
MARKET COMMENTARY
The Russell Midcap Index returned +0.2% in the fourth quarter 
of 2025, bringing its calendar year return to +10.6%. The index 
underperformed both the Russell 1000 Index (+17.4%) and the 
Russell 2000 Index (+12.8%), which is a fairly unusual 
occurrence. The large cap market was led by the Magnificent 7 
(+23% as a group) and the small cap market was led by the 
extraordinary performance speculative non-earning stocks 
(+26% for Russell 2000 non-earners). The midcap market has 
no exposure to the Magnificent 7 and considerably less 
exposure to speculative non-earners.   

A full 17 years have now passed since the financial crisis of 
2007/2008. Since then, the Russell Midcap Index is up more 
than eightfold and has generated positive returns in 13 of the 
17 calendar years. Earnings growth over this period has been 
impressive. However, the multiple that the market is willing to 
pay for those earnings has also expanded meaningfully. The 
Russell Midcap’s forward P/E ratio climbed from about 14x at 
end of 2008 to nearly 21x today. That level ranks in the 81st 
percentile since 1995. Many commentators argue that higher 
multiples are justified by the market’s shift toward more 
capital-light businesses and structurally higher returns on 
capital. This argument has merit, but 21x earnings implies an 
earnings yield of less than 5%, a valuation with little margin of 
safety. Moreover, the capital-light narrative is being challenged 
by a renewed investment cycle which would benefit capital 
intensive companies. Market-wide capital intensity is rising 
and is expected to continue increasing. The hyperscalers alone 
spent about $400 billion in capital expenditures in 2025, a 
figure that is expected to grow by about 25% in 2026. 

In our view, today’s elevated valuation should prompt investor 
caution—particularly for passive equity investors. The price 
paid for an investment affects its prospective return. 
Fortunately, opportunities for active investors remain 
abundant. The portfolio trades at 11x forward earnings and 
close to 6x normal earnings, both in line with historical 
averages. 

Notable overweight exposures include auto suppliers, oil & gas 
exploration/production (E&P) companies, banks, and health 
insurers. The auto suppliers benefit from automakers’ shift 
toward common, global platforms which require key suppliers 

to assume greater responsibility. The single digit earnings 
multiples are attractive for the risks at hand. The E&P 
companies produce free cash flow yields well into the double 
digits and should benefit as a temporarily oversupplied market 
moves toward a structurally undersupplied commodity market. 
The portfolio’s banks also exhibit attractive valuations, 
particularly considering their scale advantages and healthy 
capital ratios. The health insurers are competitively well-
positioned, have attractive growth opportunities with minimal 
need to reinvest capital, and also trade at attractive multiples 
of normal earnings. 

We remain optimistic about the portfolio’s positioning and 
prospects, particularly relative to the broad market which we 
view as expensive.

ATTRIBUTION ANALYSIS –  4Q25 & 2025
The Mid-Cap Value portfolio outperformed the Russell Midcap 
Value Index in the fourth quarter of 2025 (gross and net of 
management fees). The largest positive contributor, by a wide 
margin, was positive stock selection in financials. The 
portfolio’s financials returned +8.5%1 compared to the index’s 
financials at less than +1.0% with traditional/regional banks 
and trust banks helping relative performance. Positive stock 
selection in consumer staples along with the large 
underweight exposure to real estate also helped. Stock 
selection in technology, industrials, and materials detracted 
from performance. 

Over the full calendar year, the Mid-Cap Value portfolio 
underperformed the Russell Midcap Value Index (gross and 
net of management fees). Stock selection in energy was the 
largest detractor, as a couple of exploration & production 
companies meaningfully underperformed. These positions had 
disappointing results, but we view the oil market as having 
structural supply constraints and the free cashflow yields for 
the companies we own represent a rare opportunity. Stock 
selection in industrials, materials, and technology also hurt. 
Stock selection was considerably positive in financials and 
healthcare. The underweight position in real estate and 
consumer staples, the only two negative sectors for the year, 
also helped. 
 

DECEMBER 31,  2025

MID-CAP VALUE

MANAGER REVIEW & ECONOMIC OUTLOOK  

(continued)

(gross and 

net of 

management 

fees)

As of 12/31/25, gross/net of fee composite and Russell Midcap Value Index performance for the following periods: 1-year 
(8.95%/8.14%, 11.05%), 5-year (14.75%/13.99%, 9.83%), and 10-year (9.52%/8.81%, 9.78%) respectively. Average annual total returns 
for periods greater than one year. Net performance results are presented after management fees and all trading expenses but before 
custodial fees; the composite includes all Mid-Cap Value discretionary accounts. Additional disclosures provided in Endnotes. 

     

________________________________

Attribution analysis based on the portfolio’s gross of fee returns (without the deduction of fees and expenses) relative to the 
Index. Past performance is no guarantee of future results.

1Gross return without the deduction of fees and expenses
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LARGEST INDIVIDUAL CONTRIBUTORS –  4Q25
Ericsson (ERIC US/ERICB SS) is one of the largest vendors of 
hardware and software needed to operate wireless networks 
outside China. Ericsson's earnings are below normal as 
demand for wireless equipment is low in Japan and India. 
Management is turning around its mismanaged Cloud 
Software and Services business. We believe valuation is 
attractive even if Ericsson’s competitors do not lose market 
share due to political or scale problems, but there is 
substantial additional upside if these possible outcomes 
occur. Ericsson’s stock outperformed as the company 
signaled a pivot towards returning more capital to 
shareholders and 3Q25 results were modestly better than 
expected: company gross margins and the Cloud Software and 
Services business continued to improve.

Herbalife (HLF US) is the second largest multi-level marketing 
business in the world. The company’s brand and portfolio are 
focused on wellness, with meal-replacement weight loss 
products as their largest category, followed by supplements, 
energy products, and other products, including promotional 
items for its distributors. Herbalife’s stock outperformed after 
the company reported 3Q25 results at the high-end of 
guidance. The results showed early signs that the business 
has stabilized, and the turnaround is gaining traction.

Baytex Energy Co. (BTE CN) is a Canadian independent 
exploration/production with the majority of its production in 
Canada after the recent divestment of its US Eagle Ford 
operations. The company’s stock outperformed over the 
quarter following its sale of its US assets for a valuation higher 
than market expectations. The sale allows BTE to focus on its 
Canadian operations, improves the company’s cost structure, 
and results in a net cash balance sheet, supporting stock 
buybacks.

LARGEST INDIVIDUAL DETRACTORS –  4Q25
Kosmos Energy Ltd. (KOS US) is an independent offshore 
exploration/production with producing assets in the US Gulf of 
Mexico, Ghana, and Equatorial Guinea. It also holds a stake in 
an LNG development offshore Mauritania/Senegal in 
partnership with BP. KOS trades at a discount to the value of 
its existing production, providing a margin of safety. The 
market underappreciates its visible growth pipeline, including 
near-term LNG developments and brownfield expansions. With 
deep technical expertise and a strong offshore operating 
platform, KOS is well-positioned to unlock additional value 
through exploration and disciplined acquisitions. KOS shares 

fell over the quarter along with increased investor concerns 
over an oversupplied oil market in 2026. Additionally, Kosmos’ 
partner in the Jubilee field, Tullow, provided what we believe is 
an overly conservative 2026 production forecast. The 
combination of these events increased investor scrutiny over 
Kosmos’ 2026 debt maturity. Post year-end, Kosmos 
announced the payment of their 2026 bonds as well as a 
financing strategy for refinancing future maturities. We 
continue to believe the stock is undervalued relative to its 
normalized earnings power and think the upside remains 
compelling.

Adient Ltd. (ADNT US), domiciled in England, is one of the 
world’s largest suppliers of automotive seating systems and 
interior components. Adient’s business is defensible due to 
long product cycles, its global just-in-time (JIT) infrastructure, 
and established OEM relationships. Adient’s management 
team is in the process of turning around a series of poor 
decisions left by the former team: eliminating non-core 
activities, rewriting customer contracts, and lowering the 
company’s break-even production levels. Earlier in the quarter, 
ADNT’s shares were pressured alongside other auto suppliers 
following a fire at one of Ford’s aluminum plants, which was 
expected to cause months of disruption for the automaker and 
create negative downstream implications for supplier demand. 
Later in the quarter, shares faced additional pressure after the 
company issued guidance implying lower production volumes 
and weaker earnings in FY26, largely driven by tariff-related 
uncertainty. We believe issues from tariffs will be transient in 
the long term and continue to believe ADNT is attractively 
valued for a company successfully right sizing its portfolio, 
buying back shares, and maintaining its balance sheet. 

F5 Inc. (FFIV US) is a global provider of application delivery, 
security, and performance solutions that help enterprises run 
and protect applications across hybrid and multi-cloud 
environments. Shares fell after the company disclosed that 
state-backed hackers from China had breached its networks 
and gained access to certain files from the company’s BIG-IP 
application services. While the direct impact of the breach has 
been limited – no sensitive customer data was leaked and F5’s 
operations were not impacted – management expects a 
modest impact to new bookings in the near term as customers 
are currently focused on evaluating the security posture of 
existing IT assets rather than buying new products. In 
response to the breach, F5 offered weak guidance for next 
quarter, and consensus earnings expectations have declined
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The specific investments shown are for informational purposes only and represent the top contributors and detractors for the relevant performance time 
period. The selection criteria used to determine the top contributors and detractors remains the same across performance measurement periods; 
additional disclosures provided in Endnotes. Past performance is no guarantee of future results.
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7% for 2026 relative to pre-breach levels. While the breach may 
have a near-term impact on profit growth, our research 
suggests that the impact of security breaches at similar IT 
vendors have been short-lived and have very rarely led to 
impairment of long-term earnings power. Also, F5’s strong free 
cash flow, net cash balance sheet, and high switching costs 
could help protect the company from any near-term impacts to 
bookings that may occur this year. We believe F5 should be 
able to grow revenue in the high-single-digits for many years 
given the strong tailwinds the company is seeing related to 
data center modernization and application traffic growth and 
limited competition in its core markets. Now trading at about 
10x our estimate of next year’s normal operating profit, F5’s 
shares offer a very attractive risk/reward outlook, in our 
opinion.
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The specific investments shown are for informational purposes only and represent the top contributors and detractors for the relevant performance time 
period. The selection criteria used to determine the top contributors and detractors remains the same across performance measurement periods; 
additional disclosures provided in Endnotes. Past performance is no guarantee of future results.
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Endnotes:
All investments contain risk and may lose value. This commentary is for 
general information only and should not be relied on for investment advice 
or recommendation of any particular security, strategy, or investment 
product.   

Portfolio characteristics and attribution are based on a representative 
Mid-Cap Value portfolio. The representative portfolio is used for 
informational purposes only, does not predict future portfolio 
characteristics, and may differ from other portfolios in the strategy due to 
asset size, client guidelines, and other variables. H&W selected the 
representative portfolio based on non-performance criteria. The portfolio 
reflects the management style of the strategy, is part of the strategy’s 
composite, and has the longest continuous duration under the Adviser’s 
discretion. Selection of the representative portfolio considers one or more 
of the following factors, such as the portfolio’s investment guidelines/ 
restrictions, cash flow activity, or continuous duration under the Adviser’s 
discretion. 

Attribution is an analysis of a portfolio’s gross of fee returns (without the 
deduction of fees and expenses) relative to the Index. Bloomberg 
calculates returns using daily holdings information. Returns calculated 
using this buy-and-hold methodology can differ from actual client portfolio 
returns due to data differences, cash flows, trading, and other activity 
(report is generated at a point in time and will not include any adjustments 
thereafter). Sector performance only covers the subset of investments 
specific to that sector. Analysis for different time periods and/or market 
environments can result in significantly different results.
 
Specific securities identified are the three largest contributors (or 
detractors) to the portfolio’s performance, relative to the index. Other 
securities may have been the best and worst performers on an absolute 
basis. There is no assurance that the securities discussed will remain in 
the portfolio or that securities sold have not been repurchased. The 
securities discussed do not represent the entire portfolio, may only 
represent a small portion of the portfolio and should not assume the 
securities discussed were or will be profitable or that recommendations 
made in the future will be profitable or will equal the performance of the 
securities discussed. H&W’s opinions regarding these securities are 
subject to change at any time, for any reason, without notice. Certain 
client portfolio(s) may or may not hold the securities discussed due to 
each account’s guideline restrictions and other relevant considerations. 

 
The value discipline used in managing accounts in the Mid-Cap Value 
strategy may prevent or limit investment in major stocks in the Russell 
Midcap Value and returns may not be correlated to the index. Composite 
performance is available at www.hwcm.com, located on the strategy’s 
Performance tab along with important disclosures included in the 
strategy’s GIPS Report; quarterly characteristics and portfolio holdings are 
located on the Portfolio and Literature tabs. For a list showing every 
holding’s contribution to the overall account’s performance and portfolio 
activity for a given time period, contact H&W at color@hwcm.com. 
Portfolio information is subject to the firm’s portfolio holdings disclosure 
policy.  
   
The Russell Midcap® Index, an unmanaged index, measures the 
performance of the 800 smallest companies in the Russell 1000® Index. 
The Russell Midcap® Value Index measures the performance of those 
Russell Midcap® companies with lower price-to-book value ratios and 
lower forecasted growth values. The Russell 2000® Index measures the 

performance of the 2,000 smallest companies in the Russell 3000® Index. 
The Russell 1000® Index measures the performance of the large-cap 
segment of the US equity universe. Any indices and other financial 
benchmarks shown are provided for illustrative purposes only, are 
unmanaged, reflect reinvestment of income and dividends and do not 
reflect the impact of advisory fees. It is not possible to invest directly in an 
index.

The Magnificent 7 represents Meta, Alphabet, Tesla, Nvidia, Apple, 
Amazon, and Microsoft; Earnings yield is a financial ratio that measures 
the rate of return a company generates for each dollar invested; Forward 
price-to-earnings (P/E) ratio divides the current share price of a company 
by the estimated future “forward” earnings per share of that company; 
Hyperscalers are large-scale data centers that provide a wide range of 
cloud computing and data solutions for businesses that need vast digital 
infrastructure, processing, and storage; and free cash flow represents the 
cash a company generates after accounting for cash outflows to support 
operations and maintain its capital assets.
  
Russell Investment Group is the source and owner of the Russell Index 
data contained herein (and all trademarks related thereto), which may not 
be redistributed. The information herein is not approved by Russell.  H&W 
and Russell sectors are based on the Global Industry Classification 
Standard (GICS) by MSCI and S&P. 

Investing in foreign as well as emerging markets involves additional risk 
such as greater volatility, political, economic, and currency risks and 
differences in accounting methods. Investing in smaller, medium-sized 
and/or newer companies involves greater risks not associated with 
investing in large company stocks, such as business risk, significant stock 
price fluctuations and illiquidity. A value-oriented investment approach 
involves the risk that value stocks may remain undervalued or may not 
appreciate in value as anticipated. Value stocks can perform differently 
from the market as a whole or from other types of stocks and may be out 
of favor with investors and underperform growth stocks for varying 
periods of time. Principal Risks Disclosure for the firm’s strategies are 
described in Part 2A of Form ADV of H&W (www.hwcm.com/wp-content/ 
uploads/2025/07/HW-Principal-Risks-Disclosure-July-2025.pdf). 
 
Information contained in this material may represent or be based on 
forward-looking statements. Due to various risks and uncertainties, actual 
events/results or performance of the strategy may differ materially from 
those reflected or contemplated in such forward-looking statements. 
Information based on forecasts, proprietary or third-party estimates 
cannot be guaranteed and are subject to change. Information obtained 
from independent sources is considered reliable, but H&W cannot 
guarantee its accuracy or completeness. Data source: H&W, Russell, 
Bloomberg. 
   
Portfolio managers’ opinions and data included in this commentary are as 
of ​​December 31, 2025. Any discussion or view of a security, an asset 
class/segment, industry/sector and/or investment type are not investment 
recommendations, should not be assumed to be profitable, and are 
subject to change without notice. 

________________________________

Past performance is no guarantee of future results.

https://www.hwcm.com/wp-content/uploads/2025/04/GIPS-pages-for-website-April-2025_MCV.pdf
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