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Market Overview
The fourth quarter began with strong gains in 
October that were nearly offset during the last 
two months of the year. The capitulating market 
was largely tied to news flow as opposed to 
company-specific fundamentals, creating a 
difficult environment for long-term active 
managers to add value.
Investor attention focused on progress (or lack 
thereof) made in Europe to combat the 
sovereign debt crisis. The MSCI Emerging 
Markets Index posted gains above the S&P 
Developed ex-U.S. Small Cap Growth Index, 
which was dragged lower by Japan, France, and 
Italy. While Europe was on the brink of recession, 
U.S. corporate earnings continued to be quite 
strong and the economy showed signs of 
growth. 
Uncertainty has driven investors to seek safe 
harbor in assets such as cash and government 
bonds. On an aggregate basis, small cap equities 
trailed their large cap counterparts as the S&P 
Developed ex-U.S. Small Cap Index 
underperformed the MSCI EAFE Index by over 
200 basis points. Within the S&P Developed ex-
U.S. Small Cap Index, growth stocks slightly 
outpaced value stocks.

Rotork, a U.K.-listed manufacturer of industrial 
actuators, is a recent addition to the portfolio. 
Rotork is the largest provider of actuators to the 
late-cycle oil & gas industry. In addition, a large 
proportion of Rotork's sales stem from after-
market service, which makes it less vulnerable 
during an economic slowdown.
Outokumpu Technology, a Finnish producer of 
stainless steel, acquired Energy Products of Idaho 
during the quarter. The company believes this 
will serve as a platform for expanding its energy 
and environmental technology business in the 
U.S. market.
Hollysys Automation Technologies Ltd. is a 
leading provider of automation and control 
technologies in China. The stock benefited from 
predictions of growth in high speed rail 
spending.
In December, recent purchase Quadra FNX 
Mining Ltd. agreed to be acquired by KGMH for 
an all-cash consideration at a significant 
premium to its closing share price. KGHM is a 
Polish copper and silver mining company.

Detractors
SuperGroup is a U.K.-based youth fashion 
retailer. Its share price was punished after a 
botched warehouse upgrade resulted in a hit to 
profits.

Portfolio Overview
The portfolio underperformed the S&P 
Developed ex-U.S. Small Cap Growth Index by 
107 basis points during the fourth quarter. 
Relative returns were hindered by stock selection 
and unfavorable sector allocation. Holdings in 
the Consumer Discretionary sector were 
responsible for a majority of underperformance, 
particularly specialty retailer SuperGroup PLC. 
Within the Materials sector, allocations in the 
metals & mining industry group lagged those 
stocks in the benchmark. Conversely, superior 
stock selection in the Financials sector 
contributed positively. Portfolio holdings 
outpaced in the commercial banking, diversified 
financial, and real estate industry groups. Stock 
selection was also additive in the Information 
Technology, Energy, Health Care, and Consumer 
Staples sectors. Country-based attribution 
reveals adept stock picks in Canada, Germany, 
and Finland. Disappointing performance 
occurred in the United Kingdom and Australia.

Contributors
Shares of Brazilian bank Banrisul widely 
outpaced its commercial banking peers. Banrisul
sports a net interest margin well above its peers, 
which is supported by a low cost funding base.

4Q

Five Largest Contributors Avg Wgt (%) Contrib. (bps)

Banrisul 1.8 42

Rotork PLC 1.9 42

Outokumpu Technology 1.1 41

Hollysys Automation Technologies Ltd. 1.2 39

Quadra FNX Mining Ltd. 1.0 37

Five Largest Detractors Avg Wgt (%) Contrib. (bps)

Supergroup PLC 1.1 -102

Chemring Group PLC 2.0 -55

Mount Gibson Iron 0.3 -32

Start Today Co. Ltd. 0.7 -32

Tadano Ltd. 2.5 -29
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Detractors (continued)

Chemring Group PLC is a producer of 
countermeasures, counter-IED equipment, 
pyrotechnics, and munitions. The company 
reported contract delays, especially among its 
higher margin products, resulting in lower 
earnings forecasts. Its share price has also 
declined on U.S. defense budget concerns.
Mount Gibson Iron is an Australian iron ore 
producer. Shares have declined on lower iron ore 
prices, as well as investor concern about 
management instability and board 
independence. We elected to sell our position in 
the company.
Start Today Co. Ltd., a Japanese online apparel 
retailer, announced a slowdown in October sales 
growth which was below expectations. 
Performance has been lackluster due to poor 
economic conditions and a highly competitive 
landscape.
Tadano is a Japanese company specializing in 
the manufacture and sale of construction 
machinery. In spite of a normalization of its 
supply capabilities following the earthquake, its 
share price lagged the machinery industry 
overall.

Purchases and Sales
The portfolio initiated several Materials and 
Industrials purchases during the quarter. Among 
the largest purchases were Quadra FNX Mining 
Ltd. and African Minerals Ltd. in the Materials 
sector, and Cookson Group PLC in the Industrials 
sector. 
Quadra FNX Mining Ltd. is a Canadian mining 
company. We bought Quadra for an anticipated 
recovery in its core mining operations and to 
gain exposure to copper post the 30% decline in 
the price of the metal in the summer. 

As previously mentioned, in December, Quadra 
agreed to be acquired by the Polish miner KGMH 
for an all-cash consideration at a significant 
premium to closing share price.
African Minerals Ltd. is an African iron ore miner 
that currently has the largest iron ore reserve in 
all of Africa. The company started first 
production of its Sierra Leone mine in the 
quarter, and is poised for rapid production and 
profit growth in coming years.
Cookson Group, a U.K.-listed company that 
makes materials used in steel, foundry and 
electronics production processes, was bought 
during the quarter. We decided to re-purchase 
the company after recent weakness in steel 
prices and an increase in production in the U.S. 
market. As a result, steel prices rebounded 
during the quarter, which should provide a 
positive earnings environment for Cookson.
The largest sales by weight in the portfolio 
occurred within the Consumer Discretionary 
sector. Carphone Warehouse, an electronics 
retailer which owns interests in Best Buy Europe 
Group and Virgin Mobile France, announced it 
would sell its interest in Best Buy Europe to Best 
Buy. This event realized a significant portion of 
the investment thesis so we sold the position.
Start Today Co. Ltd. was sold during the 
quarter. As previously mentioned, the company 
announced a slowdown in October sales growth 
which was below expectations. We sold in 
anticipation of a slower sales growth 
environment over the next year.
K’s Holdings Corp., a Japanese electronics 
retailer, was sold after the company announced 
August and September same-store sales growth 
below market expectations.

The negative sales growth numbers were driven 
by lower incentives provided by the 
government. We believe this will continue to 
pressure sales in the future.

Outlook
Macro events continued to have a significant 
influence during the fourth quarter. International 
small cap stocks, as measured by the MSCI All 
Country World ex-U.S. Small Cap Index, were up 
only 0.5%, as the market focused on the 
sovereign crisis in Europe, political conflict in the 
U.S., and a slowing Chinese economy. Global 
leading economic indicators were mixed during 
the quarter, with improvement in the U.S. and 
continued weakness in Europe. The global profit 
environment is deteriorating, with earnings 
revisions ratios trending lower in all regions and 
sectors over the last quarter. After the recent de-
rating, global equity valuations are attractive, 
although there is a risk of further earnings 
downgrades for the market as a whole.
Sector rotation in the equity markets had a small 
impact this quarter with most sectors within a 
four percent performance range.  The notable 
exception was the strong performance shown by 
the Energy sector. In terms of positioning, we 
have increased holdings in the Materials sector 
and reduced holdings in the Consumer 
Discretionary sector. Our regional weightings 
changed, with a decline in Japan and an increase 
in exposure to Canada.
In this time of economic uncertainty, we are 
focusing on quality companies with sustainable 
earnings power and higher return on capital. Our 
focus on these companies that are benefiting 
from positive, sustainable change should 
continue to drive performance over the 
economic cycle.
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