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Three Reasons to Get Excited
About US Small Cap Stocks

lan Marthinsen, CFA, Portfolio Manager

A Crowded Trade - US Large-Cap Equity

Over the past three years, US large cap equity has become an
increasingly crowded trade, with investor assets growing in ETFs
replicating the S&P 500 Index?. As illustrated in Chart 1, the
top-3 largest US equity ETFs? by assets (all passive ETFs
replicating the S&P 500 Index) had combined total assets of USD
$2.63 trillion as of May 31, 2026 - more than double the amount
of assets and a greater share of total market capitalization of the
S&P 500 Index compared to three years prior.

Chart 1: Top-3 Largest US Equity ETFs
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Note: Top-3 largest US Equity ETFs include - Vanguard 500 Index Fund, iShares Core S&P 500 ETF, and State Street® SPDR®

S&P 500° ETF Trust
Source: Bloomberg Finance L.P., Morningstar Direct
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Why be Excited about US Small-Cap Equity

Allocating to US small-cap equity (represented by the S&P SmallCap 600 Index3) could enhance diversification
in a portfolio heavily skewed towards US large-cap equity (such as those similar to the S&P 500 Index).
Exposure to US small-cap equity can possibly reduce downside risk and enhance future returns in the event
momentum in US large-cap stocks narrows or reverses.

The diversification benefits of US small-cap stocks can be demonstrated by the following factors:
1) Sector Composition,

2) Valuation,

3) Historical Precedent.

Sector Composition: Reducing Technology Sector Concentration Risk

US large-cap equity has become concentrated to a narrow set of individual sectors and securities, while US
small-cap equity is more broadly diversified.

From a sector perspective (Chart 2), as of May 31, 2026, the Information Technology sector dominated
the S&P 500 Index with a weight of 38.6%, while the largest sector in the S&P SmallCap 600 Index was
Financials, with a weight of 17.6%.

Chart 2: Index Sector Breakdowns
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From an individual security perspective (Table 1), the top-10 securities in the S&P 500 Index were similarly
concentrated compared to the S&P SmallCap 600 Index, with cumulative weights of 40.6% and 6.2%,
respectively, as of May 31, 2026.

Table 1: Top-10 Stocks (As of May 31, 2026)

S&P 500 Index S&P SmallCap 600 Index

Name Weight Name Weight
NVIDIA Corp 7.9% Sanmina Corp 0.8%
Apple Inc 7.1% Semtech Corp 0.8%
Alphabet Inc 6.1% Viavi Solutions Inc 0.7%
Microsoft Corp 5.1% Viasat Inc 0.6%
Amazon.com Inc 4.1% Lumen Technologies Inc 0.6%
Broadcom Inc 3.3% Element Solutions Inc 0.6%
Meta Platforms Inc 2.1% FormFactor Inc 0.6%
Tesla Inc 1.9% Argan Inc 0.5%
Micron Technology Inc 1.7% Enphase Energy Inc 0.5%
Eli Lilly & Co 1.3% Molina Healthcare Inc 0.5%
TOTAL 40.6% 6.2%
Source: Bloomberg Finance L.P., S&P Indexes

Valuation Advantage: US Small-Cap Trades at a Discount to US Large-Cap

US Small-Cap stocks tend to trade at more favourable valuations compared to US large-cap stocks in both
absolute and relative terms.

A common valuation metric for stocks is the price-to-earnings multiple (“P/E muiltiple”), which indicates
the multiple at which a company’s prevailing stock price is relative to its reported earnings. For example, a
company whose stock is trading at $10 per share and has had reported earnings over the past 12-months
of $1 per share has a trailing P/E multiple of 10x. A higher P/E multiple indicates a higher stock valuation,
and a lower P/E multiple represents a lower stock valuation.

Valuations can be assessed both on an absolute basis (current levels) and on a relative basis (compared to
historical averages).

On an absolute basis, the S&P SmallCap 600 Index traded at a trailing P/E multiple of 21.6x, compared to
27.8x (Chart 3) for the S&P 500 Index, as of May 31, 2026, highlighting that small-cap equities are trading
at a discount to large-cap equities.

On a relative basis, (i.e., compared to each index’s long-term average), the trailing P/E multiple of the S&P
SmallCap 600 Index was 1.0x below its long-term average, suggesting modest undervaluation, while the
trailing P/E multiple of the S&P 500 Index was 7.7x above its long-term average, indicating elevated
valuations relative to its history.
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Chart 3: Trailing P/E Ratios
As of May 31, 2026
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Historical Precedent: Outperformance of US Small-Cap Post-2000 Tech Wreck

As the saying goes, “history doesn't repeat, but it can often rhyme”. A historical parellel to the current
concentration of US large-cap stocks to the Information Technology sector is the 2000 Tech Wreck.

During the Tech Wreck, the S&P 500 Index peaked on September 1, 2000. At that time, the Information
Technology sector weight in the S&P 500 Index was 29.2% and the trailing P/E multiple was 24.1x
(compared to 38.6% and 27.8x, respectively, as of May 31, 2026).

An investment in the S&P 500 Index prior to the 2000 Tech Wreck on December 31, 1998 (Chart 4), would
have resulted in an investor not earning back their initial investment following the 2000 Tech Wreck, until
July 19, 2005. Over the same investment horizon (December 31, 1998 to July 19, 2005), an investment in
the S&P SmallCap 600 Index would have returned 95.9%.
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Chart 4: 2000 Tech Wreck - Cumulative Index Performance
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Conclusion

It appears that investors continue to have significant exposure to US large-cap equity in their portfolios, as
reflected in the growth of assets in ETFs that track the S&P 500. Adding US small-cap equity exposure to
an investment portfolio may lower concentration risk, improve valuation, and introduce differentiated
drivers of return that have historically added value across market cycles.

Lysander Funds

Lysander Funds has partnered with Pembroke Management Limited to offer Canadian investors an
actively-managed mutual fund that concentrates on US small-cap and mid-cap equity securities -
Lysander-Pembroke U.S. Small-Mid Cap Fund.

1 The S&P 500 Index is a market-cap weighted index of US large-cap stocks.

2The top-3 largest US Equity ETFs include: Vanguard 500 Index Fund, iShares Core S&P 500 ETF, and
State Street® SPDR® S&P 500® ETF Trust.

3The S&P SmallCap 600 Index is a market-cap weighted index of US small-cap stocks.
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Disclaimers

This document has been prepared by Lysander Funds Limited (“Lysander”) solely for information purposes.
Information in this document is not intended to constitute legal, tax, securities or investment advice and is made
available on an "as is" basis. Lysander does not make any warranty or representation regarding the information
herein. Information in this document is subject to change without notice. Lysander does not assume any duty to
update any information herein.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund
investments. Please read the prospectus before investing. Lysander is the investment fund manager of Lysander-
Pembroke U.S. Small-Mid Cap Fund (the “Fund”). Pembroke Management Ltd. (“Pembroke”) is the portfolio
manager of the Fund. This document is not an invitation to invest in the Fund and does not constitute a public
offering of sale. Purchases in the Fund can only be made through an Investment Professional on the terms in the
applicable Fund'’s offering document by eligible investors. Each purchaser of units in a fund may have statutory
or contractual right of action.

Nothing in this document should be considered a recommendation to buy, sell or short a particular security.
Certain information in this document has been derived or obtained from sources believed to be trustworthy and/
or reliable. Lysander Funds Limited does not assume responsibility for the accuracy, currency, reliability or
correctness of any such information.

This document may contain forward-looking statements. Statements concerning a Fund’s or entity’s objectives,
goals, strategies, intentions, plans, beliefs, expectations and estimates, and the business, operations, financial
performance and condition are forward-looking statements. The words “believe”, “expect”, “anticipate”,
“estimate”, “intend”, “aims”, “may”, “will”, “would” and similar expressions and the negative of such expressions are
intended to identify forward-looking statements, although not all forward-looking statements contain these
identifying words. These forward- looking statements are subject to various risks and uncertainties that could
cause actual results to differ materially from current expectations. Readers are cautioned not to place undue
reliance on these forward-looking statements. While Lysander Funds Limited considers these risks and

uncertainties to be reasonable based on information currently available, they may prove to be incorrect.
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Source: TSX © Copyright 2026 TSX Inc. All Rights Reserved.

®Lysander Funds is a registered trademark of Lysander Funds Limited.
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Lysander Funds Limited

WWW.LYSANDERFUNDS.COM

TORONTO Head Office MONTREAL

4000 - 3080 Yonge Street 3150 - 1 Place Ville Marie
Toronto, ON M4N 3N1 Montréal, QC, H3B 3Y2
T. (416) 640-4275 T. (514) 316-9257

F. (416) 855-6515

TF. 1 (877) 308-6979 VANCOUVER

E. manager@lysanderfunds.com

1280 - 333 Seymour Street
Vancouver, BC, V6B 5A6

Follow Us on LinkedIn [} TF. 1 (877) 308-6979
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