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Performance Summary (USD)

Scout Mid Cap         
Equity Composite 

Gross

Scout Mid Cap         
Equity Composite   

Net
Russell Midcap®   

Index

Quarter -16.79% -16.97% -16.85%

YTD -17.15% -17.49% -21.57%

1 Year -14.13% -14.82% -17.30%

3 Year 9.34% 8.47% 6.59%

5 Year 9.61% 8.74% 7.96%

10 Year 12.63% 11.75% 11.29%

Since Inception 11.56% 10.68% 8.17%

Key Portfolio Takeaways

Top Contributors 
� Stock selection in consumer discretionary and utilities

� Stock selection in healthcare (specifically, biotechnology)

� Stock selection in financials (specifically, capital markets)

� Underweight allocation in information technology and overweight 
allocation in consumer staples

Top Detractors 
�  Stock selection in materials (specifically, chemicals and metals & 

mining)

�  Stock selection in energy (specifically, oil, gas, and consumable 
fuels)

�  Stock selection in consumer staples (specifically, food products)

�  Stock selection in information technology (specifically, software)

Positioning and Rationale
� The portfolio is invested defensively with overweights in utilities and 

consumer staples, although we have been nibbling at some more 
cyclical names in technology and consumer cyclicals that may be 
washed out or nearly so, due to big declines in stock prices.  

� Despite the declines in energy stocks, the longer-term picture 
remains bullish for oil and gas as oil drilling is quite restrained in the 
United States and worldwide, and associated gas produced from oil 
wells is a major source of supply that is somewhat curtailed. We view 
the declines in energy prices recently as a timeout that may be 
arrested if the Fed pivots soon. On the other hand, we need to be 
prepared for possible recession and an even more defensive posture 
should the Fed mistakenly keep hiking for too long.

� We are currently underweight information technology as strong 
secular outlooks must be weighed against lofty valuations and 
interest rate hikes. We balance that near-term concern with long-
term optimism for a number of tech-enabled themes such as artificial 
intelligence, 5G communications, e-commerce, cloud software, digital 
transformation, and automotive electrification.  

�  As, we believe, the Fed draws closer to the day when it suddenly 
discovers the need to be less hawkish, we have cut our underweight 
in certain cyclicals in anticipation of this event.  

�  At the company-specific level, we see attractive risk-reward in a 
diverse set of companies across sectors, including those in 
technology and communications services, insurance, 
pharmaceuticals and medical devices, conventional and green 
energy, consumer products, and utilities.
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PORTFOLIO REVIEW

What was the investment environment during the quarter?

Major equity indexes closed lower as fear of U.S. Federal 
Reserve balance-sheet tapering, interest rate hikes, and the war 
in Ukraine sent the bulls into retreat. Inflation was a hot topic 
again, retreating from recent highs but remaining elevated. The 
Federal Reserve tapered bond purchases, lifted the federal 
funds rate by 75 basis points at its June meeting and signaled a 
likely 50- to 75-basis point hike in July. Labor inflation and 
availability were again concerns for many companies. Supply 
chains eased for some goods, but remained challenged for 
many commodities including energy, agriculture, and fertilizer 
due to war and general scarcity, and also in many consumer 
products as semiconductors remained in short supply. China’s 
zero-COVID mandate led to lockdowns in major cities 
throughout the quarter that disrupted supply chains and slowed 
economic growth.  In the United States, the pandemic started a 
new wave after a spring lull, but people seemed more used to 
the risks of COVID so lockdowns and mask mandates were less 
common. The bond market slumped through most of the 
quarter, but yields fell from the highs late in the quarter as bond 
investors may have anticipated that the Fed was raising interest 
rates too fast to sustain an economic expansion, unless the 
central bank soon pivots toward a slower pace of rate hikes.  

How did the portfolio perform?

The Scout Mid Cap Equity Strategy returned –16.79% on a gross 
basis and -16.97% net, outperforming the benchmark Russell 
Midcap® Index’s return of -16.85% on a gross basis but 
underperforming it on a net basis during the second quarter. 
Sector allocation was positive, with an underweight in 
information technology and overweight in consumer staples the 
biggest allocation drivers, while the overweight in 
communication services and underweight in financials were a 
slight drag on allocation effect. Stock selection trailed overall, 
with poor selection in materials and energy being the largest 
detractors, while selection in healthcare and utilities was 
stronger.  
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Top Contributors
Average Weight 

(%)
Contribution  
to Return (%)

Top Detractors
Average Weight 

(%)
Contribution  
to Return (%)

Vertex Pharmaceuticals 1.47 0.12 Mosaic 2.42 -0.77

FTI Consulting 0.65 0.11 Splunk 0.97 -0.68

White Mountains Insurance 0.95 0.10 Ovintiv 2.77 -0.62

BioMarin Pharmaceutical 1.04 0.08 Live Nation Entertainment 1.47 -0.51

Lamb Weston 0.39 0.06 Freeport-McMoRan 1.04 -0.50
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Top Five Contributors

Vertex Pharmaceuticals, a provider of cystic fibrosis 
medications, rallied on a better outlook for its new product 
pipeline and fading concerns about potential competitive 
offerings in cystic fibrosis. The stock also may have attracted 
significant investor attention as a potential safety trade due to 
its relative low valuation and defensive business characteristics.  

FTI Consulting rose as the Fed’s actions and hawkish tone 
stoked fears of recession later in 2022 or in 2023. FTI generates 
substantial revenue from business restructurings and 
bankruptcies, which tend to increase in recessions.  

White Mountains Insurance, another relatively defensive 
holding, rose as insurance premiums remained strong and 
investors anticipated the group may benefit from inflation as 
costs rise, thus driving up insurance premiums.  The rise in 
interest rates during the quarter also helped earnings at 
insurance companies as interest on their investment portfolio 
rises. White Mountains also announced the sale of a subsidiary 
at an attractive valuation.  

BioMarin Pharmaceutical rose as the company announced a 
new approval in Japan for its drug to treat achondroplasia 
(dwarfism), and investors may have become more optimistic 
regarding its therapy for hemophilia following a positive opinion 
from European drug regulators. The drug is pending approval 
and has been delayed by the U.S. Food and Drug Administration 
to collect more data.  

Lamb Weston posted strong earnings as the company began to 
get costs back under control even as its quick-service 
restaurant customers boosted demand. These positive trends, 
coupled with an outlook for continued progress, helped the 
shares outperform on the quarter.  

 

Top Five Detractors

Mosaic brought up the rear as fertilizer prices pulled back 
following a massive price spike due to the war in Ukraine and 
the resulting sanctions on Russia and Belarus, both major 
suppliers of potash fertilizers.  Subsequently, fertilizer 
inventory began to accumulate in various locations including 
in Brazil as farmers refused to buy normal amounts of 
fertilizer due to high prices. An effort by the U.S. government 
to aid exports of Russian fertilizer also may have weighed on 
sentiment. We view the agriculture markets as still in a bull 
trend, but the pullback in Mosaic and other fertilizer names 
was substantial.  

Splunk, a leader in artificial intelligence solutions for 
corporate data logs and security, fell in a weak tech group. 
The company has been transitioning to more of a software-
as-a service (SaaS) business model that has, we believe, 
temporarily depressed earnings and cash flow. We like 
Splunk’s leadership position in the industry and the company 
has installed a new CEO and is rolling out new features and 
products.  

Oil and gas exploration and production company Ovintiv  
fell as oil prices faded late in the quarter due to aggressive 
Fed rate hikes and growing credit fears in emerging markets, 
a source of demand growth for oil. Although oil and fuel 
product inventories remain scarce, the Fed has been so 
aggressive with rhetoric and tightening that the dollar rose 
sharply and investor sentiment shifted toward anticipating a 
recession. Ovintiv is a self-help improvement story as it 
lowers debt levels through cash generation and asset sales, 
while detailing plans to buy back shares more aggressively 
and pay a higher dividend.  

Live Nation Entertainment fell as economic worries 
gathered during the quarter and as a new wave of the 
pandemic gained steam. As this company also promotes 
concerts and shows in Europe and Latin America, economic 
worries in these regions may have weighed on sentiment. 
We are encouraged by very strong pent-up demand 
potential for concerts and shows following the pandemic.  

Mining company Freeport-McMoRan fell with the price of 
copper as emerging market credit and rate hike jitters 
weighed on metal prices. Copper is projected to be in very 
short supply into the end of the decade due to a scarcity of 
new mines being developed and the increasing use of 
renewable energy, but economic recession fears, a slowdown 
in construction in China, and a slowing housing market in the 
United States dented the stock price.

Top contributors and top detractors are based on a representative account. Such data may vary for each client in the strategy due to asset size, market conditions, and client guidelines. Portfolio holdings are subject to change without notice. The portfo-
lio holdings presented represent securities held as of the period indicated and may not be representative of current or future investments. No assumption should be made that the securities identified as being profitable will continue to be profitable. To 
obtain a list of every holding as a percentage of the portfolio at the end of the most recent publicly available disclosure period, please call 816.391.4102.
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Sectors Scout Mid Cap Russell Midcap® Difference

Communication Services 5.2 4.1 1.1

Consumer Discretionary 9.2 11.2 -2.0

Consumer Staples 7.4 3.8 3.6

Energy 9.1 4.8 4.3

Financials 10.0 13.6 -3.6

Healthcare 11.6 10.8 0.8

Industrials 12.7 14.6 -1.9

Information Technology 11.6 16.4 -4.8

Materials 6.3 6.3 0.0

Real Estate 7.0 8.6 -1.6

Utilities 6.8 6.0 0.8

Cash and Equivalents 3.2 -- 3.2

Outlook

As discussed previously, inflation and Fed actions took 
center stage during the second quarter. We are encouraged 
that leading indicators of inflation have rolled over, and 
monthly inflation readings have started to decelerate. While 
we believe the Fed may keep us in bear market mode for a 
while longer with rate hikes and tapering, the central bank 
does have a way out now as inflation eases, and we believe it 
can safely slow the rate hikes and change its tone to be 
more dovish while keeping inflation under control. Longer-
term, we believe burdensome debt levels, technological 
progress, and demographics should help return inflation and 
interest rates to more modest levels. One caveat is that the 
energy shortages are driven by lack of supply growth, and 
supply growth is not likely to happen unless the tone of 
policy makers in the United States and possibly even in 
Europe changes. In the meantime, lower economic growth 
due to more expensive energy is the new reality that only a 
recession can “cure” near term.  

While the Fed is reducing asset purchases, monetary policy 
should remain relatively accommodative well into 2022, 
despite expected interest rate hikes, as real interest rates 
should remain negative for the near term. We see plenty of 
pent-up demand for goods and services such as travel, 
entertainment, capital goods, and consumer durables. 
Because of businesses experiencing supply shocks during 
the pandemic, we think inventories may rise to higher levels 
than pre-pandemic as “safety stock” inventories become 
more popular.  

The portfolio is invested defensively with overweights in 
utilities and consumer staples, although we have been 
nibbling at some more cyclical names in tech and consumer 
cyclicals that may be washed out or nearly so due to big 
declines in stock prices. Despite the declines in energy 

stocks, the longer-term picture remains bullish for oil and 
gas as oil drilling is quite restrained in the United States and 
worldwide, and associated gas produced from oil wells is a 
major source of supply that is somewhat curtailed. We view 
the declines in energy prices recently as a timeout, which 
may be arrested if the Fed pivots soon. On the other hand 
we need to be prepared for possible recession and an even 
more defensive posture should the Fed mistakenly keep 
hiking for too long. We are currently underweight 
information technology as strong secular outlooks must be 
weighed against lofty valuations and interest rate hikes. We 
balance that near-term concern with long-term optimism for 
a number of tech-enabled themes such as artificial 
intelligence, 5G communications, e-commerce, cloud 
software, digital transformation, and automotive 
electrification. As, we believe, the Fed draws closer to the 
day when it suddenly discovers the need to be less hawkish, 
we have cut our underweight in certain cyclicals in 
anticipation of this event. At the company-specific level, we 
see attractive risk-reward in a diverse set of companies 
across sectors, including those in technology and 
communications services, insurance, pharmaceuticals and 
medical devices, conventional and green energy, consumer 
products, and utilities.

Source: Scout Investments research, Bloomberg

Sector Weightings
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This material is provided for informational purposes only and contains no investment advice or recommendations to buy or sell any specific securities. You should not 
interpret the statements in this presentation as investment, tax, legal, or financial planning advice. Neither Scout Investments, its affiliates, directors, officers, employees, 
or agents accept any liability for any loss or damage arising out of your use of all or any part of this presentation. There is no guarantee the portfolio will meet its 
investment objectives. All investments involve risk, including the possible loss of principal.
Security contribution to performance, sector weightings, and portfolio characteristics are based on a representative account. Such data may vary for each client in the 
strategy due to asset size, market conditions, and client guidelines. Portfolio holdings are subject to change without notice. The portfolio holdings presented represent 
securities held as of the period indicated, and may not be representative of current or future investments. No assumption should be made that the securities identified 
as being profitable will continue to be profitable. Security contribution to performance is measured by using an algorithm that multiplies the daily performance of each 
security with the previous day’s ending weight in the portfolio and is gross of advisory fees. Fixed income securities and certain equity securities, such as private 
placements and some share classes of equity securities, are excluded.
All opinions represent our judgments as of the date of this report and are subject to change at any time without notice. Scout Investments obtained information used in 
this report from third-party sources it believes to be reliable, but this information is not necessarily comprehensive and Scout Investments does not guarantee that it is 
accurate.
The federal funds rate is the target interest rate set by the Federal Open Market Committee of the U.S. Federal reserve. The target is the Fed’s suggested rate for 
commercial banks to borrow and lend their excess reserves to each other overnight.
Basis points (bps) are measurements used in discussions of interest rates and other percentages in finance. One basis point is equal to 1/100th of 1%, or 0.01%.
Hawkish, dovish, and centrist are terms used to describe the monetary policy preferences of central bankers and others. Hawks prioritize controlling inflation and may 
favor raising interest rates to reduce it or keep it in check. Doves tend to support maintaining lower interest rates, often in support of stimulating job growth and the 
economy more generally. Centrists tend to occupy the middle of the continuum between tight (hawkish) and loose (dovish) monetary policy.
Defensive stocks provide consistent dividends and stable earnings regardless whether the overall stock market is rising or falling. Companies with shares considered to 
be defensive tend to have a constant demand for their products or services and thus their operations are more stable during different phases of the business cycle.
A real interest rate is an interest rate that has been adjusted to remove the effects of inflation. Once adjusted, it reflects the real cost of funds to a borrower and the 
real yield to a lender or to an investor. A real interest rate reflects the rate of time preference for current goods over future goods. For an investment, a real interest rate 
is calculated as the difference between the nominal interest rate, which is not adjusted for inflation, and the inflation rate.
Safety stock inventories, also known as buffer stock inventories, are inventories that include an extra level of stocked goods that is maintained to mitigate a business’s 
risk of running out of raw materials or finished goods due to uncertainties or changes in supply or demand.
Cyclical stocks have prices influenced by macroeconomic changes in the economy and are known for following the economy as it cycles through expansion, peak, 
recession, and recovery.
Secular stocks are characterized by having consistent earnings over the long term constant regardless of other trends in the market. Secular companies often have a 
primary business related to consumer staples most households consistently use whether the larger economy is good or bad.
The Scout Mid Cap Equity Composite includes portfolios that invest in companies with market capitalizations, at the time of purchase, similar to companies in the Russell 
Midcap® Index. The Russell Midcap® Index consists of the smallest 800 securities in the Russell 1000® Index, as ranked by total market capitalization. This index accurately 
captures the medium-sized universe of securities and represents approximately 26% of the Russell 1000® Index’s total market capitalization. The Russell Midcap® Index 
is an unmanaged index of stocks, bonds, or mutual funds. The Index does not reflect management fees or transaction costs. 
It is not possible to invest directly in an unmanaged index.
Frank Russell Company (“Russell”) is the source and owner of the trademarks, service marks, and copyrights related to the Russell Indexes. Russell® is a trademark of 
Frank Russell Company. Neither Russell nor its licensors accept any liability for any errors or omissions in the Russell Indexes and / or Russell ratings or underlying data, 
and no party may rely on any Russell Indexes and / or Russell ratings and / or underlying data contained in this communication. No further distribution of Russell Data is 
permitted without Russell’s express written consent. Russell does not promote, sponsor, or endorse the content of this communication.
The firm is defined as Scout Investments, Inc., a wholly owned subsidiary of Carillon Tower Advisers, Inc., and includes Reams Asset Management as a division of Scout 
Investments. Scout Investments claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance 
with the GIPS stan dards. Scout Investments has been independently verified by The Spaulding Group for the periods 2000-2021. GIPS® is a registered trademark of CFA 
Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein. Please call 816.391.4168 
to obtain a presentation that complies with the requirements of GIPS standards.
The views and opinions expressed are not necessarily those of any broker/dealer or any affiliates. Nothing discussed or suggested should be construed as permission to 
supersede or circumvent any broker/dealer policies, procedures, rules, and guidelines.
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