Small Cap Value Equity
Q1 2021 Commentary
Market Review:
The US small-cap equity market posted strong gains in the 1st quarter of 2021, as the Russell 2000 returned
12.7% while the Russell 2000 Value was up 21.1%. The sharp rotation within equities that began in
November of 2020 continued throughout the 1st quarter, as stocks perceived to benefit from a reopening
of the world economy gained while the stay-at-home beneficiaries lagged. Small capitalization stocks
delivered their strongest start to a bull market since 1936 with the 12-month return +118% from the March
23, 2020 low. After plummeting in March 2020, US economic activity has been steadily recovering,
particularly as Covid vaccinations have accelerated. It was the largest rotation into Value stocks for any
quarter in 20 years, with the Russell 2000 Value Index outperforming the Russell 2000 Growth Index by
16.3%.
Figure 1: Economic Activity Recovering with Covid Vaccinations

Source: Strategas Research, Quarterly Review in Charts, 4/5/2021.

Beyond reopening prospects, equity market performance has been driven by unprecedented monetary and
fiscal stimulus. Throughout the quarter, Fed Chair Jerome Powell reiterated the central bank’s commitment
to accommodative monetary policy. President Biden and Congress passed a $1.9 trillion stimulus bill in
March, which was followed by the announcement of a $2 trillion infrastructure plan.
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Performance Analysis:
The Small Cap Value Equity strategy composite returned 19.1% (gross of fees) and 19.0% (net of fees) for
the first quarter of 2021 versus 21.1% for the Russell 2000 Value and 12.7% for the Russell 2000.
Figure 2: Small Cap Value Equity Returns vs. Benchmark
March 31, 2021
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The strong performance of Value stocks continued in Q1 with the Russell 2000 Value outperforming the
Russell 2000 Growth Index by 16.3 percentage points in the quarter and 26.4 percentage points since
November 9, 2020 (Pfizer vaccine announcement). The reopening of global economies has lifted 2021
growth estimates and steepened yield curves. Value stocks (low Price/Earnings) in cyclical industries are
increasingly expected to deliver the strongest overall earnings growth while Growth stocks (high
Price/Earnings) languished due to broadening growth prospects and rising yields pressuring valuations.
Figure 3: Performance by P/E Quintile: Cheaper was Better

Source: Jefferies, 4/1/2021.
Past performance is no guarantee of future results. Investors cannot invest directly in an index.
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Portfolio Attribution:
Attribution Effects – Small Cap Value Equity vs. Russell 2000 Value 12/31/2020 – 03/31/2021

Source: SCCM/Bloomberg, 3/31/2021.

Our overweight allocation and stock selection within Financials contributed to relative performance as
expectations for the yield curve to steepen and economic data to improve helped the sector to outperform.
Our bank stocks including Premier Financial (+45.8%), Great Western Bancorp (+45.0%), and Enterprise
Financial (+42.0%) significantly outperformed. Our underweight allocation made Utilities the secondlargest contributor to relative performance for the quarter. Utilities underperformed as defensive, noncyclical sectors lagged. Our underweight allocation and stock selection within Real Estate contributed to
relative performance. Real Estate lagged as more cyclical sectors were more favorably viewed by market
participants. Jones Lang LaSalle (+20.7%) and Host Hotels (+15.2%) outperformed. Our underweight
allocation within Healthcare also contributed to relative performance. Healthcare lagged as concerns about
potential drug price regulation weighed on shares of pharmaceutical stocks.
Our overweight allocation and weak stock selection within Industrials detracted from relative
performance. Industrials outperformed as cyclical sectors benefited from reopening prospects and stimulus
measures. Copa Airlines (+4.6%), BGSF (+4.6%), and Barret Business Services (+1.4%) underperformed.
Our underweight allocation and weak stock selection within Consumer Discretionary detracted from
relative performance. Consumer discretionary outperformed as retailers and consumer services companies
benefited from reopening of the economy. Finally, our underweight allocation within Energy detracted
from relative performance.
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Portfolio Changes:
Purchases
Cimarex (XEC), an energy company devoted to oil and gas exploration and production, was purchased in
the strategy in the quarter. Its operations are focused on developing assets in two regions - the MidContinent and the Permian Basin. The company has proved reserves of nearly 620 million boe (barrels of
oil equivalents, including gas, oil, and natural gas liquids). Cimarex's daily production averages about
280,000 boe. Cimarex has maintained a strong balance sheet, which had insulated the company during the
downturn in 2020. The company’s cost structure continues to improve and its well productivity in the
Delaware Basin is above average. Cimarex is well-positioned to generate strong free cash flow, which
should help to support its dividend growth. We purchased shares at 8x forward earnings.
Helmerich & Payne (HP), an oil and gas contract driller, was purchased in the strategy in the quarter. The
company operates land and platform rigs and provides contract drilling of oil and gas wells in the Gulf of
Mexico and South America. One of H&P's key competitive strengths is its proprietary drilling platforms,
which have helped the company to gain significant market share. H&P has proven it is able to benefit from
the unfolding drilling demand recovery and we believe is well positioned to add more active rigs as its
large customers need to increase activity. The company has a strong balance sheet and opportunities to
meaningfully expand its profit margins. We purchased shares at 0.85x book value.
HollyFrontier (HFC), a refiner, was purchased in the strategy in the quarter. The company refines crude
oil to produce gasoline, diesel, and jet fuel as well as lubricants and asphalt, selling its products to customers
in the Southwest US, the Rocky Mountains, and Plains states. The company’s access to premium, niche
product markets should allow the company to strengthen its margins as the economy reopens. While its
free cash flow generation was subdued in recent years because of investments into its lubrication business,
free cash should start to accelerate as its capital allocation normalizes. A recovery in its lubrication business
and better operating expense management should help shares to rerate. We purchased the stock at 1.0x
book value.
Sales
Magellan Health (MGLN), a behavioral health company, was sold in the quarter after it was announced
that the company would be acquired by Centene Corp.
Sanmina (SANM), a technology and industrial contract manufacturer, was sold in the quarter based on
valuation grounds and increasing competitive risks.

Market Outlook:
The Russell 2000 just delivered its best one-year performance in 80 years following a bear market low,
with a return of +118% through March 23, 2021. The global pandemic, triggering the fastest bear market
in history, was met with an unprecedented surge in global monetary and fiscal stimulus. In the US alone,
money supply grew 25% year-over-year in 1Q21 and the cumulative effect of three fiscal stimulus packages
total 25% of GDP.
The case for a secular turn to Value investing has significantly strengthened. The reopening of economies
globally along with the historic level of stimulus is pushing GDP growth to levels not experienced in
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decades with forecasted growth of 6% in 2021. Small-cap value stocks are expected to be the larger
beneficiary - earnings growth estimates for the Russell 2000 Value (2021 vs. 2019) are accelerating faster
than growth estimates for the Russell 2000 Growth (Figure 4).
Figure 4: Earnings Growth (Russell 2000 Value vs. Russell 2000 Growth)

Source: Jefferies, 4/19/2021.
Past performance does not guarantee future results. Investors cannot invest directly in an index.

Lower quality small-caps stocks defined by those with lower returns on equity, negative earnings, and
highly levered balance sheets have only started to underperform recently. High quality small-cap stocks
could start to outperform as GDP accelerates, the yield curve steepens, and inflation rises.
Figure 5: High ROE vs. Low ROE for Russell 2000

Source: Jefferies, 4/1/2021.

US equities, led by Growth stocks and pandemic beneficiaries, have reached record price and valuation
levels as multiples expanded dramatically despite a collapse in earnings for 2020. Small-caps remain
historically cheap vs. large-caps. According to BofA Securities, the relative multiples between small and
large-caps suggests small-caps could outperform over the next ten years. Historically, small-cap value
tends to outperform both in the early-cycle and mid-cycle of an economic cycle. As the economy reopens
and transitions from early-cycle to mid-cycle, small-caps should see a bigger improvement in earnings
versus large-caps.
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Figure 6: Small-Caps Remain Cheap vs. Large-Caps

Source: BofA Securities, 4/13/2021.

Earnings are expected to stage a significant recovery in 2021, with a strong rebound anticipated for Value
and Cyclical stocks. Given their extreme relative underperformance and inexpensive valuations, we believe
Value stocks should present an attractive opportunity in an otherwise expensive market. As economic
uncertainty begins to fade, valuation extremes are expected to narrow, which could benefit Value stocks.
Historically, in a year when small-cap value significantly underperforms small-cap growth, the following
year is often promising for Value.
Figure 7: Performance after Bear Market Recoveries (Value vs. Growth)

Source: Jefferies, 4/1/2021.
Past performance does not guarantee future results. Investors cannot invest directly in an index.

Central banks have begun explicitly targeting higher inflation levels and government authorities continue
efforts in passing large fiscal spending packages as populist strength seeks to address income inequality
through wealth redistribution. Global supply chains, disrupted during the pandemic, are now localizing,
further raising the prospect of higher inflation. Recent surveys of corporate analysts show a growing
percentage of companies expect to raise prices due to stronger demand and because of higher costs (BofA
Research, The Case for Real Assets, 3/25/21). Rising inflation levels have historically led to lower
Price/Earnings multiples, favoring Value stocks. Inflation levels above the historical median have also
favored small-caps.
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Figure 8: Higher Inflation Supports Small-Caps

Source: Jefferies, 4/19/2021.

In the current market environment, we believe investors should be more mindful of risk, not less. We
believe the most effective way to manage risk is to adhere to an investment discipline focused on valuation
and quality, which is the core tenet of our investment approach. Relative to fixed income and equity
benchmarks, we feel the valuation of our portfolio remains attractive. The strategy trades at 13.9x forward
earnings versus 20.2x for the Russell 2000 Value.
Thank you for your continued support. Feel free to reach out to us if you have any questions.
Best Regards,
Schafer Cullen Capital Management, Inc.
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Disclosure: Schafer Cullen Capital Management (SCCM or the “Adviser”) is an independent investment advisor registered under the
Investment Advisers Act of 1940. This information should not be used as the primary basis for any investment decision nor should it
be considered as advice to meet your particular investment needs. The portfolio securities and sector weights may change at any time
at the discretion of the Adviser. It should not be assumed that any security transactions, holdings or sectors discussed were or will be
profitable, or that future recommendations or decisions will be profitable or equal the investment performance discussed herein. A list
of all recommendations made by SCCM within the immediately preceding period of not less than one year is available upon request.
Past performance is no guarantee of future results. Individual account performance results will vary and will not match that of the
composite or model. This variance depends on factors such as market conditions at the time of investment, and / or investment
restrictions imposed by a client which may cause an account to either outperform or underperform the composite or model’s
performance. There is no guarantee that any historical trend illustrated in this report will be repeated in the future, and there is no way
to predict precisely when such a trend might begin.
Risk Disclosure: Market conditions can vary widely over time and can result in a loss of portfolio value. Investing in the stock
market involves gains and losses and may not be suitable for all investors. Investors have the opportunity for losses as well as
profits. Investing in equity securities is speculative and involves substantial risk. Investing in small cap companies tends to be
riskier than large cap companies. Dividends are subject to change and are not guaranteed.
The strategy depicted in this report has been managed in accordance with the investment objectives of the strategy as determined by
the Adviser. The Adviser has selected benchmarks, which in their opinion closely resemble the style of the securities held in the
composite or model portfolio of the strategy (e.g. large cap value, small cap value, international, etc.). The securities held in the
composite or model are actively managed while the benchmark index is not. Investors should be aware that the Adviser makes no
attempt to match the portfolio securities, or the security weightings of the benchmark. The composite or model’s performance will be
affected greater by the price movements of individual securities as the composite or model is more concentrated, generally less than
100 securities, while a comparative benchmark will generally have between 500 and 2,500 securities where individual security price
movements have a lesser affect.
The Russell 2000 Index is a market-cap weighted index measuring the performance of approximately 2,000 smallest-cap American
companies in the Russell 3000 Index, which is made up of 3,000 of the largest U.S. stocks. The Russell 2000 Value Index is a broadly
diversified index predominantly made up of value stocks of small U.S. companies. The Russell 2000 Growth Index is a broadly
diversified index predominantly made up of growth stocks of small U.S. companies. The S&P 500 Index is a market capitalizationweighted index of 500 companies in leading industries of the US economy. The index is unmanaged and has no fees. Comparisons to
indices are inherently unreliable indicators of future performance. The strategies used to generate the performance may vary from those
used to generate the returns depicted in the indices. An individual cannot invest directly in an index.
Beta is a measure of the volatility, or systematic risk, of a security or a portfolio in comparison to the market as a whole. Downside
Capture Ratio represents the degree to which a strategy outperformed or underperformed the benchmark in periods when the
benchmark return was negative. The lower the downside capture ratio, the better.
In the case where this report displays model results, please be aware that such results do not represent actual trading and that results
may not reflect the impact that material economic and market factors might have had on the Adviser’s decision-making if the Adviser
were actually managing clients’ money.
Model and actual results reflect the deduction of advisory fees, brokerage or other commissions, and any other expenses that a client
would have paid or actually paid (Net of Fee performance) and reflect the reinvestment of dividends and other earnings.
Schafer Cullen Capital Management, Inc. makes no representation that the use of this material can in and of itself be used to determine
which securities to buy or sell, or when to buy or sell them; SCCM makes no representation, either directly or indirectly, that any
graph, chart, formula or other device being offered herein will assist any person in making their own decisions as to which securities
to buy, sell, or when to buy or sell them.
All opinions expressed constitute Schafer Cullen Capital Management’s judgment as of the date of this report and are subject to change
without notice.
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