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Turning tide? After two months of decline, the Towle Deep Value Composite’s June return of 13% net of fees was a 
welcome resurgence. Despite finishing the quarter with a modest 0.5% net gain, we are encouraged by the upward 
momentum which has continued into July.    
 
The much-anticipated recession of 2023 has thus far been avoided. And given the current backdrop of better-than-
expected corporate profits, ample investor cash reserves, and resilient employment statistics, the Towle team is feeling 
optimistic. We think our undervalued, cyclical portfolio is primed for outperformance.   
 
Towle Deep Value Composite returns are highlighted below with periods greater than one year annualized: 
 

Periods ending 
  6/30/23 

Towle DVC  
(Gross of fees) 

Towle DVC  
(Net of fees) 

     Russell 2000 
           Value 

  S&P 500 
 

  3 months 0.72% 0.47% 3.18% 8.74% 
  1 year 9.15% 8.09% 6.01% 19.59% 
  3 years 23.95%  22.73% 15.43% 14.60% 
  5 years 4.06% 3.03% 3.54% 12.31% 
10 years 8.94% 7.86% 7.29% 12.86% 
20 years 11.37% 10.27% 8.29% 10.04% 
30 Years 12.31% 11.19% 9.30% 10.04% 
Inception (1/1/82) 14.89% 13.75% 11.13% 11.76% 
Returns are preliminary and subject to change. Past performance is no guarantee of future outcome. 
Please refer to the last page for additional disclosures. 

 
Investment Environment 

 
Investor exuberance is on display, though not broadly distributed. For the first half of 2023, the equally-weighted S&P 
500 (RSP) is up 7%, the market cap-weighted S&P 500 (SPY) is up 17%, and the Nasdaq-100 (QQQ) is up nearly 40%, 
exhibiting the influence of a handful of megacap technology stocks.  
 
The poster child for investor exuberance is Nvidia, which now sports a $1 trillion valuation on just $26 billion of trailing 
sales – sales that, surprisingly, are down year-over-year. Nvidia’s current valuation reminds us of the 2002 comment by 
Scott McNealy, co-founder of Sun Microsystems, about his company’s valuation during the dot-com bubble. He pointed 
out that to deliver a 10-year return to shareholders with Sun trading at 10x revenue, the company would have to distribute 
100% of revenues as dividends every year for 10 years. That assumes zero cost of goods sold, zero operating expenses, 
zero R&D, zero tax expense, and the ability to slip tax-free dividends to shareholders. McNealy aptly concluded his 
statement with the question, “What were you thinking?” Nvidia is currently trading at nearly 40x revenue. Consider that 
math! 
 
Speaking of math, Apple’s market capitalization now surpasses the collective value of all the companies in the Russell 
2000 Index. Moreover, the top 10 stocks in the S&P 500 have a combined market capitalization exceeding $12 trillion. 
A mere 10% reallocation away from these 10 stocks would amount to $1.2 trillion – more than 50% of the entire market 
value of the Russell 2000 Index.  
 
The chart below revisits the valuation divergence of small-cap value versus large-cap growth. Specifically, we show the 
median forward P/E for the Russell 2000 Value (IWN) as a percent of the median forward P/E for the Nasdaq-100 (QQQ). 
Dotted red lines represent the 10th and 90th percentile values, while the dark blue dotted line shows the median. Given 
the current interest rate environment, small-cap value appears underappreciated and poised to perform. 
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Source: S&P Capital IQ, FRED, Towle & Co. 

 
What if the herd decides to take some gains on the megacaps and reallocate to more valuation-friendly investments? The 
stage could be set for a sizeable shift of investment capital. Meanwhile, we remain focused on our differentiated deep 
value strategy, patiently waiting for the short-term voting machine to become a long-term weighing machine. 

 
Quarterly Review 

 
This section has been removed for compliance reasons to exclude discussing specific securities transactions. 

 
 

Looking Ahead 
 

We believe conditions are particularly ripe for long-term deep value outperformance:  
 

1. Attractive Valuations: The relative valuation chart in our Investment Environment section highlights 
the current, striking cheapness of small value.  
 

2. Historical Return Pattern: Our trailing performance leads us to believe that the next 5+ years could 
be particularly rewarding. Inspired by work from Royce Investment Partners, we found that, since 
inception and net of fees, our Towle Deep Value Composite has averaged 21% annualized returns for 
5-year periods that follow 5-year periods with annualized returns below 5%. The Composite’s trailing 
5-year annualized return at quarter-end was a dismal 3.0% net of fees.  
 

3. Supportive Environment: Favorable conditions supporting industrial growth in the U.S. bolster 
confidence in our portfolio’s potential. At quarter-end, the Towle model portfolio had sector exposures 
of 20% materials, 20% energy, and 5% industrials. As such, we are well-positioned to benefit from 
heightened demand for raw materials and energy driven by the newly enacted $2 trillion infrastructure 
package. The Brookings Institute is predicting “The Start of America’s Infrastructure Decade,” while 
Joe Quinlan of Bank of America says, “the U.S. is in the early stages of a manufacturing supercycle.” 
 

In today’s uncertain economic landscape, investors have understandably flocked towards the perceived safety of megacap 
tech stocks. However, seasoned investors can attest that in the long run it pays to be on the right side of valuation. Time 
will tell, but we think the Towle portfolio is there. 
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Wesley R. Tibbetts, CFA 
G. Lukas Barthelmess, CFA 
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DISCLOSURES: 1) Performance results are calculated using a time-weighted total-rate-of-return method and are expressed in U.S. dollars. Results 
include the reinvestment of all income. Gross of fee performance is presented as supplemental information and reflects the deduction of all trading 
expenses, except in those accounts where ABP (Asset-Based Pricing) fees are assessed in lieu of standard trade commissions. Net of fee performance 
was calculated using actual management fees and ABP fees. 2) Although Towle & Co. makes no attempt to manage against the composition of a 
specific benchmark, the Firm provides the Russell 2000 Value Index as a readily accessible indicator of comparative small cap performance as well 
as the S&P 500 Index as a general indicator of the market at-large. The performance of an index is not an exact representation of any particular 
investment as one cannot invest directly in an index and investments made by Towle & Co. differ in comparison to the Russell 2000 Value Index in 
terms of security holdings and industry weightings. Towle & Co. invests in considerably fewer companies than either index with lower average 
multiples to book value, sales, earnings, and cash flow, and as a result, the volatility and returns of the indexes may be materially different from the 
individual performance attained by a Towle & Co. investor. 3) Policies for valuing portfolios, calculating performance, and preparing compliant 
presentations are available upon request. Unless otherwise noted, references to ‘the Towle Portfolio’ or ‘the Portfolio’ refers to a representative, fully 
discretionary portfolio managed in the Towle Deep Value strategy and member of the Towle Deep Value Composite. Opinions expressed are those 
of Towle & Co. and should not be considered a forecast of future events or a guarantee of future results. Opinions and estimates offered constitute 
our judgment as of the date set forth above and are subject to change without notice, as are statements of financial market trends, which are based on 
current market conditions. All material presented is compiled from sources believed to be reliable, but no guarantee is given as to its accuracy.4) 
CFA® is a designation issued by the CFA Institute. To earn the designation, candidates must pass three course exams, each requiring approximately 
250 hours of self-study, and have completed four years of qualifying work experience. 


