Small Cap Stocks to Rebound in 20247
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Now might be the time to consider small-cap stocks again.

For seven straight years, large cap stocks have outperformed small-caps — and 2023 was a blowout, as
the large-cap Russell 1000 Index beat the small-cap Russell 2000 Index by 9.60%.

But the trend goes even further — nine of the last ten years, even 14 of the last 19 calendar years have
ended in favor of large-cap stocks. The last sustained run of small-cap dominance was 1999-2004,
when the Internet was still relatively new, the dot-com bubble was breaking, and the Dallas Cowboys
had only recently won the Super Bowl.

Small-cap stocks staged a rebound in the fourth quarter to end 2023 on a high note. Does the recovery
portend a small-cap renaissance in 2024 and beyond?

Why Small Caps?

It's long been common investment knowledge that small-cap stocks have historically outperformed
large-cap stocks.

But is it? The “size premium” that had been part of the lure of small-caps has seemingly been nullified.
The domination of large caps is clear: for nearly every trailing five-year period for the past forty-five
years, large-cap stocks (measured by the Russell 1000 Index) have outperformed small-cap stocks,
represented by the Russell 2000 Index.

If this relationship continues, then it would upend one of the foundational tenets of investing: that
investors are compensated for taking on additional risk. Smaller companies are inherently riskier than
larger companies, and investors expect to be compensated for that risk.

Scroll for more detail

4Q 1 5 10 15 20 25 30 35 40 45

23 Year Years Years Years Years Years Years Years Years Years
Russell 11.96 26.53 1552 11.80 14.02 9.78 7.72 10.18 10.83 11.29 11.97
1000
Russell 14.03 16.93 9.97 7.16 11.30 8.1 7.91 8.56 9.32 9.14 10.97
2000
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Difference 2.07 -960 -555 -465 -272 -167 019 -162 -151 -215 -1.01

Why Now?

1 Small-Cap stocks are historically undervalued. Relative to large-cap stocks, small-cap stocks are at
historical low P/E ratios, providing them ample room for potential appreciation.

Small cap forward P/E below the long-term average
Russell 2000 Forward P/E, 1985-11/30/2023
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Small caps remain historically undervalued vs large caps
Relative Forward P/E: Russell 2000 vs Russell 1000, 1985-11/30/2023
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BofA Global Research, Small/Mid Cap Valuations, 12/13/23. Past performance is not indicative of future

results. Indexes are unmanaged, do not incur management fees, costs and expenses, and cannot be
invested in directly. The index is unmanaged and is not available for direct investment.

2Presidential election years have been good for small-cap outperformance. Historically, small-caps
have outperformed seven of the eleven election years, and by an average of 2.68%.
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Large Cap and Small Cap Performance During Election Years
1980 - 2020
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3Small-Cap (ex-biotech) earnings are expected to grow faster than the Magnificent Seven. The growth
case for small caps shows earnings growth the next two years greater than the Magnificent Seven, and
at a lower P/E ratio.

Small-cap valuation, by comparison, is more reasonable than Magnificent 7
NTM P/E (Bottom-Up)
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Russell 2000 Magnificent 7*
ex. Biopharma

Furey Research Partners, 4Q23 Quarter-end and 2023 Year-End Letter, p. 23. Past performance is not
indicative of future results. Indexes are unmanaged, do not incur management fees, costs and
expenses, and cannot be invested in directly. The index is unmanaged and is not available for direct
investment.

Why Westwood Small Cap Value?

4/6



The initial phase of a market rebound tends to benefit everyone — a low-quality rally. That’'s what
happened in the fourth quarter, as lower-quality, high-beta and non-earning companies sparked the
fourth-quarter returns in small-cap stocks.

As the bull market matures, investors tend to seek quality and sustainability of earnings. After the initial
rising tide lifting all boats, investors typically will start to sort the wheat from the chaff, placing a greater
emphasis on earnings, profitability, and sustainability. This is when our investment process tends to
shine, as we share that focus on quality.

In 2024, we expect to see small-caps rebound, and we believe that the companies that meet our
investment criteria — quality businesses with strong balance sheets and sustainable metrics, and
undervalued relative to peers or the market — may have a strong year.

Westwood SmallCap Value Strategy

Standardized Performance

Scroll for more detail

3 5 10 Since
4Q23 YTD 1Year Years Years Years Inception

Westwood SmallCap Value 15.28% 18.25% 18.25% 10.54% 12.30% 8.86% 10.92%
Gross of Fees
(Inception: 1/1/2004)

Westwood SmallCap Value 15.07% 17.38% 17.38% 9.61% 11.31% 7.84% 10.12%
Net of Fees

Russell 2000® Value Index  15.26% 14.65% 14.65% 7.94% 10.00% 6.76% 7.68%

*Inception Date: 1/1/2004. Past performance is not indicative of future results. Indexes are unmanaged,
do not incur management fees, costs and expenses, and cannot be invested in directly. Data Source: ©
2023 FactSet Research Systems Inc. All Rights Reserved. Please see appendix for full performance
disclosures. The disclosures provided are considered an integral part of this presentation. Past
performance is not indicative of future results. Indexes are unmanaged, do not incur management fees,
costs and expenses, and cannot be invested in directly. The index is unmanaged and is not available for
direct investment.

Disclosure

This is not an offer to sell or solicitation of an offer to buy an interest in any investment fund. Any such
offer or solicitation may only be made by means of a confidential private offering memorandum or
prospectus relating to a particular fund and only in a manner consistent with federal and applicable state
securities laws.
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The material contained herein is intended as general market commentary. The views, opinions,
estimates and strategies, as the case may be (“views”) may differ from those of other WHG employees
and affiliates. These views are often based on current market conditions and are subject to change
without notice. Any examples used are generic, hypothetical and for illustration purposes only. This
information in no way constitutes WHG research and should not be treated as such. Further, the views
expressed herein may differ from that contained in WHG research reports. The above
summary/prices/quotes/statistics have been obtained from sources deemed to be reliable, but we do not
guarantee their accuracy or completeness.

This document may contain statements that are not purely historical in nature but are “forward-looking
statements” which are based on certain assumptions of future events. Forward-looking statements are
not guarantees of future results. They involve risk, uncertainties, and assumptions; there can be no
assurance that actual results will not differ materially from expectations.

References to Westwood Management Corp. in this document may describe any combination of
Westwood Holdings Group, Inc. and its wholly-owned subsidiaries, which include Westwood Trust and
Westwood Advisors, LLC. Westwood Holdings Group, Inc. was launched as a public company in 2002,
trading on the New York Stock Exchange under the symbol “WHG”. On November 18, 2022, Westwood
Holdings Group, Inc. finalized the acquisition of the asset management business of Salient Partners,
L.P. (“Salient”), a Houston-based asset management firm. As a result, Westwood acquired Salient
Advisors, L.P., an SEC-registered investment adviser, and Salient Capital, L.P., a SEC-registered
broker-dealer and FINRA member, as well a majority equity stake, previously owned by Salient and
other investors, in Broadmark Asset Management LLC (“Broadmark”). Broadmark is a San Francisco-
based asset manager offering hedged equity strategies and serves as sub-adviser to a pair of seasoned
mutual funds and separately managed accounts now offered by Westwood.

The information contained herein represents the views of Westwood Holdings Group, Inc. at a specific point in time and is based on
information believed to be reliable. No representation or warranty is made concerning the accuracy or completeness of any data compiled
herein. Any statements non-factual in nature constitute only current opinion, which is subject to change. Any statements concerning
financial market trends are based on current market conditions, which will fluctuate. Past performance is not indicative of future results. All
information provided herein is for informational purposes only and is not intended to be, and should not be interpreted as, an offer,
solicitation, or recommendation to buy or sell or otherwise invest in any of the securities/sectors/countries that may be mentioned.
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