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Market Overview 
Markets continued to slide lower in the second quarter and 
U.S. equites had their worst first-half performance in 50 years. 
Several forces weighed on the outlook for global growth and 
investor sentiment. The Russia-Ukraine conflict continued to 
grind on with no apparent resolution in sight; China’s COVID-19 
lockdowns stifled production and further exacerbated supply-
chain bottlenecks; and many developed and undeveloped 
countries faced meaningfully higher energy prices. Most 
importantly, headline inflation in the US broke 8%, putting 
pressure on the Federal Reserve (Fed) to take a hawkish 
posture on interest rates and balance-sheet reduction moves 
and eliminating the “Fed Put.”

Equity indexes around the world have adjusted to the 
increasing likelihood that growth is slowing, and the Fed is 
committed to seeing lower inflation levels. Higher interest 
rates and lower risk tolerance have been especially damaging 
to the performance of growth equities and speculative assets 
such as cryptocurrencies. Value benchmarks have declined less 
in this environment, helped by their higher exposures to 
energy and utilities, two of the best performing sectors in the 
market. While there was nowhere to hide in the second 
quarter, broadly speaking, Energy stocks along with defensive 
sectors such as consumer staples and utilities offered the best 
downside protection. Consumer discretionary and technology 
stocks absorbed the most damage.

U.S. small-cap stocks slightly underperformed large-cap stocks 
in the second quarter although the size segment is trailing by a 
larger margin year-to-date. Some of the largest divergences in 
performance of the market-cap segments came from the 
makeup of healthcare. Large-cap indices have been supported 
by the healthy performance of the large pharmaceutical 
companies, while small-cap indices have been hurt by their 
exposure to biotechnology companies, one of the worst 
performing industries along with high-growth software. The 
selling of these stocks has been largely indiscriminate.    

Fund Performance 
In the second quarter, Pacific Funds Small-Cap Value (Advisor 
Class) returned -14.87% versus the Russell 2000 Value Index 
return of -15.28%. For the period, the fund outperformed the 
benchmark by 41 basis points (one basis point equals 0.01%).

Portfolio Review
For the quarter, the Rothschild & Co US Small-Cap Value 
Strategy outperformed the Russell 2000 Value Index on a 
gross-of-fees basis, resulting from favorable sector allocation. 
This is somewhat unusual for us as stock selection is typically a 
greater contributor. The relative performance was aided by our 
overweight positioning in consumer staples and underweight 
in consumer discretionary, partially offset by our underweight 
in utilities. From a stock selection standpoint, the largest 
detractors were the technology, consumer discretionary, and 
financial services sectors, while energy and healthcare were 
the main contributors. 

On a stock specific basis, the fund’s largest individual 
contributors included: 

• Unitil Corporation, a northeast-focused natural gas and 
electric distribution utility, which outperformed utilities 
and a weak broader market on increased visibility 
towards favorable resolutions on a number of 
outstanding rate-base cases in Maine, New Hampshire, 
and Massachusetts. The company continues to expand 
its identifiable future rate-base investment 
opportunities with additional environmentally friendly 
targets such as EV charging.

• UFP Technologies, Inc., a packaging company focused 
primarily on medical equipment, which announced 
better-than-expected first quarter results in May and 
subsequently in June disclosed plans to expand its 
manufacturing footprint in Mexico. 

• Earthstone Energy, Inc., an oil and gas producer, which 

For performance data current to the most recent month-end, call Pacific Funds at (800) 722-2333 or go to PacificFunds.com/
Performance. Performance data quoted represents past performance, which does not guarantee future results. Current performance 
may be lower or higher than the performance quoted. The investment return and principal value of an investment will fluctuate so that 
shares, when redeemed, may be worth more or less than the original cost.
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announced another acquisition—this one in New 
Mexico. The acquisition of Titus Oil & Gas appears 
accretive on all metrics around current oil prices.

Conversely, the fund’s largest detractors included: 

• Herc Holdings, Inc., an equipment rental company, which 
reported better-than-expected first quarter earnings 
and raised its outlook along with strong pricing 
expectations. But the stock sold off as it de-rated toward 
trough levels on broader macro concerns about an 
economic slowdown. Recent indications suggest 
continued strong demand and pricing trends. Compared 
to prior down cycles, the company has a lower leverage 
balance sheet, higher margin profile, and new capital 
deployment strategy which should provide incremental 
support. The stock had been a top performer last year, 
and we had reduced our position size on that strength. 

• Avaya Holdings Corp., a communication technology 
provider, which reported weaker-than-expected revenue 
and earnings driven by delayed revenue recognition as 
its transition to a subscription business is moving faster 
than exoected. In addition, the company has some 
business that was impacted by the Russia-Ukraine 
conflict. Nonetheless, the company continued to 
increase its key performance metrics with raising its 
cloud annualized recurring revenue estimate. Most 
importantly, worse-than-expected cash flow from the 
accelerated subscription transition drove increased 
liquidity concerns over debt due in mid-2023. With rates 
increasing and the credit markets tighter, there was 
increased risk over the cost to refinance this upcoming 
debt. However, the company successfully raised $600 
million in debt and convertible notes with maturity in 
late 2027, albeit at a higher-than-expected cost. Based 
on its current cash flow guidance, the company will have 
an estimated $800 million in cash by fiscal yearend, 
which appears ample to execute its subscription 
transition.

• Alcoa Corporation, a vertically integrated metals mining 
and aluminum smelting company, which was weak in the 
quarter, as recession fears elevated aluminum demand 

concerns. The price of aluminum on the London Metals 
Exchange (LME) declined nearly 30%, despite current 
aluminum inventory levels reaching the lowest point in 
nearly 20 years. 

Market Outlook
The economic outlook had become more uncertain at the end 
of the second quarter. Recession risk is widely telegraphed 
given inflationary pressures and the fallout from a more 
restrictive monetary policy. The Purchasing Managers’ Index 
(PMIs) around the world has been slowing, and U.S. consumer 
sentiment has been also falling, which does not bode well for 
economic growth. Inflation has reached levels not seen in 
decades, and higher prices in the form of energy costs, food 
and labor have been putting pressure on consumers and 
corporations alike.

Thus far, industrial earnings have proved resilient for the most 
part, and broader earnings forecasts for the S&P 500 Index still 
point to year-over-year growth. Consumer spending, however, 
has experienced some softening (Target, RH Corp.), even 
though certain pockets have still been at high levels, namely 
travel and dining out. Investors are looking for signs that more 
widespread weakness is coming, given the negative effect from 
the higher cost of living and doing business, along with the 
fallout from lower asset values. Second-quarter earnings 
reports, therefore, will be important barometers of revenue 
and margin trends as well as corporate sentiment. While there 
is uncertainty about the ultimate level of inflation, there is 
certainty that above-normal inflation is here. The Fed’s 
75-basis-point hike in June demonstrated both their concern 
and commitment to bringing prices down. The question on 
investor’s minds is at what cost to economic growth?

While worry is in the air, there has been reasons to believe that 
the slowdown could be more orderly than many are 
predicating. The labor market is healthy with unemployment is 
still at record low levels. Corporate balance sheets have been 
in very good shape. Many companies have taken the 
opportunity to restructure their debt during the last year at 
not only lower interest rates, but also with more friendly 
covenants. U.S. households have also been in sound financial 
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condition from a credit perspective, and the housing market 
has not been supported by the aggressive mortgage 
underwriting standards as seen during the financial crisis.

Valuations have also meaningfully corrected, especially for 
small cap companies. The S&P 500 Index trades at 16x forward 
earnings, and the Russell 2000 Index at 12x forward earnings. 
While there is risk to forward-earnings estimates coming down 
as we move through the year, we believe valuation levels 
suggest the market is well on its way to discounting lower 
growth. In fact, the cyclically adjusted P/E of the MSCI USA 

Index has been trading in line with its 10-year average, 
indicating equities have been fairly priced after adjusting for 
the fluctuations in the economic cycle. To us, it feels like many 
segments of the market (small caps, cyclicals) could be 
presenting attractive entry points for investors with a long-
term time horizon. Geopolitical and macroeconomic 
uncertainty and change, however, have still been at high levels, 
which points to continued volatility in equity markets that are 
searching for a bottom.



COMMENTARY

PACIFIC FUNDS
SMALL-CAP VALUE

4 of 5

JUNE 30, 2022

Returns reflect reinvestment of dividends and distributions. Advisor Class shares incepted on 1/11/16.The Fund acquired the assets of the Rothschild U.S. 
Small-Cap Core Fund (the Predecessor Fund) in a reorganization transaction on 1/11/16. The Fund’s objectives (goals), policies, guidelines, and restrictions are 
substantially the same as those of the Predecessor Fund. The performance figures shown for Advisor Class shares of the Fund reflect the historical 
performance of the then-existing Institutional Class shares of the Predecessor Fund for periods prior to 1/11/16. The performance figures for periods prior to 
1/11/16 have not been adjusted to reflect fees and expenses of Advisor Class shares of the Fund. If these returns had been adjusted, then performance for the 
share classes could vary from the returns shown based on differences in their fee and expense structures. The Institutional Class shares of the Predecessor 
Fund commenced operations on 12/31/14. 

Net annual operating expenses for Advisor Class are 0.95% and total (gross annual) expenses are 1.61%. The Fund’s annual operating expenses 
shown above are effective 8/1/21 through 7/31/22. Gross Expense Ratio reflects the total annual operating expenses paid by the Fund. Net Expense 
Ratio reflects waivers, reductions, reimbursements, and the limitation of certain “Other Expenses.” Expense caps and/or fee waivers are reevaluated 
annually. There is no guarantee that the investment adviser will continue to cap expenses after the expiration date. Please see the current prospectus for 
detailed information. 

For performance data current to the most recent month-end, call Pacific Funds at (800) 722-2333 or go to PacificFunds.com/
Performance. Performance data quoted represents past performance, which does not guarantee future results. Current performance may be 
lower or higher than the performance quoted. The investment return and principal value of an investment will fluctuate so that shares, when 
redeemed, may be worth more or less than the original cost. 
All share classes may not be available at all firms and not all investors may be eligible for all share classes. 
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Top-10 Holdings (%)

Unitil Corporation 2.55

Portland General Electric Company 2.46

Hostess Brands, Inc. Class A 1.90

Selective Insurance Group, Inc. 1.89

Patterson Companies Incorporated 1.85

Hancock Whitney Corporation 1.84

SP Plus Corporation 1.74

Hillenbrand, Inc. 1.70

Agree Realty Corporation 1.69

United Community Banks, Inc. 1.65
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About Principal Risks: All investing involves risk, including the possible loss of the principal amount invested. There is no guarantee that the Fund will achieve its 
investment goal. Indexes are unmanaged and cannot be invested in directly. Further, they hold no cash and incur no expenses. Equity securities tend to go up or down 
in value, sometimes rapidly and unpredictably, in response to many factors, including a company’s historical and prospective earnings, the value of its assets, general 
economic conditions, interest rates, investor perceptions and market liquidity. Small- and mid-capitalization companies may be more susceptible to liquidity risk and price 
volatility risk and more vulnerable to economic, market and industry changes than larger, more established companies.

This commentary represents the views of the portfolio managers at Rothschild & Co Asset Management US Inc. as of 6/30/22 and are presented for informational 
purposes only. These views should not be construed as investment advice, an endorsement of any security, mutual fund, sector or index, or to predict performance of 
any investment. Any forward-looking statements are not guaranteed. All material is compiled from sources believed to be reliable, but accuracy cannot be guaranteed. 
The opinions expressed herein are subject to change without notice as market and other conditions warrant. Sector names in this commentary are provided by the Fund’s 
portfolio managers and could be different if provided by a third party.  Fund holdings are subject to change at any time and should not be considered recommendations to 
buy or sell any security. Please visit PacificFunds.com for a current listing of fund holdings.

Pacific Life Insurance Company is the administrator for Pacific Funds. It is not a fiduciary and therefore does not give advice or make recommendations regarding investment products.

You should consider a fund’s investment goal, risks, charges and expenses carefully before investing. The prospectus and/or the applicable summary 
prospectus contain this and other information about the Fund and are available from your financial professional or PacificFunds.com. The prospectus 
and/or summary prospectus should be read carefully before investing. 

Rothschild & Co Asset Management US Inc. is unaffiliated with Pacific Life Insurance Company. Third-party trademarks and service marks are the property of their 
respective owners. 

Pacific Funds are distributed by Pacific Select Distributors, LLC (member FINRA & SIPC), a subsidiary of Pacific Life Insurance Company (Newport Beach, CA), and are 
available through licensed third parties. Pacific Funds refers to Pacific Funds Series Trust.
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Definitions 

One basis point equals 0.01%.

Fed Put is the market belief that the Federal Reserve would step in and implement policies to limit the stock market’s decline beyond a 
certain threshold.

The MSCI USA Index is a stock market designed to measure the performance of the large and mid-cap segements of the US market.

Price-to-earnings (P/E) ratio relates a company’s share price to its earnings per share.

The Russell 2000 Index measure the performance of the small-cap segment of the U.S. equity universe. It includes approximately 2,000 of 
the smallest securities based on a combination of their market cap and current index membership.

The S&P 500 Index is a stock market index tracking the performance of 500 large companies listed on stock exchanges in the United States. 
It is one of the most commonly followed equity indices.

It is not possible to invest directly in an index.

https://Pacificfunds.com

