
A QUARTER REVIEW:

During the third quarter, the equity market experienced a broad 
decline across all styles and sizes. While the market's first-half 
gains extended into July, a mid-quarter correction in August and 
September dampened market sentiment. This correction was 
primarily in response to concerns about higher interest rates 
and the economic outlook. At the start of the quarter, most 
investors appeared confident in a soft landing for the economy, 
rather than a recession, and had anticipated a smooth conclu-
sion to the Federal Reserve's tightening cycle. However, confi-
dence in these expectations began to wane as economic growth 
remained stronger than anticipated, and inflationary pressures 
resurfaced, particularly in energy prices.

Notably, oil prices surged by over $20 per barrel (WTI), 
concluding the quarter above the $90 mark. The Energy sector 
emerged as the top performer within equities, registering a 17% 
gain amidst the broader market's decline. The Financials sector 
also posted a positive gain, benefiting from higher interest rates 
and the prospects of yield curve normalization, which boosted 
profit margins for many of its constituent industries. This 
leadership from the Energy and Financials sectors during a 
period of declining market enthusiasm contributed to the 
outperformance of value stocks.

While the Federal Reserve has become less definitive in its 
stance on interest rates, the bond market saw yields definitively 
rise during the quarter. The 10-year Treasury note reached a 
yield of over 4.5%, marking a significant increase of more than 
75 basis points. Many companies capitalized on lower interest 
rates earlier in the cycle for long-term funding, but the lagged 
impact of higher interest rates is beginning to influence the 
economy.

 
PERFORMANCE SUMMARY:

The SMID Cap Core strategy declined -3.44% net of fees for the 
quarter, outperforming the Russell 2500 Index, only capturing 
67% of the decline. The strategy is well constructed to provide 
sturdier performance during market corrections. 

The portfolio was underexposed to Energy, the market’s leading 
sector in the quarter, which fully accounted for the negative 
sector positioning effect. Security selection drove the strategy’s 
outperformance and was additive in most sectors, with particu-
larly strong relative performance in Industrials and Health Care.  
Industrials experienced a valuation correction for more cyclical 
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TOP TEN HOLDINGS2

 NAME % OF PORTFOLIO

EVEREST GROUP LTD COM 2.06%

WINTRUST FINANCIAL CORP 1.96%

APPLIED INDUSTRIAL TECHNOLOGIES INC 1.95%

CHEMED CORP 1.87%

SEI INV CO 1.81%

AVERY DENNISON CORP  1.81%

NORDSON CORP 1.78%

AXIS CAP HOLDINGS INC 1.77%

BJS WHSL CLUB HODINGS INC 1.76%

SMITH A O CORP 1.75%

1) Past performance is not indicative of future results, and there is a risk of loss of all or part of your investment. The 
above does not represent all holdings in the Strategy. Holdings listed might not have been held for the full period. To 
obtain a copy of Johnson Asset Management’s calculation methodology and a list of all holdings with contribution 
analysis, please contact your service team. The data provided is supplemental. Please see important disclosures at the 
end of this document. 
2) Holdings are subject to change. Past performance is not indicative of future results, and there is risk of loss of all or part 
of your investment. The data provided is supplemental. Please see disclosures at the end of this document. 

TOP 5 PERFORMERS1

 WEIGHT RETURN CONTRIBUTION

HAWKINS INC  1.66% 0.37%

WILLIAMS SONOMA INC  1.22% 0.27%

BLACK KNIGHT INC 0.50% 0.22%

BJS WHSL CLUB HOLDINGS INC 1.57% 0.19%

GORMAN RUPP CO  1.27% 0.17% 

TOP 5 DETRACTORS1

 WEIGHT RETURN CONTRIBUTION

AMN HEALTHCARE SERVICES INC 1.55% -0.37%

US PHYSICAL THERAPY   1.35% -0.36%

ZEBRA TECHNOLOGIES CORPORATION CL A 0.90% -0.29%

LKQ CORP  1.75% -0.27%

UNITIL CORP 1.67% -0.26%
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Johnson Asset Management (JAM) is a division of Johnson Investment Counsel, Inc. (“JIC”), an independent and privately owned Midwestern based investment advisory firm registered with the Securities and 
Exchange Commission. Johnson Asset Management manages institutional separate account portfolios for a wide variety of for-profit and nonprofit organizations, public agencies, public and private retirement 
plans, and personal trusts of all sizes. It may also serve as sub-adviser for mutual funds. JIC’s fees are available upon request and may be found in our Form ADV Part 2A. Performance data quoted herein represents 
past performance. Past performance does not guarantee or indicate future results. All data is current as of  September 30, 2023 unless otherwise noted. Returns and net asset value will fluctuate. To determine if this 
strategy is appropriate for you, carefully consider the investment objectives, risk factors, and expenses before investing. Individual account management and construction will vary depending on each client's 
investment needs and objectives. Investments employing JIC’s strategies are NOT insured by the FDIC or by any other Federal Government Agency, are NOT Bank deposits, are NOT guaranteed by any Bank or any 
Bank affiliate, and MAY lose value, including possible loss of principal. Johnson Asset Management claims compliance with the Global Investment Performance Standards (GIPS). A complete list of firm composites 
and performance results and the policies for valuing portfolios, calculating performance, and preparing GIPS compliant presentations are available upon request by calling 513-389-2770. Composite: The Johnson 
SMID Cap Core Equity Composite was created on January 1, 2013, and includes all of JIC’s fee paying, fully discretionary institutional equity portfolios with a minimum of $1,000,000 and an investment objective of 
small and mid-cap equities. The benchmark for this composite is the Russell 2500, a broadly diversified mid and small cap equity universe of U.S. companies. Eligible new portfolios are included in the composite the 
first full month after being deemed fully invested. The returns from terminated portfolios are included prior to the date of termination. E�ective January 2010, a portfolio will be temporarily removed from this 
composite if it experiences a net inflow or outflow of cash of 30% or more during a one-month period. Other than the futures contracts that are utilized to replicate the S&P 500, no leverage is used in the Composite 
portfolios. Portfolios in this composite include cash, cash equivalents, investment securities, interest and dividends. The U.S. dollar is the base currency. All returns reflect the reinvestment of investment income 
(dividends and/or interest) and capital gains. Valuations and returns are stated in U.S. dollars. Trade date accounting is used. Portfolio returns are calculated using time weighed return methodology on a monthly 
basis. Net returns shown reflect gross performance less the highest fee schedule for this strategy. The highest investment management fee schedule for this strategy is 1.00%. Actual client returns could also be 
reduced by brokerage commissions, custodial fees, and other client paid expenses detailed in JIC’s Form ADV Part 2A.

participants, as higher rates stressed companies with excessive 
balance sheet leverage. However, our quality discipline avoids these 
types of companies, leading to additive security selection with this 
sector. Additionally, while Health Care was the worst performing 
sector for the quarter, with the brunt of the valuation correction 
impacting lower quality, higher growth stocks like biotechnology, 
our disciplined stock selection was able to mitigate this negative 
contribution.

MARKET OUTLOOK AND PORTFOLIO POSITIONING:

The market appears to be reevaluating risk as economic uncertain-
ty grows, and corporate profitability faces challenges. To date, the 
SMID Cap Core strategy has outperformed in 9 out of the 12 down 
quarters since its inception. Maintaining downside protection 
remains a key objective, and the team is committed to a quality 
investing discipline that continues to provide lower volatility.

During the quarter, the investment team seized the opportunity to 
trim the larger relative position sizes of several top holdings that 
had reached full valuations. While a recession remains the base 
case, certain cyclical stocks are already priced to account for a 
business slowdown. The team has invested in a handful of these 
stocks in industries such as industrial distribution, restaurants, and 
computer hardware.

The importance of starting valuation for long-term returns cannot 
be overstated, and the extended period of large-cap outperfor-
mance has made smaller stocks show relative value. Valuation 
alone may not be a catalyst, but in its fundamental analysis, the 
team has conducted stress tests on company cash flows with a 
recessionary outlook in mind. In many cases, quality companies 
remain attractively priced and are well-positioned to navigate any 
cyclical transition, particularly when compared to companies with 
high leverage or overly ambitious growth forecasts.

For more information on our products and services, 
please contact a member of the our Sales & Client Service 
Team at 513.389.2770 or info@johnsonasset.com.
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The Johnson SMID Cap Core Equity strategy seeks to 
consistently outperform the Russell 2500 Index over a 
full market cycle with less volatility. The strategy seeks to 
identify stocks that are making smart allocation 
decisions, with a favorable combination of quality, 
valuation, and momentum characteristics.

PERFORMANCE

 QTD 1YR 3YR 5YR 7YR 10YR

JOHNSON (GROSS) -3.20% 14.48% 14.04% 7.04% 9.83% 9.36%

JOHNSON (NET) -3.44% 13.35% 12.92% 5.98% 8.75% 8.28%

RUSSELL 2500 -4.78% 11.28% 8.39% 4.55% 7.96% 7.90%


