
Beauty. The primary detractors were Amazon.com, Nvidia, Meta Platforms, Microsoft and Netflix. 
 
Top contributors 
In terms of individual stocks, the top contributors to portfolio performance for the quarter included:   

• Monster Beverage (MNST), in the consumer staples sector, is a marketer and distributor of carbonated and non-
carbonated energy drinks, shakes and teas. In addition to its defensive characteristics that are very much in favor 
through current volatility, Monster stock has been boosted by robust sales growth and declining prices for aluminum, 
a key input cost. In May, Monster announced price increases that were followed by similar increases from key 
competitor Red Bull. Pricing power should help offset worsening margin pressure due to higher materials and 
transport costs and confirms that the forward market outlook is more favorable for Monster.   
 

• UnitedHealth Group Incorporated (UNH), in the health care sector, is a diversified health care company offering 
medical and pharmacy benefit services and operating-related technology and financial businesses. Shares continued 
to benefit from crisp execution and its leadership position in a managed care industry nicely insulated from rising 
labor cost pressures due to its long-term contracts with hospitals and supply chain issues due to the service nature of 
its business. Ulta Beauty, Inc. (ULTA), in the consumer discretionary sector, is a national retailer of cosmetics, 
fragrances, hair and skin care products. The shares outperformed the market prior to our exit from the name, 
propelled by robust first-quarter results as Ulta benefited from a better-than-expected reengagement of beauty for 
reopening activities along with several strong product launches and little impact from the macro or increased 
competitive doors.   

 
Bottom contributors 

• Meta Platforms (FB), in the communication services sector, is a leading social media and digital advertising platform 
that operates the Facebook and Instagram social networks. Social media platforms including Meta reliant on digital 
advertising remain pressured due to a lack of visibility. On the bright side, the company is gaining more clarity in its 
Facebook business. First-quarter results showed user engagement was better than feared and the competitive threat 
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from TikTok appears less pronounced than just a quarter ago. The company will moderate spending for the rest of 
2022, managing a balance of investing for future growth with generating shareholder returns.   
 

• Microsoft (MSFT), in the IT sector, is a leading developer of enterprise software through its Office suite, cloud 
services through Azure as well as several related digital businesses including LinkedIn and the Xbox gaming 
franchise. Rising Foreign exchange costs due to the strength of the U.S. dollar, combined with negative sentiment 
toward growth companies has pressured the share price but Microsoft continues to execute solidly across its 
established and emerging businesses. In a recent meeting, management sounded positive on demand, despite a 
weakening macro backdrop and noted that the company’s additional employee compensation is more restrained than 
initially feared is already factored into its fiscal 2023 guidance.   
 

• Netflix, Inc. (NFLX), in the communication services sector, is leading provider of streaming media programming. The 
stock suffered its second significant drawdown of the year in April after reporting an unexpected subscriber decline in 
the first quarter and guided to a loss of an additional 2 million subscribers for the current quarter. We trimmed the 
position by roughly half the day after Netflix reported, recognizing that we underestimated the level of pricing needed 
to fuel subscriber growth in Netflix’s non-U.S. business. We realized these markets would need a lower average 
revenue per user (ARPU) than in U.S. markets, but Netflix will clearly have to price streaming offerings lower than we 
originally thought, which will likely have an impact on operating margin expansion in the near term. Going forward, we 
are analyzing several issues to determine the appropriate position size in the portfolio. These include what level of 
ARPU can be generated from a combination advertising/subscription model as well as execution risks, timing and the 
impact on shareholder returns from adopting an advertising model and segmenting its market. 
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ABOUT THE INSTITUTIONAL EQUITY SERIES 
The Institutional Equity Series of Freedom Dynamic® is comprised of individual security-based strategies that seek to create 
long-term value through in-depth company research and security selection. These strategies integrate the following key 
principles: long-term approach, focus on quality companies, and high-conviction strategy.  

U.S. MULTI-CAP EQUITY 
Dynamic U.S. Multi-Cap Equity is an all-capitalization strategy that seeks to capitalize on the long-term compounding of 
earnings and cash flow through investments in select companies that can be held for long periods of time. 
 
Key takeaways  

• Heightened volatility provided opportunities to purchase shares in growth companies on our watchlist, as well as add 
to existing positions at attractive levels. This activity has put us in the later innings of the overall portfolio transition we 
embarked on in early 2021.  

• Steadily growing, highly free-cash-flow-generative and more moderately valued companies enabled the Portfolios to 
outperform through a sharp market pullback.  

• The equity correction has brought stock prices and sentiment closer to levels where risk/reward becomes asymmetric 
to the upside. We believe a pickup in merger & acquisition activity would be an early signal that undervalued assets 
are becoming monetized.  
 

Market overview  
Growth equities entered a bear market in the second quarter as worsening inflation and aggressive actions from the Federal 
Reserve (“Fed”) weighed on corporate results and investor sentiment. Persistent price pressures, global supply chain 
disruptions and rising recession risks drove the S&P 500 Index down 16.10% for the quarter, capping its worst start to the year 
(-19.96%) since 1970. 
 
Rising interest rates continued to weigh most heavily on growth stocks, whose future earnings are discounted, with the 
benchmark Russell 3000 Growth Index falling 20.83% for the quarter and underperforming the Russell 3000 Value Index by 
842 basis points (bps). Growth trails value by 1,500 bps year-to-date. To put this in perspective, the underperformance of 
growth compared to value over the trailing three and six months is among the most severe in the Russell 3000 indices dating 
back to 1995. 
 
A worse than expected 8.6% Consumer Price Index reading for May pressured the Fed to raise rates 75 bps in June, the 
largest hike since 1994, and project ambitious tightening through the rest of the year. The 10-year Treasury yield surged to a 
four-year high of 3.5% in mid-June, eventually finishing 67 bps higher for the quarter at 3.01%. 
 
Though not immune to the broader market pullback, the strategy outperformed the benchmark during the second quarter and 
remains ahead year-to-date. As we discussed last quarter, steadily growing, highly free-cash-flow-generative and more 
moderately valued companies that form the foundation of the strategy have supported results through the rout for growth 
stocks. We consider these businesses to be durable compounders, with strong leadership positions and effective management 
teams able to successfully execute through this challenging macro environment. Additionally, balance sheet strength provides 
support to shareholder returns through actions such as buybacks, dividends and business development activities. We believe 
such companies should emerge even stronger on the other side of the downturn. 
 
Just as important, heightened levels of volatility provided opportunities for the Portfolios to purchase shares in growth 
companies on our watchlist, as well as add to existing positions at attractive levels. These actions reinforce the balance we 
have sought to achieve as our portfolio construction process has evolved over the last 18 months and we believe such actions 
help position the Portfolios to outperform over the long term. 
 
Portfolio positioning  
The continued sell-off in the market in the second quarter offered entry points into a number of pipeline ideas that were 
significantly more expensive months ago but are now becoming more appropriately valued for the portfolio. We took 
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advantage by adding three new names to the Portfolios in the quarter: Diageo in the consumer staples sector, Snowflake in 
the information technology (IT) sector and Airbnb in the consumer discretionary sector — a first-quarter purchase that we 
continue to build. Diageo is a leading global distiller and brewer that addresses the large ($500 billion-plus) and fragmented 
market for spirits. With its portfolio of premium products, we see Diageo as a steady compounder poised for sustained, above 
industry growth. The company’s margins remain below pre-Covid levels in a number of geographies and should continue to 
recover as channels reopen, though we also see opportunities for consistent margin expansion beyond this period of rebound. 
The spirits category is not immune to weaker consumer spending or inflation; however, the majority of Diageo’s profits are 
from the U.S. market, which has historically been more resilient. Additionally, the company has a number of margin levers to 
help combat rising input costs. 
 
Snowflake operates a cloud-based data platform for small and medium-sized businesses and enterprise customers. The 
company is a key beneficiary of software spending moving to the cloud, as well as the increasing strategic importance of data. 
With the potential to address the large and growing market for data cloud, a roughly $250 billion plus opportunity by 2026, we 
see a long runway for growth ahead. Although the company is already profitable, we believe Snowflake still has significant 
room for free cash flow margin expansion. 
 
Airbnb is the leading online platform for alternative accommodations globally. We believe the company is well positioned to 
capitalize on the large and growing market for travel and experiences, with the potential for growth in e-travel to be higher post 
pandemic due to pent-up demand and increased work from anywhere flexibility. Airbnb is highly profitable today, though we 
see room for further margin expansion ahead. Furthermore, secular underpinnings to growth, a more variable cost structure 
and strong balance sheet should help the company drive better through-cycle performance as compared to its consumer 
discretionary peers. 
 
The severity of the current sell-off, exacerbated by extreme negative investor sentiment, especially toward growth stocks, has 
compressed the multiples of a number of portfolio companies despite strong fundamentals and led us to add to several 
existing positions. One example is cybersecurity software provider, CrowdStrike, which continues to execute well against a 
robust demand environment for its endpoint security solutions with quarterly results and forward guidance outperforming 
expectations. We similarly added to disruptive growth companies HubSpot and Doximity during the quarter.    
 
During times of volatility, we also make efforts to manage risk. This can involve trimming back or selling stocks with near-term 
risks or lack of visibility, which prompted our sales of Medtronic in the health care sector and Pentair in the industrials sector. 
 
Outlook 
With our more recent transactions, we are in the later innings of the overall portfolio transition that we embarked on in early 
2021. The result of the repositioning is a more balanced and diversified portfolio of companies with a stronger growth profile 
while maintaining a valuation discount as compared to the benchmark. 
 
As fear continues to rise in the markets, owning industry leaders with balance sheet strength and flexibility is essential. Sturdy 
businesses with tailwinds have seen their share prices correct along with more speculative companies and a recession is 
becoming the consensus view. After the sharp correction, we feel we are getting closer to levels for stock prices and sentiment 
where risk/reward becomes asymmetric to the upside. We believe a pickup in merger & acquisition activity would be an early 
signal that undervalued assets are becoming monetized. The collapse of growth valuations has been painful but establishes a 
strong base for long-term investors like us who are able to look out five to ten years. 
 
We have brought down financial leverage in the Portfolio and are confident in the seasoned management teams running the 
companies we own. Going forward, we will continue to apply a high-conviction, business owner’s approach while seeking to 
maintain balance and be opportunistic with portfolio additions. We believe this philosophy should deliver a high active share 
strategy that is well-positioned to drive outperformance for investors over the long term.    
 
Portfolio highlights 
For the second quarter, the strategy declined 17.37% (gross of fees), while the benchmark Russell 1000 Growth Index 
declined 20.83% for the same period. On an absolute basis, the strategy had losses across the seven sectors in which it was 
invested (out of 11 sectors total). The primary detractors were in the IT and communication services sectors. 
 
Relative to the benchmark, overall stock selection and sector allocation contributed to performance. In particular, stock 
selection in the health care and communication services sectors, an overweight to health care and an underweight to 
consumer discretionary drove results. Conversely, stock selection in the IT, materials, industrials and consumer discretionary 
sectors, an overweight to communication services and an underweight to consumer staples weighed on performance.   
On an individual stock basis, positions in Vertex  
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Pharmaceuticals, Twitter, UnitedHealth Group, and Ionis Pharmaceuticals were the leading contributors to absolute returns 
during the period. The primary detractors were Broadcom, Wolfspeed, HubSpot, Freeport-McMoRan and Lyft. 
 
Top contributors 
In terms of individual stocks, the top contributors to portfolio performance for the quarter included:  

• Vertex Pharmaceuticals (VRTX), in the health care sector, is a biotechnology company developing treatments for 
cystic fibrosis. The stock continued to grind higher, supported by solid revenue growth in for its core cystic fibrosis 
drug Trikafta, a reiteration of product revenue guidance for 2022 as well as optimistic clinical trial results. A rebound 
from oversold levels in 2021 and a growing investor preference for sectors and companies viewed as defensive were 
further catalysts. 

 
• Twitter (TWTR), in the communication services sector, is a global social media platform that allows users to create, 

distribute and discover content. Twitter shares surged on takeover news in late April but have been volatile since then 
over uncertainty about whether the announced acquisition by Elon Musk will get done, and if so, at what price. We 
materially trimmed our exposure after the shares' initial runup and continue to monitor the situation as it evolves. 

 
• Ionis Pharmaceuticals (IONS), in the health care sector, is a biotechnology company developing RNA-based 

therapies for neurology conditions. Better-than-expected first-quarter results, the granting of orphan drug status for its 
treatment for Angelman syndrome, which could expedite its Food and Drug Administration approval and lengthen its 
patent protection if clinical trials show efficacy, as well as positive clinical trials for its treatment for a rare protein 
disease developed with AstraZeneca boosted the stock.  

Bottom contributors 
In terms of individual stocks, the leading detractors to performance for the quarter included:  

• Broadcom (AVGO), in the IT sector, develops semiconductors for a range of communications applications. The stock 
was pressured due to fears of double ordering as semiconductor markets struggle with supply shortages and 
production delays as well as negative investor sentiment toward its proposed $61 billion acquisition of virtualization 
software maker VMware, a deal that would be the largest under in the company’s history. It is noteworthy that while 
Broadcom’s stock has historically underperformed in the short term following the announcement of software deals 
such as Brocade and CA Technologies, it subsequently outperformed the market 12 months post these acquisitions. 
 

• Wolfspeed (WOLF), in the IT sector, is a developer of silicon carbide (SiC) materials and devices designed to 
increase battery efficiency for electric vehicles and a number of other applications. The shares declined on concerns 
of slower automotive production due to supply chain concerns and the risk of oversupply once supply bottlenecks 
loosen. 
 

• Freeport-McMoRan (FCX), in the materials sector, is a leading miner of copper and gold. The shares sold off in 
tandem with the June collapse in copper prices due to increasing fears of a global recession. Freeport has been 
aggressively paying down debt and remains well-positioned as a primary supplier of copper, which enjoys a robust 
outlook driven by increasing demand from the energy transition coupled with a favorable supply backdrop. In addition, 
its high copper grade and high gold content effectively lower the cost of copper production, placing Freeport at the 
low end on the cost curve. 
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ABOUT THE INSTITUTIONAL EQUITY SERIES 
The Institutional Equity Series of Freedom Dynamic® is comprised of individual security-based strategies that seek to create 
long-term value through in-depth company research and security selection. These strategies integrate the following key 
principles: long-term approach, focus on quality companies, and high-conviction strategy.  

GLOBAL VALUE DIVIDEND 
Dynamic Global Value Dividend seeks to provide global exposure to a select group of high quality, large capitalization stocks 
that have historically paid consistent dividends and trade at attractive valuations.  

Sweet Spot for Value & Dividends 
 
We are in the sweet spot for high quality value stocks with well-supported dividend yields. Over the past two years, broad-
based global uncertainty has led investors to appreciate more conservative equities, resulting in outperformance for large, high 
quality global companies with strong cash flow supporting solid dividend yields.  And why not? Let’s take a closer look at why 
companies with these attributes are especially attractive in this uncertain environment: 
 

• High Quality: This metric is typically defined by companies with high Returns on Equity (ROE). A high ROE implies 
that something about the company’s business allows them to earn excess returns. Strong brand names, a superior 
competitive position, and economies of scale & efficient manufacturing can lead to superior ROE. Think of ROE as 
the rate at which companies compound their capital base. Companies with high ROEs will growth their capital base 
more rapidly than those with lower ROEs, making them more valuable more quickly. 
 

• Value: Buying a company’s stock at a discount to its intrinsic value is one of the keys to generating superior long 
term returns in equities. In the current environment, global uncertainty and investor pessimism is creating an 
especially fertile market for buying high quality companies at discounted valuations. Done correctly, stocks of high-
quality companies purchased at discount valuations will ultimately appreciate to valuations that fully reflect these 
companies’ superior quality attributes, providing excess returns for investors. 

 
• Well-Supported Dividend Yields: The Dynamic Global Value Dividend portfolio aims to provide investors with a 

dividend yield that is higher than that of broad equity indices. These yields can provide investors with current income 
and generate a meaningful component of total return over time. Yet it’s crucially important that these dividend yields 
are well-supported, meaning the company must generate free cash flow that meaningfully exceeds dividend 
payments over time.  This ensures dividend sustainability, especially through difficult economic environments. 

 

Interestingly, the list of Risks & Opportunities from last quarter’s letter has not changed. As we move through the year, 
company managements and investors will be navigating a host of factors: 
 

• Risks: 
o Geopolitical risks 
o Federal Reserve tightening cycle slowing the U.S. economy 
o Rapidly rising interest rates 
o The highest inflation rate in 40 years 
o Wages rising at the fastest pace in 40 years (higher expense for corporates) 
o Supply chain bottlenecks & worker shortages 

 
• Opportunities: 

o Consumers are in great shape financially.   
o Strongest labor market in the history of the U.S. 
o Historically high number of job openings & low unemployment rate 
o Highest wage growth in 40 years (more money in consumer’s pockets) 
o Household debt service ratio at historical lows  
o Consumer spending on services is rising as COVID fears and restrictions ease 
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Taking account of all the factors above, the most attractive companies in the current environment are well-managed, stable 
businesses with modest debt, strong pricing power and a culture that attracts top talent.  We continue to believe that buying 
these high-quality, cash-flow-generating businesses with attractive valuations and dividend yields is the best path to building 
long-term wealth. 
 
Second Quarter 2022 Activity 

• First Quarter Buys: None 
• First Quarter Sells: None 

 

Second Quarter Contributors 
The following were the best performers in the second quarter: 
 

• Huntington Ingalls reported better than expected earnings and margins driven by higher-than-expected Shipbuilding 
revenue.  Management also committed to generating $3.2 billion in cumulative free cash flow through 2024.  

 
• International Business Machines is experiencing a strong demand environment driven by pandemic recovery and 

enterprise focus on digitization and digital resiliency. After years of transition, we see a solid path for IBM to 
outperform growth expectations driven by increasing cloud mix in the business, recent strategic actions catalyzing 
revenue growth, and a leading portfolio to deliver multi-cloud solutions. 

 
• Bristol-Myers is experiencing strong growth momentum in its largest drug Opdivo which has been fueled by recently 

launched indications. Investors are also enthusiastic about new product launches addressing treatments for 
metastatic melanoma and obstructive hypertrophic cardiomyopathy as well as late-stage clinical trials of drugs 
targeting Ulcerative Colitis. 

 
Second Quarter Detractors 
The following were the worst performers in the second quarter: 
 

• Newmont Mining’s guidance was for a slow start to 2022, yet the combination of delays in equipment deliveries, 
skilled-labor shortages, and a resurgence in Covid-19 cases has seen the output forecast pared, with inflation 
predicted at the upper end of the 3-5% range. 

 
• Essex Property Trust stock weakened in 2Q22 as fears rose that Federal Reserve interest rate increases would 

slow economic growth, leading to slower rent growth. 
 

• Walmart’s high inventory levels and elevated fuel costs may weigh on profits in fiscal 2Q22, even as the company 
raised top-line expectations. Walmart has seen a mix shift in sales and margin as customers spend more on food and 
less on discretionary items, which may be slow to reverse. 
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ABOUT THE INSTITUTIONAL EQUITY SERIES 
The Institutional Equity Series of Freedom Dynamic® is comprised of individual security-based strategies that seek to create 
long-term value through in-depth company research and security selection. These strategies integrate the following key 
principles: long-term approach, focus on quality companies, and high-conviction strategy.  

INTERNATIONAL GROWTH EQUITY 
Dynamic International Growth Equity is an all-capitalization international equity strategy that seeks to identify high-quality 
companies with compelling long-term growth characteristics that are trading at a discount to intrinsic value. 
 
Key takeaways 

• Growth stocks continued to trail value through challenging macro and market conditions, but the magnitude of 
underperformance has been narrowing, supporting results.  

• To manage through the myriad uncertainties in the current environment, we continue to rely on secular and structural 
growth companies with strong balance sheets and good business models. Our positioning during the quarter was 
focused among structural growers.  

• We are closely watching corporate results to determine the near-term outlook for international equities. How 
companies guide on second-half earnings in a highly volatile market exposed to the impacts of the war and 
increasing commodity prices will set the tone.  

Market overview 
International equities were dragged lower in the second quarter by steadily rising global inflation, threats to global growth from 
China’s COVID-19 lockdowns, and the ongoing conflict in Ukraine. The benchmark MSCI EAFE Index tumbled 14.51% for the 
quarter and is down 19.57% year to date. The MSCI Emerging Markets Index held up better, boosted by a rebound in China, 
but still declined 11.45% over the last three months and is down 17.63% in 2022. Large cap equities were more resilient than 
small-caps in the second quarter, with the MSCI EAFE Small Cap Index retreating 17.69%. 
 
Growth stocks continued to trail value but the magnitude of underperformance has been narrowing (Exhibit 1), with growth 
outperforming marginally in June. The MSCI EAFE Growth Index was down 16.88% for the quarter and the MSCI EAFE Value 
Index off by 12.41%. Year to date, growth lags value by over 1,450 basis points — a historically wide disparity We have 
discussed in recent commentaries the negative impacts of rising bond yields on growth companies. While German 10-year 
yields climbed nearly 80 bps during the quarter, similar to the rise in the U.S. 10-year Treasury, rates retreated from multiyear 
highs in mid-June over rising fears of global recession. This action helped growth stocks top value in June and we believe 
illustrated the appeal of owning quality growth businesses in periods where economic growth could be challenged. We have 
been carefully positioning the ClearBridge International Growth ADR Portfolios for such conditions, which contributed to our 
outperforming the benchmark in the second quarter. 
 
Financial conditions continued to tighten over the last three months as regions like Europe faced a difficult balancing act in 
trying to address surging inflation while supporting economies directly impacted by fallout from war in Ukraine. Russia 
continues to make progress in the east of Ukraine with little hope that the war will end anytime soon. Instead, Europe is 
consolidating its defenses with plans to admit Sweden and Finland into NATO. Even with a ceasefire agreement, there will be 
little room for sanctions to be lifted. Oil, natural gas and gasoline prices continued to move up in the quarter due to Russian 
shipments falling meaningfully. The increase in energy costs for EU members is around €1.4 trillion or 10% of Eurozone GDP. 
Governments are assisting lower-income households with subsidies. Eurozone inflation hit a second straight record high of 
8.6% in June. The higher-than-expected inflation print has convinced the European Central Bank (ECB) to raise interest rates 
at its next meeting in late July and likely again in September. 
 
The hawkish moves by the ECB, now falling in line with the Fed and the Bank of England, leave Japan and China as the 
largest international markets with no immediate plans to tighten policy. Inflation reached 2.5% in Japan during the quarter but 
fears that higher rates would stall a nascent recovery have caused the Bank of Japan to stick with its current accommodation. 
Given that Japan has just emerged from its most serious COVID-19 lockdowns and is reopening travel, we suspect its ultra-
easy policy will be harder to continue, as it is also importing serious inflation from abroad. China lowered a key interest rate as 
it struggles with ongoing lockdowns to enforce its zero-Covid policy and works to keep real estate market risks under control.   
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In the U.K., high energy prices are having a meaningful impact on consumption trends and Boris Johnson’s Brexit strategy has 
caused structural inflation pressures that are unlikely to moderate with the EU in no mood to be helpful. Meaningful rate 
increases from the Bank of England and a warning from the Treasury about their impacts on the budget are noteworthy. 
Canada continues to show modest inflation and only recently emerged from fairly strict COVID-19 lockdowns of the past two 
years. Still, they too have moved three times this year to raise rates to handle inflationary pressures there. 
 
Initial details of the REPowerEU plan to improve energy security and hasten the transition to renewable energy sources were 
presented in May. These included faster permitting, higher capacity targets and EU grants or loans. The package could 
support renewable installations of up to 5x current installations, which should offer a lasting tailwind to renewable energy. We 
increased our exposure to the energy transition during the quarter with a new position in Iberdrola, a Spanish-based integrated 
utility that is also one of the leading renewable energy developers in the world. The war has opened the eyes of the world that 
energy independence is critical. Renewables are for many countries the only way to get to the target. It is expected that 
existing renewable project pipelines will be executed faster, and more projects added to existing pipelines. The energy 
transition would be extremely helpful against climate change, and Iberdrola ranks well on our Environmental Social 
Governance (ESG) matrix. 
 
We believe we are well-positioned to participate in the accelerating energy transition. The home sector in Europe accounts for 
roughly 40% of natural gas usage, so replacing gas in the home with electricity, electric pumps and heating, is also on the 
agenda. The electrification of transport will come into play with more tax incentives on charging infrastructure and electric 
vehicles (EV) likely. French industrial manufacturer Legrand is a significant beneficiary of energy efficiency and electrification 
trends. Its low-voltage products, sensors and smart thermostats are essential to reducing energy use in commercial and 
residential buildings. Legrand products also support the growth in EV charging stations infrastructure. 
 
High and rising utility costs combined with policy support are also driving increased penetration of home solar plus storage 
systems in Europe. Israel-based SolarEdge Technologies expects to see significant growth in solar installations in this market, 
led by Germany and Italy, among others, where consumers are not only demanding solar on the roof but a complete system 
solution including batteries. This phenomenon is accelerating revenue growth for these companies. 
 
The replacement of demand for Russian gas with green hydrogen positions British industrial gas provider Linde well. Green 
hydrogen, made by using renewable energy to split water into its basic elements, hydrogen and oxygen, and subsequently 
cleanly burn the hydrogen as fuel, is seen as key to lowering emissions in hard-to-decarbonize industries such as steel and 
cement, as well as transport. In 2021 Linde announced a long-term agreement to provide European semiconductor maker 
Infineon with on-site production and storage of green hydrogen for the company’s site in Villach, Austria. Securing a clean, 
domestic source of energy for semiconductor manufacturing appears strategic today amid heightened concerns of reliable 
supply from Taiwan.   
 
Portfolio positioning 
While we cannot position for every possible outcome related to inflation, economic growth and geopolitics, we continue to rely 
on secular and structural growth companies with strong balance sheets and good business models. We remain tilted toward 
growth but are much more balanced than in the recent past with our higher-multiple emerging growth exposure now at less 
than 3% of assets. While we did intentionally lower that number — 5% has been a longer-term average weight — the recent 
size of this group reflects better performance of other parts of our portfolio, such as secular holdings Olympus in health care 
and Inditex in consumer discretionary and structural holdings in energy and financials, two areas we have been adding to 
selectively.  
 
In addition to Iberdrola, new purchases among structural growers during the quarter included Canadian mining company 
Barrick Gold, which is seeing operating improvements in its business. The company has aggressively de-levered its balance 
sheet and reduced capex spending to a lower level, directing its healthy free cash flow to dividends and buybacks.   
Japan is an area that we have historically been underweight, given the lack of growth stocks in that market. We initiated a new 
structural position in Daiichi Sankyo, a pharmaceutical company on the forefront of cancer treatment with antibody drug 
conjugates (ADXs) targeting breast and other hard to treat cancers. Its partnership with Astra Zeneca for Enhertu offers 
meaningful upside for the company. 
 
Disciplined selling is a key component of our risk-based approach, especially among companies with cyclical growth drivers. 
We have seen good success over the last several years from our semiconductor exposure but have been taking profits in 
companies – such as Tokyo Electron earlier in the year and this quarter in Taiwan Semiconductor – to reduce overall industry 
exposure. Given the exceptional circumstances of semi shortages, double ordering, and good growth in end market products 
including personal electronics and even data centers, we believe a neutral market position to this industry within the tech 
sector is appropriate.   
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We also closed a position in digital payments and processing provider Worldline in favor of Adyen, which we see as a long-
term category winner in digital payments with a higher growth rate. We have already seen significant multiple compression in 
technology and, while software tends to be more resilient than other parts of tech during recessions, it also did very well during 
the 2020–2021 period. We trimmed software makers Atlassian and Elastic, while both remain fundamentally sound, to manage 
overall emerging growth exposure. Despite the current headwinds facing the highest growth areas of international markets, we 
continue to see compelling valuations that can act as a complement to higher-priced U.S. growth stocks 
 
Outlook 
What has concerned us recently is that good news on earnings and revenue numbers has been heavily discounted by the 
market. In other words, good results have been expected, and we worry that could change this quarter as earnings will be 
more challenging. Equities have seen a 25%–35% derating of P/E ratios from the highs in the market in 2021. While there are 
known headwinds in the next quarterly earnings season, how companies guide on earnings in a highly volatile market exposed 
to the impacts of the war and increasing commodity prices will set the tone for the quarter. We believe it will be challenging, 
but the market seems to have anticipated at least some of this already.  

One of the main headwinds is supply chain constraints in China that started in mid-March with COVID-19 lockdowns and that 
will be felt fully in second-quarter earnings. China emerged somewhat from its zero-Covid policy, though another flare-up could 
spur another round of lockdowns. We believe the Chinese will need to stimulate their economy again, one of the few central 
banks in that position.  

Given the aggressive deratings among Chinese equities and the stimulus potential, what could cause us to move back into this 
market? In order to gain confidence in the market, resolution of the long-standing audit issues needs to be resolved with the  

U.S. There is some movement, but nothing formalized for now. The very large real estate crisis needs resolution, but the 
Chinese bond market has been struggling with real estate developers defaults and still has the potential to create a systemic 
crisis. Falling technology sector earnings need to stabilize and establish credible growth rates. Lastly, we await the news from 
the 20th National Congress of the Chinese Communist Party as to how the party views private enterprises and whether there 
are means to redistribute wealth. At some point there is a bounce coming in Chinese equities, but we are unsure if it will be 
sustainable.   

In Japan, inflation rose above 2% for the first time since 2015. The Bank of Japan is holding the line on potential rate hikes, 
communicating that prices are unlikely to spike without wage growth. GDP contracted 0.2% in the first quarter, but the 
slowdown was less severe than feared, with polls suggesting the lifting of COVID-19 lockdowns should lead to a growth 
rebound for the second quarter. 

Portfolio highlights 
The strategy declined 13.82% (gross of fees) for the second quarter. In comparison, the benchmark MSCI EAFE Index 
declined 14.51% for the same period. Over the longer term, the strategy has outperformed the benchmark index (gross of 
fees) across the 3, 5-, 7- and 10-year periods ended June 30, 2022. 
 
On an absolute basis, the strategy had losses across the 10 sectors in which it was invested (out of 11 total). The information 
technology (IT) and industrials sectors were the primary detractors. 
 
On a relative basis, overall stock selection contributed to performance. In particular, stock selection in the financials, materials, 
consumer discretionary and IT sectors aided results. Conversely, an overweight to the IT sector, an underweight to the 
communication services sector, and stock selection in the consumer staples, industrials and health care sectors hurt relative 
returns. 
 
On a regional basis, an overweight to North America and stock selection in Europe Ex U.K. contributed to performance, while 
stock selection in North America and Japan was detrimental. 
 
On an individual stock basis, the largest contributors to absolute returns in the quarter included AIA Group in the financials 
sector, Olympus and Daiichi Sankyo in the health care sector, Suncor Energy in the energy sector, and Inditex in the 
consumer discretionary sector. The greatest detractors from absolute returns included positions in ASML and Atlassian in the 
IT sector, Recruit Holdings and Atlas Copco in the industrials sector, and Roche in the health care sector. 
 
In addition to the transactions mentioned above, we exited a position in Fanuc in the industrials sector. 
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Top contributors 
In terms of individual stocks, the top contributors to strategy performance for the quarter included:  

• AIA Group (AIA), in the financials sector, is a Hong Kongbased life insurance provider. The stock was driven by 
reopening hopes, as mainland Chinese coming to Hong Kong is critical for newly written business. Fully opened 
borders would be very beneficial for the stock. Despite the lingering Covid headwinds, AIA’s penetration of existing of 
mainland provinces and opening of new provinces is fully on plan.  Suncor Energy (SU), in the energy sector, is a 
Canadian integrated oil company with primary production in Canada’s Athabasca oil sands. The stock benefited from 
positive sentiment for energy stocks. Suncor’s earnings benefited from a post-Covid rebound in economic activity that 
drove refining margins and upstream earnings to high levels. We expect the company to substantially increase 
shareholder returns this year.  

• Inditex (ITXN), in the consumer discretionary sector, is a Spanish apparel, footwear and accessories retailer known 
for its Zara and Mossimo Dutti brands. After a difficult first quarter, Inditex shares rebounded as quarterly results 
showed the resilience and strength of business model of this leading fashion retail brand. Traffic is returning to stores, 
and while their retail sales were lower on a very tough base, gross margins reached the highest level in 10 years, 
even with issues in Russia and the Ukraine.   

 
Bottom contributors 
In terms of individual stocks, the leading detractors to strategy performance for the quarter included:  

• ASML (ASML), in the IT sector, is a leading developer of advanced equipment for semiconductor manufacturing, 
highlighted by its extreme ultraviolet lithography systems. While earnings remain solid and the company benefits from 
a strong market position, the share price suffered from rising market interest rates and worsening sentiment around 
future capital spending at semiconductor manufacturers.  

• Recruit Holdings (6098), in the industrials sector, is a Japanese staffing and human resources provider that owns 
online job search engines Indeed and Glassdoor. After strong performance in 2021, the stock has seen profit taking 
this year. The company has also announced increased investments to boost long-term growth, which will slow margin 
progression this year.  

• Atlassian (TEAM), in the IT sector, is an Australian developer of workflow software for IT and related enterprise 
teams. One of our standouts last year, the shares have underperformed recently due to rising rates negatively 
impacting higher-growth and longer-duration stocks. Investors also reacted poorly to its fiscal third quarter earnings 
results. While Atlassian delivered higher-than-expected revenue and EPS, the guidance was mixed, as it plans to 
accelerate headcount growth to address what management sees as a strong organic growth opportunity to increase 
revenue to $10 billion with existing products/markets. 
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