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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 
• A challenging year for capital markets highlighted many of the strengths of dividend equities, with the outperformance 

driven by positioning decisions that reflect our conservative and disciplined approach to investing.  
• We took advantage of this year’s sell-off to initiate several new positions and concentrate and consolidate the 

portoflio into our highest-confidence names.   
• We expect both inflation and the economy will slow in 2023 but suspect the Fed may have more to do to bring 

inflation to heel; nevertheless, we anticipate another year of healthy, though lower, dividend growth for our portfolio 
holdings.  

 
Market overview and outlook 
The fourth quarter marked the final chapter of a painful year for investors. There was no place to hide in 2022: all asset 
classes declined significantly. The stratgey also declined, but far less than the broader averages. 

While it was a challenging year for the capital markets, it highlighted many of the strengths of our active management of 
dividend equities. The strategy’s outperformance for the year was driven by positioning decisions reflective of our conservative 
and disciplined approach to investing: stock selection in the three worst-performing sectors in the S&P 500 — consumer 
discretionary, communication services and information technology (IT) — where we de-emphasized higher-multiple, more 
crowded names; our defense holdings Raytheon Technologies and Northrop Grumman, newly valued in a world of elevated 
geopolitical risk; our insurance holdings such as Travelers, MetLife and AIG, which rose on a strong insurance pricing cycle 
along with higher interest rates; and our overweight to energy, in particular natural-gas-focused companies like Williams 
Companies and Chesapeake Energy. At the same time, within energy, we seek relatively less direct commodity exposure, so 
this was a detractor in a year where exploration and production (E&P) companies led the sector as well as the broad market.   

The strategy also outperformed in a risk-on fourth quarter, outpacing the S&P 500’s 7.56% gain. The above trends observed 
throughout the year continued in the fourth quarter, with Apollo Global Management’s resilient earnings adding to our 
financials strength, while recurring revenue stalwarts in software (Oracle, SAP) and payments (Visa, Mastercard) helped drive 
IT outperformance in a period of slowing IT spend. Sliding natural gas prices led to weakness for EQT, although prices are still 
elevated by historical standards and the structural supply/demand dynamic remains very attractive.  

We took advantage of this year’s sell-off to initiate several new positions. In past commentaries we’ve highlighted new 
positions in natural gas E&Ps Chesapeake and EQT, as well as copper producer Freeport-McMoRan, companies providing 
critical materials to displace oil and coal and enable electrification, respectively. We also found attractive entry points in 
enterprise software company SAP, a major player in the cloud transition where it should enjoy predictable and higher-quality 
revenues, and General Motors, which reinstated its dividend, is poised to launch several new electric vehicles in 2023, and 
offers optionality from new software business models.  

In the fourth quarter, challenging valuations combined with rising headwinds led us to concentrate and consolidate the portfolio 
in our highest-confidence names. We exited animal health care company Zoetis, regional bank U.S. Bancorp and alternative 
asset manager Blackstone.   
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We took advantage of a swoon in REIT prices to high-grade our real estate exposure. Amid prolonged concerns regarding 
work-from-home’s long-term impact to office fundamentals, we exited Boston Properties and bought apartment REIT 
AvalonBay Communities. AvalonBay is one of the largest apartment owners in the country and possesses a portfolio of high-
quality, suburban properties in coastal markets with relatively high barriers to entry. The company has a robust balance sheet 
and currently enjoys double-digit same-store revenue growth. While growth is slowing, rent increases that commenced in 2022 
position the company for continued revenue growth in 2023 despite softening market conditions. High interest rates and 
inflation combine to support a healthy supply/demand balance in the apartment industry. Today’s interest rates make it 
prohibitively expensive for renters to buy a home and, combined with inflation, make new multifamily construction uneconomic. 
AvalonBay sports an attractive up-front yield, and we expect long-term dividend growth in the mid- to high-single digits. 

Outlook 
While we hope the worst of COVID-19’s health care challenges are behind us in the U.S., many of the problems we face today 
— climate change, income inequality, social and political acrimony, war, and unsustainable public finances — will be with us 
for years. As we reflect on the year that has passed and contemplate the year ahead, we sense the world is undergoing a 
regime change.   

Gary Gerstle describes this process in his excellent new book The Rise and Fall of the Neoliberal Order. A political order, he 
argues, “is meant to connote a constellation of ideologies, policies and constituencies that shape American politics in ways 
that endure beyond the two-, four-, and six-year election cycles.” Just as the New Deal framed policy from the 1930s to the 
1970s, a neoliberal order has shaped U.S. political economy since Reagan. This order has been defined by increased 
globalization, freer markets, deregulation, lower taxes, and the priority of shareholders over workers.   

As we look around today, many of these forces appear to be ebbing. Supply chains are re-nationalizing, industrial policy is 
becoming more statist and protectionist, antitrust enforcement is reawakening, and labor is extracting higher wages. It does 
not seem rash to argue that the world is undergoing a profound shift.  

Amid such uncertainty, complexity and volatility, we endeavor to remain flexible and embrace the inherent uncertainty of 
investing in public markets. We do not possess specific forecasts for GDP growth, interest rates or valuation multiples. Rather, 
we try to understand the range of potential outcomes and position our portfolios so that we will perform adequately under most 
of them. We underwrite our investments based on conservative, disciplined, fundamental and independent minded analysis — 
not recent trends or fads.  

With the spate of significant interest rate increases, we expect both inflation 
and the economy will slow. It is unclear, however, that inflation has been 
tamed or the Federal Reserve’s job is near complete. Employment re mains 
robust, wage gains remain strong, and savings, though down, continue to be 
well above pre-pandemic levels. In times like this, when interest rates are on 
the rise, dividend growers tend to outperform (Exhibit 1).  

While interest rates present a headwind to the economy, recently enacted 
legislation — such as the Infrastructure Investment and Jobs Act and the 
Inflation Reduction Act (IRA) — provide a long-term tailwind given their sheer 
size. These programs will create winners in new industries and losers in other 
industries. Over the long term, the IRA will unleash vast, low-cost renewable 
power. The road to get there, however, will be bumpy and likely entail 
significant dislocations in energy markets that may at times negatively impact 
broader economic factors such as growth and inflation. 

Portfolio highlights 
On an absolute basis, the stratgey experienced positive contributions from 10 of the 11 sectors in which they were invested for 
the quarter. The financials, IT, and health care sectors made the strongest contributions, while the real estate sector was the 
sole detractor.  
Relative to the benchmark, overall sector allocation and stock selection contributed positively to performance. In particular, 
stock selection in the IT, financials, consumer discretionary, communication services, consumer staples, and materials 
sectors, underweight allocations to the consumer discretionary and communication services sectors, and overweight 
allocations to the energy, materials, industrials and financials sectors contributed to performance. Conversely, stock selection 
in the energy and industrials sectors detracted.   
In terms of individual stocks, the greatest contributors to quarterly returns included positions in Apollo Global Management, 
Raytheon Technologies, Merck, Linde and Williams Companies. The main detractors from returns were positions in EQT, 
Apple, Walt Disney, Zoetis and AvalonBay Communities.  
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In addition to portfolio activity discussed above, during the quarter we exited positions in Otis in the industrials sector and 
Public Service Enterprise in the utilities sector. 
Top contributors 
In terms of individual stocks, the top contributors to performance for the quarter included:   

• Apollo Global Management (APO), in the financials sector, is a leading alternative asset manager with large 
franchises in credit and private equity. Apollo saw another good quarter of fundraising and it should continue to 
benefit from the current environment, given its focus on value and return per unit of risk and its ability to take 
advantage of market opportunities.  

• 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. Shares were up along with strength in 
the defensive health care sector and amid recent positive approvals for several of Merck’s drugs.  

• Raytheon Technologies (RTX), in the industrials sector, is a leading aerospace manufacturer and defense contractor. 
Shares continued to perform well amid an ongoing aerospace recovery and continued geopolitical tensions, which 
underscore the need for defense spending. 

Bottom contributors  

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

• EQT (EQT), in the energy sector, is a natural gas exploration, production and pipeline transport company. Sliding 
natural gas prices led to weakness for EQT, although prices are still elevated by historical standards and the 
structural supply/demand dynamic remains very attractive.  

• Apple (AAPL), in the IT sector, designs, manufactures, and markets personal computers, smartphones and a variety 
of related software, services and devices. Shares were down on expected weakening of global smartphone demand 
in a slowing economy.  

• Walt Disney (DIS), in the communication services sector, is an entertainment company that conducts operations in 
media networks, studio entertainment, theme parks and resorts, consumer products and interactive media. Fiscal 
fourth-quarter revenue and segment income missed expectations and the company guided for consolidated revenue 
and segment operating income to grow less than consensus.  
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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 stratgey outperformed for the quarter, driven by a rebound in our countercyclical growth holdings and those 
experiencing earnings resets in the consumer discretionary and health care sectors.  

 

• As economic and earnings conditions worsen, positioning activity has been directed toward identifying stocks near a 
trough in earnings and valuations, leading to two new positions and one sale.   

 

• We are encouraged that efforts to establish more balance in the portfolio through a focus on durable businesses and 
risk management are beginning to show results.  

 
Market overview   
Equities pushed higher in the fourth quarter, ending a volatile year where soaring inflation led to a historic tightening of 
financial conditions. The S&P 500 Index rose 7.56% for the quarter but finished down 18.11% for the year, its worst annual 
showing since 2008. With the Federal Reserve (“Fed”) raising interest rates by 425 basis points (bps), its most aggressive 
campaign since the 1980s, long-duration growth stocks bore the brunt of the selling. The benchmark Russell 1000 Growth 
Index gained 2.20% for the quarter but was 29.14% lower for 2022. Value shares held up better as investors expressed a 
preference for current profitability, with the Russell 1000 Value Index up 12.42% for the quarter and down 7.54% for the year.  

From a sector perspective, defensive and cyclical sectors delivered the best performance in the benchmark, led by utilities 
(+16.56%), industrials (+15.41%), health care (+13.07%), energy (+12.83%) and consumer staples (+10.01%). Financials 
(+9.48%), materials (+8.93%) and real estate (+3.55%) also outperformed the benchmark. While the longer duration, higher-
beta information technology (IT, +3.38%) sector finished ahead of the index, the similarly positioned consumer discretionary   
(-15.65%) and communication services (-6.94%) sectors underperformed meaningfully.   

Better-than-expected corporate earnings and initial signs that inflation may have peaked supported stocks during the quarter, 
leading to double-digit gains across the market in October and November. But gains were pared in December as the Fed 
pushed through a 50-bp rate hike on top of a 75-bp move the previous month and indicated that it would keep rates higher for 
longer to ensure structural inflation does not take hold. Such rhetoric confirmed the views of many pundits that the U.S. 
economy will fall into recession in 2023 (Exhibit 1). 
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Exhibit 1: Recession a High Probability in 2023 

 

Data as of Dec. 31, 2022. Source: Federal Reserve Bank of Philadelphia, FactSet   

We have been cautious on the economy and markets for some time, positioning the strategy accordingly for the current 
environment and what will likely be another unsettled year ahead. As a result of moves solidified during the year, the stratgey 
outperformed the benchmark in the fourth quarter. Despite negative absolute performance for the year, we are encouraged 
that our efforts to establish more balance in the portfolio through a focus on durable businesses and risk management are 
beginning to show results.  
In past commentaries we have highlighted three ways which we believe would deliver performance through the bear market. 
The first is to purchase growth companies that have already suffered losses and seen their earnings outlook reset lower. Nike 
has been pressured by an uneven global recovery that led to surplus inventory. We added to the position earlier in the year 
with the view that its inventory write-down should not derail the company’s long-term high-single-digit revenue growth or the 
margin expansion from its enhanced focus on the direct-to-consumer business. While near-term earnings estimates may have 
some risk, much of the multiple contraction is in the current value of Nike shares and sentiment has shifted, with the shares 
bouncing 40% higher during the quarter. Netflix is another earnings reset name that has taken decisive actions, developing an 
ad-supported subscription tier and cracking down on password sharing, that have helped its shares rerate strongly.   
We believe a second way to generate alpha is through ownership of high-quality secular growth companies with 
countercyclical characteristics. These include several of the health care positions we have added in the last 18 months that 
were impacted by FX and supply chain headwinds earlier in the year but are now benefiting from the return of elective medical 
procedures. Advanced medical device makers Intuitive Surgical and Stryker have rebounded strongly as hospitals and other 
payors fund the profitable surgical procedures where they supply robotics-assisted surgical tools and orthopedic implants. 
DexCom, a leading developer of continuous glucose monitoring systems for diabetes care, has also seen its shares rerate as 
new patient additions accelerated in the second half of the year.   
Also within the secular category, our asset-light industrials names have flexed their strength through the bear market. Eaton is 
positioned in the sweet spot of several secular trends: two-way electricity solutions, microgrids and charging infrastructure for 
electric vehicles. While the company’s housing business is susceptible to near-term weakness, we believe Eaton can grow 
revenues in the mid-to-high single digits for several decades as its core utility customers have the rate base to cover ongoing 
electric infrastructure upgrades and buildouts. W.W. Grainger also has a visible growth runway, with less than 10% market 
share in a highly fragmented maintenance, repair and operations business. The company cut catalog prices early in the 
pandemic to maintain revenues and is now benefiting from its Zoro online platform growing revenues at a high-double-digit 
rate.   
A third approach we believe to return generation is purchasing idiosyncratic businesses that largely control their own destiny. 
We saw mixed results from this group in the fourth quarter, with paint and coatings maker Sherwin Williams benefiting from 
significant pricing power that will allow it to grow earnings handsomely with only modest revenue increases. Chipmaker Intel, 
which we purchased in the first quarter on the premise that it would develop a leading domestic foundry business, has 
struggled with execution missteps and product delays. We are maintaining the position to provide ongoing exposure to 
semiconductors.   
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Portfolio Positioning  
Promoting diversification and managing risk continue to guide our transaction activity, with a focus on the earnings trajectory of 
existing and potential holdings leading to our most recent moves. We are directing our research efforts to identifying names 
that are closer to the bottom than the top in terms of earnings and valuations, adding to our positions in ASML, the leading 
supplier of high-end production equipment to chipmakers, and Nvidia, whose valuation has washed out due to weakness in 
gaming and crypto mining as well as slowing enterprise spending. At the same time, we have been trimming names with more 
near-term risk due to exposure to a weakening consumer (Tractor Supply), and more discretionary IT spending (Workday and 
Palo Alto Networks). In addition, we have selectively been taking profits in strong recent performers like Thermo Fisher 
Scientific, where a Covid-related revenue surge is starting to normalize.   
Walt Disney is another name with significant exposure to consumer spending that is showing early signs of weakening. We 
decided to exit the name as its traditional linear programming business is dissolving more quickly than expected, while its 
Disney+ streaming business cannot offset the affiliate fees and advertising revenue that the company has relied on for years. 
Disney’s parks business has done well recently due to strong pricing power, but we have concerns that consumers will not 
continue to spend on such discretionary purchases in a recessionary environment. At this point in the cycle, we believe Netflix 
has more ways to innovate and improve profitability.   
The appearance of attractive entry points due to negative earnings revisions led to the initiation of new positions in Estee 
Lauder and Tesla. Estee Lauder, which manufactures and markets cosmetics, fragrances, and skin and hair care products 
across a number of well-known global brands including Clinique, MAC and Bobbi Brown, adds to our group of secular growers. 
Estee Lauder is a global leader in the prestige beauty space, which has outgrown the broader home and personal care 
category since 2010 and has historically been recession resilient. The company has a substantial brand, pricing power, and 
exposure to the highly profitable prestige skin care category. We believe the company’s most recent earnings report and 2023 
guidance update, which was cut significantly due to uncertainty over China’s zero-Covid policy (China and travel retail are key 
growth drivers), provided an attractive entry point. At this point, we believe the stock has been significantly de-risked and could 
see potential upside from a China recovery.  
Tesla, meanwhile, also fits squarely within our earnings reset group. We took advantage of its enterprise multiple falling back 
to historic lows to initiate a starter position in the leading manufacturer of electric vehicles (EV) and developer of battery 
technologies. Tesla has a significant structural cost advantage in battery production, EV manufacturing and EV selling, which 
gives it industry-leading operating margins in EVs. As the auto cycle has softened, the stock has sold off substantially with the 
rest of the automakers, despite EVs continuing to have a secular growth advantage. Tesla has a clean balance sheet with 
negative net debt and enormous revenue growth, EBITDA growth and free cash flow generation. Its margin buffer also gives 
the company the ability to cut prices while still supporting earnings better than competitors, which should help support 
continued volume growth. There is also significant upside optionality driven by its software offerings, which we do not believe 
is currently priced into the stock.   
That being said, Tesla is highly exposed to a flagging auto market and we expect its earnings outlook to worsen in the near 
term. We are also monitoring increasing EV competition and the recently emerging risks to the brand and management 
integrity raised by CEO Elon Musk’s actions at Twitter to determine future position size in the portfolio.   
To improve diversification and provide an additional steady grower in financials, we also added a position in Marsh & 
McLennan (MMC), the world’s largest insurance broker and operator of two consulting businesses, Mercer and Oliver Wyman. 
The company benefits from attractive insurance industry dynamics, durable underlying revenue drivers and a strong 
margin/free cash flow profile.  MMC has demonstrated the ability to grow revenue in excess of GDP growth, particularly during 
periods of strong property & casualty commercial industry pricing like the current environment, while experiencing more 
modest revenue declines than overall GDP during past recessions. The insurance brokerage segment does not take 
underwriting risk but instead earns fees and commissions based on services provided, resulting in low capital intensity and 
strong free cash flow generation. In aggregate, we believe MMC’s business will be durable during recessionary periods. Risks 
include a valuation on the higher end of the stock’s historical range, limited exposure to changes in GDP growth and the 
likelihood that shares would lag balance sheet intensive financials in a rebound. 
 
Outlook 
Corporate earnings expectations retreated during the fourth quarter, declining 2.8%, the first year-over-year earnings decline 
since the third quarter of 2020, according to FactSet. As of mid-December, 63 S&P 500 companies had issued negative 
forward guidance compared to 34 reporting positive projections. We think these trends underestimate the downward earnings 
revisions still to come and will be closely monitoring the guidance provided by portfolio companies during the upcoming 
quarterly reporting period.   
We see the economic environment as weak and getting weaker, with pain still to be felt on both the corporate and consumer 
side as the hammer of monetary policy, which acts with a lag, begins to be felt.  
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Led by IT and shadow tech, companies are looking for any way to cut costs, with layoffs increasing among the largest growth 
companies, including Meta Platforms and Salesforce. The pandemic savings accumulated by households are eroding, with 
retail sales likely to struggle in the year ahead. While the consumer remains in good fiscal shape, credit is starting to worsen 
and it’s totally normal to expect a credit cycle to take hold at this stage of an economic contraction. Paradoxically, a slowdown 
in inflation could also create headwinds: retailers no longer able to lean on price as a revenue driver may see margins 
contract.    
Mega-cap growth companies are struggling as much as other businesses due to downstream weakness of their clients. Cloud 
spending is being hurt by budget constraints of buyers, the advertising business is slowing and management confidence is 
being challenged by increasingly negative data prints. In short, all signs point to a challenging earnings year. Despite so much 
uncertainty, we maintain confidence in our stratgey as the active positioning we have put in place is enabling leadership 
franchises to flex their advantages.  
Portfolio highlights 
On an absolute basis, the stratgey posted gains across eight of the nine sectors in which they were invested (out of 11 sectors 
total). The primary contributors to performance were the health care and industrials sectors while the primary detractor was the 
consumer discretionary sector.  
Relative to the benchmark, overall stock selection and sector allocation contributed to performance. In particular, stock 
selection in the consumer discretionary, communication services and consumer staples sectors, overweights to the health care 
and industrials sectors and an underweight to the consumer discretionary sector supported results. Conversely, stock 
selection in the IT and industrials sectors and an underweight to consumer staples detracted from performance.   
On an individual stock basis, the leading absolute contributors were positions in Visa, Nike, DexCom, Intuitive Surgical and 
Nvidia. The primary detractors were Amazon.com, Atlassian, Palo Alto Networks, Meta Platforms, and PayPal.  
 
Top contributors 
In terms of individual stocks, the top contributors to portfolio performance for the quarter included:  

• Visa Inc. (V), in the IT sector, operates electronic payment network in 200 countries worldwide and is a beneficiary 
from the trend away from cash and checks as payment for goods and services. Visa has shown stable U.S. credit 
and debit volumes while cross-border volumes have continued to recover. Continued strong and stable results amid 
rising concern over the potential recessionary impact on the consumer were enough to boost the stock.  

• DexCom (DXCM), in the health care sector, is a developer of continuous glucose monitoring (CGM) systems for 
diabetes treatment. The stock performed well in the quarter due to U.S. Food and Drug Administration approval of G7 
(their nextgeneration CGM product) and excellent third-quarter results showing momentum across the business, with 
strong new patient starts supporting top-line growth plus operating margin expansion. The stock has also benefited 
from a growing conviction that basal Medicare coverage will become effective in early- to mid-2023, which would 
represent the opening of a large new market.  

• Nvidia (NVDA), in the IT sector, is a developer of graphics processing units (GPUs) for use in gaming, visual design 
and artificial intelligence (AI). After troughing in October, the shares have rebounded strongly due to third-quarter 
results that topped revenue forecasts and fourth-quarter guidance in line with estimates. Weakness in Nvidia’s 
gaming business appears to be reaching a bottom while the company’s data center business remains resilient. We 
believe Nvidia is well positioned at this point in the cycle with gaming shaping up to see a strong cyclical recovery, a 
heightened focus on AI innovation from major U.S. cloud spenders that should support data center growth, as well as 
new product cycles in both segments commanding meaningful pricing power.   

 
Bottom contributors 
In terms of individual stocks, the bottom contributors to stratgey performance for the quarter included:   

• Amazon.com (AMZN), in the consumer discretionary sector, operates the leading e-commerce and hybrid cloud 
services platforms and has a burgeoning advertising business. The stock was negatively impacted by a weaker-than-
expected revenue forecast for the fourth quarter that indicated slowing demand in Amazon’s retail and cloud 
businesses. The company has also been negatively impacted by multiple waves of cost pressure since the pandemic 
began. However, we do not believe Amazon is losing market share and the company is focused on reducing costs to 
maintain profitability. We have been sizing our overweight position to reflect the possibility of further near-term 
macroeconomic pressure.  

• Atlassian (TEAM), in the IT sector, is a leading developer of workflow software for IT professionals and related 
enterprise functions. Weakness in the quarter was driven by a reduction to Atlassian’s fiscal year revenue growth 
outlook. As many of its customers reduce headcount in the current macro environment, the company has seen a 
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slowing of the portion of revenue growth tied to seat expansion. We believe rebasing estimates better de-risks the 
stock for recessionary pressure, and our thesis remains that Atlassian is well positioned in multiple attractive 
segments in the software industry with the ability to grow revenue and profits at attractive rates over the next 5-10 
years.   

• Palo Alto Networks (PANW), in the IT sector, is a provider of enterprise security solutions, including next-generation 
firewalls and threat detection software. Despite beating quarterly estimates and raising its fiscal year outlook, the 
stock fell in sympathy with security software peers that posted weaker-than-expected quarterly results indicating the 
pandemic surge in security spending has peaked. We maintain confidence in Palo Alto as its key drivers remain front 
and center, notably a firewall refresh, a positive mix shift toward faster-growing subscriptions and support driven by 
accelerating growth in next-generation security solutions, bigger deals, an onerous threat landscape driving end user 
spend and vendor consolidation favoring strongly executing incumbents with expanding platforms.  
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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 

• Meaningful repositioning over the last two years has improved the Portfolio’s overall growth profile while maintaining 
high active share with a low correlation to the mega-cap heavy Russell 3000 Growth Index.  

 
• A balance between high-growth disruptors and steady, cash flow-rich companies enabled the stratgey to outperform 

the benchmark in all four quarters of 2022. Results in the fourth quarter were driven by several long-time media 
positions we consider durable compounders.  

 
• With volatility expected to remain elevated, we are actively looking at a number of new names, opportunistically 

waiting for good entry points to increase our exposure to consumer discretionary names as well as steady 
compounders in IT and consumer staples.  

Market overview  
Equities ended a tumultuous year on a positive note, grinding higher in the fourth quarter on better-than-expected corporate 
earnings and signs that inflation may have peaked. The S&P 500 Index rose 7.56% for the quarter but finished down 18.11% 
in a year marked by a historic tightening of financial conditions. With the Federal Reserve raising interest rates by 425 basis 
points (bps), its most aggressive campaign since the 1980s, long-duration growth stocks felt the most pain. The benchmark 
Russell 3000 Growth Index gained 2.31% for the quarter but underperformed the Russell 3000 Value Index (+12.18%), 
extending a streak that saw growth stocks fall 28.97% for the year, trailing value by 2,100 bps.  

From a sector perspective, defensive and cyclical sectors delivered the best performance in the benchmark, led by industrials, 
health care, energy and consumer staples. Materials, financials, utilities, and real estate also outperformed the benchmark. 
The longer-duration, higher-beta information technology (IT) sector performed in line with the index, while consumer 
discretionary and communication services sectors underperformed meaningfully.   

Markets remained volatile during the fourth quarter, with sentiment dictated by expectations around the future direction of 
monetary policy. The stratgey kept pace during a double-digit rally in October and November and held up better than the 
benchmark in December as the Fed signaled it would keep rates higher for longer to ward off structural inflation. The ability to 
perform well on a relative basis through such differing conditions speaks to the balance we have sought to achieve since 
embarking on a portfolio repositioning in early 2021. 

As we’ve detailed over the last two years, our intent with the repositioning was to expand the types of growth companies we 
target and broaden our sector exposures, resulting in a portfolio that we believe could outperform over a variety of market 
environments. Over the last seven quarters, we have added 13 new positions, the majority being higher-growth disruptors 
early in the development of their market opportunity, while reducing cyclical exposure and sizeable overweights in certain 
industries or subsectors of the market. The additions of Etsy, an online marketplace for craft and smaller retailers, Airbnb, an 
online platform for alternative lodging, and global spirits marketer Diageo expanded our relatively low exposure to consumer 
discretionary and consumer staples within the Portfolio with industry leaders in their respective businesses.   
The additions have improved the strategy’s overall growth profile while maintaining high active share with a low correlation to 
the mega-cap-heavy Russell 3000 Growth Index. An ongoing focus on valuation as well as cash flow-positive businesses and 
those with a visible path to profitability have also supported downside capture through a volatile period of normalization from 
the COVID-19 pandemic.     
That balance served the strategy well throughout the year, enabling outperformance against the benchmark in all four 
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quarters. Results in the last three months were driven by several long-time media positions we consider durable compounders 
due to their consistent revenue growth and free cash flow generation. These included shares of Comcast, which saw a 
snapback after a difficult first half of the year caused by cord cutting in its cable business and slowing subscriber growth in its 
broadband business. A flexible balance sheet and strong cash generation enabled Comcast to repurchase shares during the 
sell-off earlier in the year. Madison Square Garden Sports (MSG) benefited from solid earnings and a revaluation of its 
marquee sports franchises, the New York Knicks and New York Rangers, following the sale of the Phoenix Suns for an NBA 
record $4 billion. MSG is expected to see additional opportunities to monetize its franchises as the NBA begins negotiations on 
a new broadcast deal.   
Performance was also supported by communications chipmaker Broadcom, which has managed inventory better than peers 
and continues to generate healthy levels of free cash. Broadcom should benefit from a more balanced revenue mix between 
semiconductors and software upon the expected closing of its acquisition of VMware in 2023. HVAC and building services 
provider Johnson Controls, meanwhile, saw a normalization of supply chain and semiconductor shortages lead to better 
operating results and subsequent strong performance.   
More restrictive financial conditions weighed on several disruptors and companies that are not yet profitable. Wolfspeed, a 
leader in the emerging market for chips from silicon carbide (SiC) for power management applications, was the primary 
detractor in the fourth quarter after strong performance earlier in the year. The company has suffered from short-term 
execution issues at its Durham, NC plant as it ramps up capacity in its newer fab to meet the significant long-term demands for 
SiC technology. The company raised $1.5 billion in a convertible offering that improves its cash position, but it will have 
ongoing financing needs in the years ahead.   
Guardant Health, a disruptor within health care that is developing blood tests for cancer screening, announced a mixed 
readout for its Eclipse screening test that raised concerns about how much market share the product will eventually garner. 
The company will likely need to raise capital over the next couple of years, which has also weighed on the stock. We believe 
the issues facing both Wolfspeed and Guardant are temporary and we continue to maintain our weightings in both.   
Portfolio positioning  
During the quarter, we exited a position in Immunogen, a biotechnology company developing antibody-drug conjugate 
therapies to treat cancer. Immunogen received U.S Food and Drug Administration approval for Elahere for ovarian cancer; 
however, it is a relatively modest opportunity and the company still faces a long road to reach meaningful profitability. The sale 
is also part of our effort to consolidate the Portfolio in our highest conviction ideas.  
Beyond the sale of Immunogen, our transactions were relatively limited in the fourth quarter with a number of sales and trims 
driven by tax management. We cut our cyclical technology exposure with trims to hard disk drive makers Western Digital and 
Seagate Technology, which have higher-than-average financial leverage for our portfolio and are facing a challenging demand 
environment.  
With volatility expected to remain elevated going forward, we are actively looking at a number of new names, opportunistically 
waiting for good entry points. Two areas of focus are the consumer discretionary sector, where we remain significantly 
underweight versus the benchmark, and steady compounders in IT, consumer staples and potentially alternative energy that 
can improve the earnings variability of the strategy while maintaining an attractive growth profile. As long-term business 
owners, we will look to use short-term trading volatility to initiate and scale these positions over time.  
 
Portfolio highlights 
On an absolute basis, the portfolio generated gains across four of the six sectors in which they were invested (out of 11 
sectors total). The primary contributors to performance were the IT and health care sectors, while the main detractor was the 
communication services sector.  

Relative to the benchmark, overall stock selection and sector allocation detracted from performance. In particular, stock 
selection in and an overweight to the communication services sector were the primary drags on results. Stock selection in the 
IT, industrials, and consumer discretionary sectors and an overweight to the health care sector also detracted. On the positive 
side, stock selection in health care and materials contributed to relative performance.  

On an individual stock basis, positions in Broadcom, UnitedHealth Group, Wolfspeed, Seagate Technology, and Vertex 
Pharmaceuticals were the leading contributors to absolute returns during the period. The primary detractors were Twitter, 
DocuSign, Comcast, Biogen, and Guardant Health. 

During the quarter, the besides portfolio activity discussed above, we initiated a new position in Insulet in the health care 
sector. 
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Outlook 
Names like Airbnb and data warehouse software provider Snowflake offer better-than-average growth exposure with strong 
margins and cash generation that we believe should allow the strategy to capture better upside in markets with greater price 
momentum. We partner these higher-growth names with the stability, predictability and economic insensitivity provided by our 
large-cap health care positions.  

We are striving to strike a balance in the strategy across varying growth rates, consumer and enterprise, as well as 
international and domestic equity markets.   

We are clearly in a volatile macro environment with low visibility and predictability to near-term economic direction. This type of 
backdrop places a premium on industry leaders with strong growth and profit margins and low financial leverage. Additionally, 
experienced and seasoned management teams that can navigate macro headwinds while continuing to invest in growth are 
essential. Such characteristics should enable these companies to gain share and emerge in a better position than before the 
correction. As long-term investors, we are exercising patience and care in vetting both companies on our watch list, as well as 
existing holdings, to ensure we maintain a portfolio that can perform strongly through this period of uncertainty.   

Portfolio Highlights 

On an absolute basis, the strategy had gains in six of the seven sectors in which they were invested (out of 11 sectors total). 
The primary contributors were in the communication services and health care sectors, while the sole detractor was the IT 
sector.   

Relative to the benchmark, overall sector allocation contributed to performance. In particular, an underweight to the consumer 
discretionary sector, an overweight to the health care sector and stock selection in the communication services, consumer 
discretionary and materials sectors drove results. Conversely, stock selection in the IT and health care sectors weighed on 
performance.   

On an individual stock basis, positions in Broadcom, Comcast, Johnson Controls, AbbVie and Freeport-McMoRan were the 
leading contributors to absolute returns during the period. The primary detractors were CrowdStrike, Wolfspeed, Guardant 
Health, Airbnb, and Snowflake.  

In addition to the transactions mentioned above, we sold our position in Twitter in the communication services sector. 

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

• Comcast (CMCSA), in the communication services sector, is a global media company with two primary units, cable 
and NBCUniversal, which encompasses both studio operations and theme parks. The shares were supported by 
quarterly results highlighted by cable operating profits that were incrementally positive while broadband average 
revenue per user (ARPU) improved, with the company expressing confidence on steady ARPU growth helped by 
faster speed services coming in late 2023. The return of cash to shareholders through dividends and buybacks also 
remains intact.  

 
• Johnson Controls Inc. (JCI), in the industrials sector, produces equipment and systems for commercial and 

residential buildings. The company topped quarterly earnings estimates due to solid demand across its key end 
markets that is also supporting a healthy backlog. Its focus on sustainability initiatives should also support revenue 
going forward.   

 
• AbbVie (ABBV), in the health care sector, is a pharmaceutical company developing treatments for a range of 

conditions including several types of cancers and psoriasis. The stock has withstood Wall Street’s focus on the 
erosion of its Humira franchise as biosimilars reach the market, with AbbVie continuing to deliver strong growth from 
the key inflammation franchise. We see the stock as undervalued relative to its potential earnings growth in the year 
ahead. 
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Bottom contributors 
In terms of individual stocks, the leading detractors to portfolio performance for the quarter included:  

• CrowdStrike Holdings (CRWD), in the IT sector, is a leading cybersecurity company focused on next-generation 
endpoint protection. The shares were hurt by mixed third-quarter results that, combined with similar results from 
security software peers, indicate the pandemic surge in security spending has likely peaked. CrowdStrike’s forward-
looking commentary was tempered, with management expecting weakness to persist through its fiscal fourth quarter. 
Nevertheless, the company’s quarterly EPS guidance was above forecasts. CrowdStrike has benefited from the 
onerous threat landscape and lack of security readiness by customers, but macro conditions are now impacting the 
timing of deals.  
 

• Snowflake Inc. (SNOW), in the IT sector, operates a cloudbased data warehousing platform for small to medium 
business and enterprise customers. With its high valuation, the shares surrendered some of the company’s third-
quarter gains as interest rates moved up, impacting growth names the most. Investor concerns over the beginning of 
a seasonally weak period for the company’s consumption-based model also created headwinds. Despite the near-
term pressure, Snowflake sounded confident with its financial guidance and the business at recent investor 
conferences.  
 

• Airbnb, Inc. (ABNB), in the consumer discretionary sector, operates a leading online platform for alternative 
accommodations globally. Despite demonstrating growth in room nights and average daily rates in its latest quarterly 
results, expected slowing in bookings in the fourth quarter, a premium valuation compared to peers, as well as the 
stock falling into the higher growth category of companies most impacted by hawkish rhetoric on interest rates 
weighed on the shares. Longer term, the fundamentals on Airbnb are intact, with a much higher share of direct traffic 
vs. online travel agencies and stable market share in alternative accommodations. 
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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 
The Dynamic Global Value Dividend strategy seeks to provide exposure to a select group of high quality, large capitalization 
stocks that have historically paid consistent dividends.  The strategy seeks to invest in global franchise companies in industries 
that appear positioned for a normalization in valuation due to improving fundamentals.   
 
The strategy performed in-line with its global benchmark during the fourth quarter as benefits from an overweight to U.S. 
stocks and profitable selection in Europe was offset by selection in the U.S. 
 
Patience Pays Off 
 
“Patience is bitter, but its fruit is sweet” - Jean-Jacques Rousseau 
 

Patient investors in global dividend stocks received their reward in 2022, a year when dividend stocks meaningfully 
outperformed broad based equity indices for the first time in years. In fact, when looking at a universe of global stocks, 
the higher the dividend yield, the better the return in 2022 when that universe is grouped into deciles.   
 
What’s behind this recent outperformance? Is it sustainable? 
First let’s look at why global dividend stocks underperformed for so long. Global dividend stock performance relative to 
the S&P 500 peaked as the Global Financial Crisis (GFC) was getting under way in 2008. The U.S. Federal Reserve 
and other U.S. agencies jumped into action to alleviate stresses on the U.S. financial system while the rest of the world, 
and specifically the European Union, deliberated for years following the crisis. It wasn’t until July of 2012 that the 
European Central Bank, headed by new President Mario Draghi, took decisive action by promising to do “whatever it 
takes” to save the Euro and the European economy. As a result of this delay and other issues (e.g., Greek Debt Crisis) 
in subsequent years, global earnings stagnated while S&P 500 earnings improved following the GFC then accelerated 
as a technology boom took hold, benefiting primarily U.S. Technology companies. In fact, S&P 500 earnings have more 
than doubled since the GFC while global earnings have stagnated. This led the S&P 500 to significantly outperform 
international stocks since the GFC, led by the Technology sector which experienced accelerating earnings growth AND 
meaningful valuation expansion. But that may all be changing. 
 
Now, the U.S. Federal Reserve is actively slowing the U.S. economy by increasing interest rates and reducing bond 
purchases in an effort to tame inflation. This is slowing earnings growth AND compressing elevated stock valuations of 
formerly high growth sectors like Technology.  At the same time, earnings expectations for international companies are 
rising from overly pessimistic levels as China’s reopening spurs global economic growth. Meanwhile, valuations of 
international stocks that were depressed from years of disappointment are beginning to expand as relative earnings 
growth begins to improve. All of this is leading to a renaissance in international stocks, which have outperformed the 
S&P 500 since last October. 
 
We now expect to spotlight to shine on international dividend stocks, as well as U.S. dividend stocks with low valuations 
that were also left behind in the Technology run-up of recent years. These stocks should continue outperform as 
investors begin to pay more attention to valuations in an environment where slowing economic growth is causing severe 
valuation compression for former growth stocks that are no longer growing – a money-losing proposition. Valuation is 
once again becoming a downside buffer for investors at the same time that dividend income pays investors to wait for 
low valuation stocks to get revalued higher. 

 
As always, we continue to invest in attractive global companies that 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 
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wealth. When looking for attractive investment opportunities, we believe the following three characteristics are of 
paramount importance: 

 
• High Quality is typically defined as a company with high Return 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, economies of scale & efficient manufacturing can lead to superior Returns on Equity. Think 
of ROE as the rate at which companies compound their capital base.  Companies with high ROE’s will growth 
their capital base more rapidly than those with lower ROE’s, 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. 

 
Fourth Quarter 2022 Activity 
 
Fourth Quarter Buys:  
 

• US Bancorp: Regional Banks are benefiting from a combination of higher Net Interest Income driven by rising interest 
rates, solid loan growth and a benign credit environment. USB's size is a competitive advantage, given that the bank 
has the scale to compete effectively against both larger and smaller institutions but faces fewer capital and liquidity 
requirements compared with larger and more complex peers. Management recently reaffirmed expectations for the 
Union Bank acquisition as meaningful cost savings are expected to lead to accretion of 8%. We believe this high quality 
super-regional bank is undervalued, trading at 9x earnings and yielding 4.4%. 

 
• Host Hotels: With the recovery continuing to progress in business and group travel and Host having broad geographic 

exposure, it is positioned to benefit from the ongoing travel recovery. Continued strength in leisure demand and pricing, 
along with growth in urban markets driven by recovering business and group travel, is driving improved results. Relative 
to 2019, resort markets like Southern California, Orlando, Phoenix, Jacksonville, and Hawaii continue to increase rate 
and building occupancy. These markets are joined by meaningful improvement in Philadelphia, Seattle, Chicago, D.C., 
and New York.  We believe investors are just beginning to appreciate Host's upside in a post-COVID environment. 

 
• Stellantis: The combined FCA (Fiat Chrysler)-PSA (Peugeot S.A.) entity offers a multi-year restructuring story, with 

both FCA and PSA’s operations complementing the other's product/geographic positioning. The key drivers will be 
supported by strategic actions unlocking synergies across 4 key end markets: 1) Rightsizing the operations in Europe; 
2) Solidifying FCA’s earnings momentum in North America; 3) Capturing additional market share opportunities in South 
America; and 4) Streamlining FCA and PSA's product portfolio in China. Recent results benefited from strong vehicle 
prices & higher deliveries.  We find STLA attractive, selling at a low single digit P/E multiple with strong free cash flow 
supporting its attractive 8% dividend yield. 

 
• VF Corp is a high-quality turnaround story. Its iconic brands include Dickies, Timberland, The North Face and Vans. 

Recently, the company experienced margin pressure from higher promotional activity & inventory re-balancing while 
recent strength in The North Face was offset by weakness in Vans. On a positive note, VFC is experiencing sequential 
improvement in sales trends in Greater China and expects a return to year-over-year growth by 4Q (March 2023). 
Longer term, VF has an opportunity to grow its younger brands Supreme, Altra, Smartwool and Icebreaker by double 
digits by entering new markets and tailoring its product assortment to consumer preferences - leveraging existing VF 
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infrastructure to scale costs and bring products to market quicker.  We believe this high-quality company is undervalued, 
trading at 10x earnings and yielding 7%. Management recently increased VF's dividend, underscoring their confidence 
in the company's underlying fundamentals. 

 
• Best Buy is another high-quality turnaround story. A challenging operating environment and softness in consumer 

demand are making things tough for Best Buy despite strong execution by management. But Best Buy benefits from 
being the last company standing in the consumer electronics sector. The company's key vendors’ high dependence on 
Best Buy in the US marketplace as a counterbalance to AMZN and WMT puts them in a strong competitive position. 
We believe Best Buy can still achieve its revenue and margin goals - withdrawn earlier this year amid a sudden drop-
off in demand - over the longer term, assuming successful execution of its new service membership, Totaltech, and its 
push into health care. Investing in Totaltech and health care, combined with macroeconomic weakness, are weighing 
on results this fiscal year, yet these initiatives should open the door to a stronger long-term competitive position and 
earnings growth in the not-too-distant future. Most importantly, Totaltech is key to fueling greater customer loyalty and 
spending well beyond this fiscal year.  We find Best Buy attractive, selling at 10x earnings and yielding more than 5%, 
supported by strong free cash flow. 
 

Fourth Quarter Sells:  
 

• Allstate has outperformed in recent years through the COVID period as lockdowns and their aftermath resulted in 
meaningfully lower claims activity, leading to higher profitability. As COVID fears fade and claims activity returns to 
normal, profitability is moderating. In addition, inflation is resulting in higher costs to repair & replace insured assets, 
further impacting profitability. Allstate is being sold ahead of these negative impacts on earnings. 

 
• Chevron has meaningfully outperformed in recent years as free cash flow ramped up along with rising energy prices. 

Chevron is being sold to "take chips off the table" on energy. We believe upside in energy prices will be capped by 
moderating global growth as central banks worldwide tighten policy. As this occurs, we believe the chances that 
Chevron outperforms will fade. 

 
• Lockheed Martin & Huntington Ingalls: Defense contractors have meaningfully outperformed this year driven by high 

profile global conflicts and now trade at historically high valuations. Given uncertainty in defense spending growth going 
forward driven by tight sovereign budgets and political dynamics, we believe it's best to take profits in these stocks and 
reinvest in areas with better risk/reward characteristics.  Additionally, any hint of a potential resolution to high profile 
global conflicts would result in moderating investor interest in defense contractor stocks. 

 
Fourth Quarter Contributors 
The following were the best performers in the fourth quarter: 
 

• Lockheed Martin remains the largest U.S. defense contractor with a steady inflow of orders from its leveraged 
presence in the Army, Air Force, Navy and IT programs. Steady contract flows and subsequent backlog growth bolster 
its long-term revenue prospects while budgetary provisions are expected to boost its business. In the past year, the 
stock has outperformed its industry. Lockheed’s stock was sold from the portfolio in the fourth quarter as its strong 
outperformance in recent years revalued the stock higher relative to underlying fundamentals. 

 
• Chevron: Energy stocks rebounded in the fourth quarter from their summer lull as a 30%+ rise in gasoline prices 

benefited large energy companies with substantial Downstream operations.  Chevron was sold from the portfolio in the 
fourth quarter as valuation became less compelling following strong outperformance in recent years. 

 
• Honeywell is benefiting in the current environment as end-market diversity, strong financials and almost $9 billion in 

cash set Honeywell up for accelerated growth as markets recover and secular tailwinds take hold. A rebound in 
Aerospace, 30-35% of sales and the most profitable unit, is key to improving profitability going forward.  Within 
Aerospace, we believe Defense growth is at a positive inflection and an improvement in wide body adoption should be 
accretive to margins. 

 



FCMS QUARTERLY PORTFOLIO COMMENTARY                           Q4 2022 

Securities and Investment Advisory Services offered through Founders Financial Securities, LLC. Member FINRA, SIPC and Registered Investment 
Advisor. This material contains the opinions of the author(s) but not necessarily those of Founders Financial Securities, LLC and such opinions are 
subject to change without notice. This material has been distributed for informational purposes only. Forecasts, estimates, and certain information 
contained herein are based upon proprietary research and should not be considered as investment advice or a recommendation of any particular security, 
strategy, or investment product. Founders Financial’s investment strategies are subject to risk including, general market risk, currency fluctuations, and 
economic conditions. Information contained herein has been obtained from sources believed to be reliable but is not guaranteed. Investors should consult 
their financial, tax, and legal advisors before making investment decisions. Past performance results are no indication of future returns, and all 
investments may result in loss of principal.  

 

Fourth Quarter Detractors 
The worst performer in the fourth quarter: 
 

• Essex Property Trust's management forecast disappointing market rent growth of 2% for 2023, impacted by 
macroeconomic and job growth uncertainty. Drivers of the anticipated slowdown include modest jobs growth (9,500 
assumed across all of ESS' major markets) and modest national GDP growth (up 0.4%), partially offset by low supply 
growth (0.8% assumed). Longer term, the company’s West Coast apartment portfolio has supply and demand 
advantages that can drive above-average top- and bottom-line growth across multiple cycles. 
 

• Host Hotels’ stock underperformed last quarter on concerns about reduced demand and pricing power next year 
should a recession unfold. There are also concerns about the sustainability of margin gains as RevPAR growth 
becomes more occupancy driven, at least in the near term.  Rising interest rates are also a concern with higher rates 
implying higher borrowing costs, affecting Host’s ability to purchase or develop real estate. 

 
• Advance Auto Parts: Volatile light-vehicle production and logistics challenges drove inefficiencies in inventories in the 

third quarter of 2022. Autoliv expects near-term production in North America and Europe to be soft amid the chip crisis. 
Longer term, we believe Autoliv will benefit from its position at the forefront of automotive safety technology. With 
content per vehicle on the rise, Autoliv is set to gain from growing demand of front center airbags, knee airbags, seatbelt 
and battery cut-off switches. 
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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 

• International equities surged in the fourth quarter, leading performance across global markets to end the year. The 
rally was sparked by optimism that inflation has peaked, China’s reopening, and resilient earnings results.   

• The strategy delivered strong absolute returns but underperformed the core MSCI EAFE benchmark as the value 
component meaningfully outperformed growth, primarily in the last two weeks of the year. Results were driven by 
our secular and structural growth holdings, which we increased through new purchases.  

• Conditions are setting up for international equities to take back market leadership from U.S. shares, with attractive 
valuations and an underweight to the asset class supporting a performance reversal.  
 

Market overview 
International equities rallied strongly in the fourth quarter, boosted by expectations of lower global inflation, optimism around 
the reopening of the Chinese economy, resilient earnings, and favorable currency trends. The benchmark MSCI EAFE Index 
surged 17.34% for the quarter, paring its 2022 losses to 14.45%. The MSCI Emerging Markets Index advanced 9.70%, 
finishing 20.09% lower for the year. Small-caps experienced a similar rebound with the MSCI EAFE Small Cap Index higher by 
15.79% in the quarter but finished 21.39% lower for the year.   

The rebound was driven by cyclicals and value 
names, leading to a gain of 19.64% for the MSCI 
EAFE Value Index, which once again 
outperformed the MSCI EAFE Growth Index 
(+15.05%). Due primarily to a historically wide 
divergence between value and growth in the first 
quarter, value outperformed growth by over 1,700 
basis points (bps) for the year.   
      
As we have highlighted in past commentaries, 
managing a diversified growth portfolio against a 
core benchmark in a period of value 
outperformance creates headwinds to relative 
results. This was the case in the fourth quarter as 
the strategy delivered strong absolute 
performance but underperformed the benchmark, 
mostly due to a rally in value shares in the last two weeks of December.  
On a sector basis, the three best performers in the quarter were cyclicals: financials (+23.91%), materials (+20.75%) and 
energy (+19.78%), three areas where the strategy was underweight versus the MSCI EAFE Index. While we want to maintain 
exposure to cyclical stocks, we have found better risk/reward among industrial companies, where we are overweight, as well 
as durable compounders in IT and health care. While industrials (+19.02%) outperformed the benchmark, IT (+14.90%) and 
health care (+14.19%) underperformed in an unusually strong period of absolute returns.   
Much of that above-average performance was a result of a rally in foreign currencies, which had been hurt by the strength of 
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the U.S. dollar for most of 2022. This reversal has been driven in part by the interest rate increases pushed through by the 
European Central Bank and the Bank of England in the second half of 2022, as well as the sudden change in monetary policy 
by the Bank of Japan (BOJ) in the fourth quarter.   
Japan had been the last holdout to rate increases, maintaining a negative/zero interest rate policy. We expected the BOJ 
would likely make a policy change with its current governor ending his 10-year term in March. The central bank took a step in 
this direction by increasing the yield-curve control (YCC) band from 25 bps to 50 bps, which led most market participants to 
the conclusion that interest rates would move up. But YCC and interest rate moves are two entirely different things, with the 
former having no real impact on the economy or earnings for most Japanese companies. We expect the BOJ will increase 
interest rates when inflation moves above 2%, a scenario the yen and interest-sensitive sectors have already factored in.   
We have been reducing our underweight to Japan over the last several quarters but remain 1,000 bps below the benchmark. 
While the country remains a mixed picture economically, with some segments of the market having high leverage and some 
segments carrying extra cash on their balance sheets—the driver for equity performance will be the better allocation of capital, 
a characteristic that has long been overlooked. The eventual return of Chinese tourists, after the lifting of COVID19 
restrictions, should be a positive and one that showed up in the fourth-quarter rerating of cosmetics maker Shiseido.   
We are even more bullish on the secular and structural growth companies we own in Europe, as earnings have held up better 
than expected. Like Shiseido, French luxury conglomerate LVMH was a strong performer on optimism over China’s reopening. 
A weaker euro has helped but we also attribute the strength to the solid fundamentals and pricing power of companies like 
Linde, a U.K.-based supplier of industrial gases.  
Linde has benefited from its exposure to the energy transition through its hydrogen projects as well as the strong growth of the 
health care and technology markets it serves.   
 
Portfolio positioning 
Our recent activity remained squarely focused on increasing exposure to quality, compounding businesses with the sturdy 
fundamentals to weather unsettled global conditions. At the same time, we have trimmed back positions carrying higher risk or 
deteriorating fundamentals.   
 
We reduced the strategy’s underweight to Asia Ex-Japan with the addition of two Australia-based secular growth companies. 
Computershare is a technology-driven administrator of financial assets operating in five core segments, which include issuer 
services, mortgage services, employee share plans, business services and communication services. The company is a blue 
chip, defensive business whose high cash flows should help to weather a downturn. Recurring revenue represents 75%-80% 
of the total and it should be a prime beneficiary of high and rising short-term rates from the payment flows it handles, while 
continuous cost-cutting initiatives should support margins. Brambles is a logistics provider and the founder of global pallet 
pooling with unmatched advantages of global scale, global sourcing, automation, reliability, quality, and financial power. The 
company is a secular growth story with a value-added proposition of modernizing supply chains. The recent supply chain crisis 
should accelerate market share wins as white-wood pallets and small pallet poolers have failed to provide for the essential 
movement of goods. Meanwhile Brambles’ business is well positioned for optimization through technology with tremendous 
cost benefits from AI, digitization and the Internet of Things.  
 
We also reentered a position in Hong Kong Exchanges & Clearing, which we sold in 2020 at higher levels. After a large share 
price correction due to the concerns about trading and IPO activity, the stock had reached an attractive entry point again. A 
normalized trading environment should support the business and the stock, which we consider a structural grower tied to 
Asian capital market activity.  
 
The most meaningful sale in the quarter was Schlumberger, an oil services company in the structural growth bucket. We 
bought this stock during weakness in energy markets during the COVID-19 pandemic. But as energy markets rebounded with 
the global economic recovery and the Russian invasion of Ukraine, Schlumberger’s earnings significantly stepped up from 
previously depressed levels and the stock outperformed a very strong energy sector. As part of our valuation-driven sell 
discipline, we took profits and moved on to areas of the market with a more attractive risk/reward.   
 
We also exited software maker Atlassian as part of our repositioning away from emerging growth companies and on valuation 
and cost concerns as it redomiciles in the U.S. Emerging growth represented just 1.5% of strategy’s assets at year end, with 
most of our exposure in secular (49.6%) and structural (46.6%) growth companies.   
 
While we are not seeing many attractive opportunities among emerging growth companies presently, the area is a focus of our 
research and due diligence. We like many of these companies and are trying to determine what they're worth at much higher 
interest rate levels. Some of these stocks have come down 60%-70% but remain good growth businesses.   
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Outlook 
We expect markets to remain 
volatile in 2023. We believe the 
volatility will be driven by changing 
inflation expectations, the pace of 
China reopening over a largely 
unvaccinated population and 
geopolitical events that had, and 
will likely continue to have, an 
outsize impact on the markets. We 
believe the actions of central 
banks including the BOJ, which so 
far has been way behind other 
central banks in tightening 
financial conditions, will continue 
to impact global liquidity and 
valuation of assets. We believe 
higher interest rates will exert 
pressure on national budgets, 
consumer wallets and corporate 
earnings.  
We will continue to follow our process and upgrade the portfolio for more upside and less risk, looking for mispriced growth 
across the whole spectrum of growth: emerging, secular and structural. We recognize that the different types of growth stocks 
are going to be mispriced in different market regimes. Therefore, the weights of these growth buckets in the stratgey will 
evolve over time, driven by our ongoing evaluation of price targets and market opportunities. (Exhibit 2).  
 

Portfolio highlights 
On an absolute basis, the strategy saw gains across the 10 sectors in which they were invested (out of 11 total) with the 
financials, industrials, consumer discretionary and health care sectors the primary contributors.   
On a relative basis, overall stock selection and sector allocation detracted from performance. In particular, stock selection in 
the IT, industrials, health care and materials sectors hurt results. The biggest detractors in IT were due to a bias toward less 
cyclical segments within the sector, IT services and electronic equipment, which underperformed more cyclical areas such as 
semiconductors. Our software holdings also underperformed the benchmark. Similarly in industrials, an overweight to 
commercial and professional services led to relative sector underperformance. In the materials sectors, stock selection was 
negatively impacted by negligible exposure to metals and mining companies. On the positive side, stock selection in the 
energy, consumer discretionary and consumer staples sectors and an underweight to communication services contributed to 
relative returns.   
On a regional basis, stock selection in Europe Ex U.K., Japan and the United Kingdom as well an overweight to North 
America, primarily in Canada, were detrimental to performance. Stock selection in North America and Asia Ex Japan, 
meanwhile, contributed to returns.   
Kingdom as well an overweight to North America, primarily in Canada, were detrimental to performance. Stock selection in 
North America and Asia Ex Japan, meanwhile, contributed to returns.   

On an individual stock basis, the largest contributors to absolute returns in the quarter included Schlumberger in the energy 
sector, Novo Nordisk in the health care sector, AIA Group and BNP Paribas in the financials sector as well as Linde in the 
materials sector. The greatest detractors from absolute returns included positions in Atlassian and Elastic in the IT sector, 
Teleperformance in the industrials sector as well as Roche and Olympus in the health care sector.   

In addition to the transactions mentioned previously, we closed positions in Nidec in the industrials sector and Temenos in the 
IT sector. 

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

Novo Nordisk (NOVOB), in the health care sector, is a Denmark-based biopharmaceutical maker that generates strong free 
cash flow from its diabetes products. The shares benefited from new weight loss indications for its diabetes treatments 
Ozempic and Wegovy. We believe this potential opportunity in weight loss is very large, and recent sales of these products 
have been well ahead of market expectations.  
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AIA Group (AIA), in the financials sector in Hong Kong-based provider of life insurances and ancillary financial services 
products. Stock performance was driven by the removal of China’s zero-Covid policy and the reopening of the Hong Kong 
market to Chinese nationals. While AIA is not just dependent on its Chinese franchise, the change in policy had a meaningful 
positive impact on the shares.  
Linde (LIND), in the materials sector, is a U.K.-based global provider of industrial gases to customers across a wide range of 
industries. The stock has been driven by its servicing of the health care and technology markets as well as its exposure to the 
energy transition through many hydrogen projects. Linde has also benefited from strong pricing power, which has been critical 
in the current inflationary environment and had been underappreciated by the market in the recent past. 
 
Bottom contributors 
In terms of individual stocks, the leading detractors to strategy performance for the quarter included:  

Teleperformance (TEP), in the industrials sector, is a France-based provider of outsourced customer service and technical 
support services. The shares sold off on ESG concerns related to its operations in Colombia, where the company has been 
accused of union-busting, traumatic working conditions and low pay for workers in content moderation roles. We have been 
engaging with the company to address these and their broader ESG priorities.  

Roche (ROG), in the health care sector, is a Swiss-based pharmaceutical and medical diagnostics provider. Roche saw its 
share price decline after the company’s Alzheimer’s drug Gantenerumab failed its phase 3 trials. Despite market expectations 
for success being subdued, the failed tests and subsequent announcement that it would be shuttering all trials of the drug 
spurred increased investor concern over the overall viability and outcome of the company’s drug development pipeline.  

Olympus, in the health care sector, is a Japanese manufacturer of precision medical instruments and machinery. Share 
performance was indirectly tied to Japanese yen movements rather than to any stock-specific event. While we await the 
launch of their new product, the stock underperformed a significantly strengthening yen in the fourth quarter as the market 
focused on stocks with more domestic rather than foreign currency earnings.   
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