INSIGHTS

MIRABAUD

ASSET MANAGEMENT

|

au

ECONOMICS LINE UP FOR
EXTENDED SMID CATCH-UP

Long outperformed by large-cap stocks, small and mid-caps (SMID) have
recently shown signs of a trend reversal, which could enable them to make
up lost ground. Current market conditions present a turning point for
mvestors to look at a segment where high-conviction active managers have

|

historically delivered alpha.
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With the Magnificent Seven
driving equity markets over the
past 18 months, it's hard to think
of a time when they haven't
dominated performance.

But 11 July 2024 proved an
interesting day: we saw an 8%
outperformance by the Russell
2000 Index, representing US
small & mid-cap stocks, versus
those seven tech giants'.
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With large-cap, tech-focused
names having run the show for
so long, did this summer data
outlier mark a turning point for
small and mid-caps (SMIDs)?

We think it highlighted the start
of shift in the macro landscape
that should enable SMID stocks
to deliver a valuation cafch up
and notably outperform their
large-cap peers over the long-
term.

' Bloomberg
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CHART 1: S&P 500 INDEX & MAGNIFICENT SEVEN*
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July's performance gap came
about because of dynamics in
the interest rate environment,
with positive CPl numbers
taking the probability of a
Federal Reserve (Fed) rate cut
in September up to 90.3%2. That
optimism proved to be well
placed with the cut coming

to fruition on 18 September

in the form of a jumbo 50bps
reduction. This fuelled a surge
in optfimism regarding the
economic outlook and the
probability of the US moving
from ‘soft landing’ towards
‘early cycle recovery’.

In the recovery phase, we
would expect to see further rate
reductions, economic activity to
pick-up and inflation to remain
at or below target.

For SMID stocks, this is all good
news. SMIDs are most exposed
fo falling interest rates as they
tend to have higher debt levels
compared to large caps. This
debt is often structured using
floating rates, so cuts bring rapid
borrowing-cost relief.

2 CME Group
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Historic data suggests that, While in Europe, SMIDs have
following a rate cut, we outperformed following the
could expect to see US SMIDs first European Central Bank
outperform large caps for 250 (ECB) rate cut whether or not a
days, providing there is no recession follows (chart 2b).

subsequent recession (chart 2a).

CHART 2a: US EQUITY MARKET PERFORMANCE AROUND FED RATE CUTS
When rate cuts are not followed by recession
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CHART 28: EUROPEAN SMALL VS. LARGE CAP
Performance around the first ECB cut, rebased to 100
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On top of this, the market is especially as we enter the fourth
currently pricing in a further quarter, which has historically
eight 25 bps cuts by the end demonstrated positive

of December 2025 (chart seasonality for small caps

3), further strengthening the (chart 4).

outlook for SMID performance,

CHART 3: INVESTOR EXPECTATIONS FOR KEY RATES IN DECEMBER 2025
Number of hikes/cuts priced in (25bps)
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CHART 4: MSCI SMALL-CAP MONTHLY HISTORICAL PERFORMANCE
Net total return indices, monthly performances since 1994
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While the shift in economic In terms of sectors, technology

trajectory hinges on US macro, has proven itself king of the

it's not only US names that large and mega-cap names.

are set to benefit. The US rates The subsequent performance

trajectory sets the tone for concentration in large-cap

global market performance, so indices to just a handful of

we would expect SMIDs across leading names has leff investors

the US, Europe and Switzerland, exposed. If a correction comes,

which typically have large it could be very painful.

exposures to global activity, to

outperform large caps. Conversely, with its strong
underweight to IT, the SMID

In Europe, SMIDs are currently market offers diversification

trading at a ¢.20% discount away from tech and towards

relative to large caps. In terms companies with more attractive

of value creation, this is the most  valuations, notably in industrials,

aftractive differential seenin financials and healthcare, where

the past 20 years (chart 5). The the SMID market is overweights.
numbers are similar in the US.

CHART 5: EURO-AREA SMALL/LARGE CAP RELATIVE VALUATION
Next 12 months P/E
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2Referencing US Russell 2000 Index vs S&P500 Index in the US, and Stoxx Europe Small 200 and Mid 200 Indices vs. Stoxx Europe 600 Index in Europe
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SMIDs have also already gone
through a round of earnings
revisions this year — small-caps
have come off 11% year-
to-date and 14% over 12
months, and mid-caps 2% and
4% respectively. In contrast,
earnings revisions on the S&P 500
Index are 0% year-to-date and
-1% over 12 months.

So, while US economic activity
has been slowing since the start
of the year, we haven't yet
seen any downward revisions

in earnings for large caps.
Whereas SMIDs have already
priced in some slowdown, with
lower earnings expectations.

With the fundamentals stacking
up for SMID, the question
becomes how to allocate.

A tactical position is a first
thought to benefit from the
diversification angle, alongside
better valuations. But taking a
longer-term view, fundamental
indicators suggest SMID stocks
offer the potential to deliver

an annual excess return of 1
percentage point over large
caps in Europe and the US,
making them an interesting core
consideration.

Assuming macro projections
come to fruition, we see
positive performance potential
extending out up to 10 years.

“Morgan Stanley, as at 24 September 2024
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IMPORTANT INFORMATION

This marketing material is for your exclusive use only and it is not intended for any person who is a
citizen or resident of any jurisdiction where the publication, distribution or use of the information
contained herein would be subject to any restrictions. It may not be copied or fransferred.

This material is provided for information purposes only and shall not be construed as an offer or
arecommendation to subscribe, retain or dispose of fund units or shares, investment products or
strategies. Potential investors are recommended to seek prior professional financial, legal and
tax advice. The sources of the information contained within are deemed reliable. However, the
accuracy or completeness of the information cannot be guaranteed and some figures may only
be estimates. In addition, any opinions expressed are subject to change without notice.

All investment involves risks, returns may decrease or increase because of currency fluctuations
and investors may lose the amount of their original investment. Past performance is not indicative
or a guarantee of future returns.

This communication may only be circulated to Eligible Counterparties and Professional Investors
and should not be circulated to Retail Investors for which it is not suitable.

Issued by: in the UK: Mirabaud Asset Management Limited which is authorised and regulated by
the Financial Conduct Authority. D14 In Switzerland: Mirabaud Asset Management (Suisse) SA,
29, boulevard Georges-Favon, 1204 Geneva. In France: Mirabaud Asset Management (France)
SAS., Spaces 54-56, avenue Hoche, 75008 Paris. In Luxembourg, Italy and Spain: Mirabaud Asset
Management (Europe) SA, 6B, rue du Fort Niedergruenewald, 2226 Luxembourg.
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