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DISPROPORTIONATE EXCESS

History shows that smaller-capitalization stocks have tended to outperform larger-cap stocks over time. Just
not always. And just not for the recent past—this year in particular. It still seems far more reasonable to us
to believe that it should be easier for small stocks to get big than it should be for larger stocks to get vastly
bigger. Though 2020 so far counters that belief, it by no means dismantles it. We’ve seen small caps
underperform before, and have witnessed their subsequent outperformance. That precedent continues to

offer further support for our belief in our approach.

How The Mighty Have Grown

Feeling a bit left behind in the equity rally so far in 2020, we knew already that our preference for smaller-
capitalization stocks was among the stronger drivers of relative performance. To confirm that belief, we took
a look at the year-to-date performance of a broad swath of the U.S. equity market to see where gains have
been had and had not. Turns out that just a few very large “mega-cap” stocks have dominated market returns.
We think most readers will find the names of the these stocks quite familiar, with each of them just happening

to be notable technology companies. Without these five very large names, the market would still be up, but
not by much. Add in Tesla (TSLA) to the largest five, though, and the rest of U.S. stocks are down for 2020.

Figure 1: Year-to-Date Gain in Market Capitalization
The top 5 largest stocks have accounted for most of the gains in the domestic equity market this year
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From 12.31.19 through 08.31.20. Past performance is not indicative of future results. Investing in securities involves risk, including risk of losing some or all the invested
capital. There is no guarantee that any investment or investment strategy will achieve its objective. Universe includes members as of 12.31.19 of the Bloomberg U.S. 3,000
Index, which is a float market-cap-weighted benchmark of the 3,000 most highly capitalized U.S. companies. Ranking is based on market capitalization as of 08.31.20. Indexes
are unmanaged. One cannot directly invest in an index. Index performance reflects the reinvestment of dividends, but does not reflect the expenses associated with the
management of an actual portfolio. Please see additional important information regarding indexes at the end of this report. SOURCE: SRCM using data from Bloomberg
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Slicing the Universe

If we rank the universe of U.S. stocks by market capitalization (which is the stock price multiplied by the
number of tradeable shares of that stock) and then slice that list into “buckets” of equal numbers of stocks, we
have another view of the narrowness of this year’s market gains. In Figure 2 we show these data, with the

sole group showing an aggregate gain being the largest fifth of stocks in the universe.

Figure 2: Year-to-Date Gains by Size

Slicing the domestic stock market into equal-sized buckets by number of stocks, we see gains concentrated within the
largest group
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From 12.31.19 through 08.31.20. Past performance is not indicative of future results. Investing in securities involves risk, including risk of losing some or all the invested
capital. There is no guarantee that any investment or investment strategy will achieve its objective. Universe includes members as of 12.31.19 of the Bloomberg U.S. 3,000
Index, which is a float market-cap-weighted benchmark of the 3,000 most highly capitalized U.S. companies. Ranking is based on market capitalization as of 12.31.19. Indexes
are unmanaged. One cannot directly invest in an index. Index performance reflects the reinvestment of dividends, but does not reflect the expenses associated with the
management of an actual portfolio. Please see additional important information regarding indexes at the end of this report. SOURCE: SRCM using data from Bloomberg
Weighty Matters

To understand how the broader market can be up while so many stocks are down, it helps to know that most
equity indexes' are capitalization weighted. This means that the larger the stock, the greater the portion of
the index it represents and larger an effect its performance has on that of the broader index. Said differently,
the index measures the “weighted average” performance of stocks, with the larger weights by market
capitalization having a large influence. That the largest names have added a substantial amount in terms of
market cap is not on its own surprising, given the fact that even small gains for big stocks lead to large gains
in total dollars of market capitalization (which we showed in Figure 1). Because the percentage gains among
the largest stocks are so grand, though, their advances well overshadow mostly negative returns among the

remainder of stocks that compose the market.

' As a reminder, we use indexes to present details regarding “market” performance. The term market may mean different groups
at different times, so we generally add a bit of color to define the market we are reviewing. We normally include the descriptor
“broad” to mean all stocks (or most stocks within the universe, as we did in this case). But, we can have an index that represents
only large-cap stocks (e.g., the S&P 500 Index) or only a portion of large-cap stocks (e.g., the S&P 500 Value Index).
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It's Been a Bit

This year’s underperformance for smaller stocks builds upon relatively weaker performance that we’ve
experienced over the latter portion of the past decade. Taking an analysis similar to that we did for Figure 2,
but collapsing the smaller four buckets into one, we see that the largest fifth of stocks have outperformed in
6 of the past 7 years, including year-to-date 2020. The prior 5 years showed the opposite, however, with

smaller-cap stocks generally having outperformed coming out of the Great Recession.

Figure 3: Historical Range of Returns for Large- and Small-Cap Stocks

Small-cap stocks tend to show a wider dispersion of returns than large-cap stocks. The former have underperformed in
6 of the past 7 years
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From 01.01.08 to 08.31.20. Past performance is not indicative of future results. Investing in securities involves risk, including risk of losing some or all the invested

capital. There is no guarantee that any investment or investment strategy will achieve its objective. Large-Cap stocks are the largest fifth and Small-Cap stocks are the

smallest four-fifths of members ranked at the beginning of each year by market capitalization of the Bloomberg U.S. 3,000 Index, which is a float market-cap-weighted
benchmark of the 3,000 most highly capitalized U.S. companies. Indexes are unmanaged. One cannot directly invest in an index. Index performance reflects the reinvestment of
dividends, but does not reflect the expenses associated with the management of an actual portfolio. Please see additional important information regarding indexes at the end
of this report. SOURCE: SRCM using data from Bloomberg

Déja Vu Part Deux

We see these periodic episodes of outperformance and underperformance through time. In Figure 4 we show
rolling 10-year returns for small-cap and large-cap stocks through the end of June 2020. The grey areas show
points during which small-cap stocks had underperformed large-cap stocks over the prior 10-year period. All
the other trailing periods are those over which small caps outperformed. These periods of outperformance
include a long stretch between the Technology Bubble of 2000-01 and the Great Recession of 2008-09. This
historical frame of reference provides some comfort to us in that it reflects the tendency both for small stocks
to go through out-of-favor periods and for them to subsequently shine as investors take a stronger liking to

the group.
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Figure 4: Rolling 10-Year Performance: Small, Versus Large

Historically speaking, Small has outperformed Large over most rolling 10-year periods. Recent
underperformance confirms Small outperformance is not guaranteed.
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As of 06.30.20. Small stocks are represented by the FamayFrench U.S. Small Research Index. Large stocks are represented by the FamayFrench U.S. Large Research
Index. Past performance is not indicative of future results. Investing in securities involves risk, including risk of losing some or all the invested capital.

There is no guarantee that any investment or investment strategy will achieve its objective. Indexes are unmanaged. One cannot directly invest in an index.

Index performance reflects the reinvestment of dividends, but does not reflect the expenses associated with the management of an actual portfolio. Please see
additional important information regarding indexes at the end of this report. SOURCE: SRCM using data from the Data Library of the Web site of Professor Kenneth
R. French
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Important Information

Statera Asset Management is a dba of Signature Resources Capital Management, LLC (SRCM), which is a Registered Investment Advisor. Registration of an investment
adviser does not imply any specific level of skill or training. The information contained herein has been prepared solely for informational purposes and is not an offer
to buy or sell any security or to participate in any trading strategy. Any decision to utilize the sewvices described herein should be made after reviewing such definitive
investment management agreement and SRCM’s Form ADV Part 2A and 2Bs and conducting such due diligence as the client deems necessary and consulting the
client’s own legal, accounting and tax advisors in order to make an independent determination of the suitability and consequences of SRCM services. Any portfolio with
SRCM involves significant risk, including a complete loss of capital. The applicable definitive investment management agreement and Form ADV Part 2 contains a more
thorough discussion of risk and conflict, which should be carefully reviewed prior to making any investment decision. Please contact your investment adviser
representative to obtain a copy of Form ADV Part 2. All data presented herein is unaudited, subject to revision by SRCM, and is provided solely as a guide to current
expectations.

The opinions expressed herein are those of SRCM as of the date of writing and are subject to change. The material is based on SRCM proprietary research and analysis
of global markets and investing. The information and/or analysis contained in this material have been compiled, or arrived at, from sources believed to be reliable;
however, SRCM does not make any representation as to their accuracy or completeness and does not accept liability for any loss arising from the use hereof. Some
internally generated information may be considered theoretical in nature and is subject to inherent limitations associated thereby. Any market exposures referenced
may or may not be represented in portfolios of clients of SRCM or its affiliates, and do not represent all securities purchased, sold or recommended for client accounts.
The reader should not assume that any investments in market exposures identified or described were or will be profitable. The information in this material may contain
projections or other forward-looking statements regarding future events, targets or expectations, and are current as of the date indicated. There is no assurance that
such events or targets will be achieved. Thus, potential outcomes may be significantly different. This material is not intended as and should not be used to provide
investment advice and is not an offer to sell a security or a solicitation or an offer, or a recommendation, to buy a security. Investors should consult with an advisor to
determine the appropriate investment vehicle.

Fama/French U.S. Size Research Indexes: Provided by Professors Eugene Fama and Kenneth French. Index constituents are formed at the end of each June using June
market equity and NYSE breakpoints. The reconstitution considers for July of year t to June of t+1 include all NYSE, AMEX, and NASDAQ stocks for which are available
market equity data for June of t. The Fama/French U.S. Small Research Index includes the lower 30% in market capitalization. The Fama/French U.S. Large Research
Index includes the higher 30% in market capitalization.

One cannot invest directly in an index. Index performance does not reflect the expenses associated with the management of an actual portfolio.

Investing in any investment vehicle carries risk, including the possible loss of principal, and there can be no assurance that any investment strategy will provide positive
performance over a period of time. The asset classes and/or investment strategies described in this publication may not be suitable for all investors. Investment
decisions should be made based on the investor's specific financial needs and objectives, goals, time horizon, tax liability and risk tolerance.
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