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Why now and is the juice worth the squeeze

ÅWhy now

ÅRelative valuations, large cap vs small cap

Å¢ƘŜ ǇǊƻōƭŜƳ ǿƛǘƘ ǘŜŎƘƴƻƭƻƎȅΣ ƛǘΩǎ ŀ ƭŀǊƎŜ ŎŀǇ ǇǊƻōƭŜƳ

ÅCurrent small cap risk premium bear market is long in the tooth

ÅHistorically, the small cap risk premium has been positive after a recession

ÅIs the juice worth the squeeze

ÅAverage small cap risk premium bull market delivers an extra +163%
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Two challenges to overcome

ÅTwo possible impediments to a successful implementation

ÅZombies

ÅMultiple risk premia
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Zombies

ÅSuccessful forest management

ÅConsider the unqualified need for regular and periodic controlled forest fires

ÅWhile it may sound counterproductive to the average person

ÅControlled burns are actually the safest way to manage overgrowth and promote 
new, healthy growth in wooded areas, wetlands, crop fields and prairies

ÅControlled burns get rid of dead timber and brush, which can easily catch fire and 
spread an uncontrolled wildfire more easily.
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Definition
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Zombies span geographies
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Zombies feeding off of COVID-19 stimulus
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Zombie prevalence
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Zombie prevalence, continued
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How to maximize your exposure to zombies

iShares Russell 2000 Value ETF 
(IWN)
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Multiple risk premia
Are you looking at one or multiple risk premia, all packaged up together



For internal use only, do not share with clients or prospects

¢ƘŜ ƻǊƛƎƛƴǎ ƻŦ ŎƻƴǾŜƴǘƛƻƴŀƭ ǿƛǎŘƻƳΩǎ ƳƛǎǘŀƪŜƴ ōŜƭƛŜŦǎ

1926.5 1932.8 1939.1 1945.3 1951.6 1957.9 1964.2 1970.5 1976.8 1983.0 1989.3 1995.6 2001.9 2008.2 2014.5 2020.7

Small cap

$1 grows to $24,267 over 94.22 years

11.31% return per year

Large cap

$1 grows to $8,791 over 94.22 years

10.12% return per year

Small cap premium of 1.19% per year over the last 94.22 years
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Small cap risk premium across different geographies
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But, the data must be carefully interpreted
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5C!Ωǎ ǇŜǊǎǇŜŎǘƛǾŜ ƻƴ ǊŜǿŀǊŘŜŘ Ǌƛǎƪ ŦŀŎǘƻǊǎ

Dimensions of Expected Returns
Historical premiums and returns (annualized): US, Developed ex US, and Emerging Markets

Profitability

Relative performance of 

high profitability stocks vs. 

low profitability stocks (%)

Company Size

Relative performance of

small cap stocks vs. 

large cap stocks (%)

Relative Price

Relative performance of 

value stocks vs. 

growth stocks (%)

US Stocks

Developed ex US 

Markets Stocks Emerging Markets Stocks

11.94
9.92

2.02

Small Large

1928ï2019

Annualized Returns

Small

minus Large

11.67
8.103.57

High Prof. Low Prof.

1964ï2019

Annualized Returns

High Prof.

minus Low Prof.

12.54
9.36

3.18

Value Growth

1928ï2019

Annualized Returns

Value

minus Growth

14.26

9.354.91

Small Large

1970ï2019

Annualized Returns

Small

minus Large

7.09
3.46

3.63

High Prof. Low Prof.

1991ï2019

Annualized Returns

High Prof.

minus Low Prof.

13.32

8.654.66

Value Growth

1975ï2019

Annualized Returns

Value

minus Growth

11.70
9.83

1.86

Small Large

1989ï2019

Annualized Returns

Small

minus Large

9.25
6.183.07

High Prof. Low Prof.

1992ï2019

Annualized Returns

High Prof.

minus Low Prof.

11.35

6.25
5.10

Value Growth

1990ï2019

Annualized Returns

Value

minus Growth
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Zeroing in on the profitability risk factor

Profitability

Relative performance of 

high profitability stocks vs. 

low profitability stocks (%)
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!vwΩǎ ǇŜǊǎǇŜŎǘƛǾŜ ƻƴ ǊŜǿŀǊŘŜŘ Ǌƛǎƪ ŦŀŎǘƻǊǎ
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!vwΩǎ ǇŜǊǎǇŜŎǘƛǾŜ ƻƴ ǊŜǿŀǊŘŜŘ Ǌƛǎƪ ŦŀŎǘƻǊǎ - for equities
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wƻōΩǎ ǇŜǊǎǇŜŎǘƛǾŜ ƻƴ ǘƘŜ ǎƳŀƭƭ ŎŀǇ Ǌƛǎƪ ǇǊŜƳƛǳƳ

ÅThe benefit is big, but episodic

ÅNow is the time
ÅRelative valuations
ÅTechnology
ÅCurrent small cap risk premium bear market is seriously long in the tooth

ÅZombies
ÅAre real
ÅBig issue
ÅDo not index your exposure
Å! άǇǊƻŦƛǘŀōƛƭƛǘȅέ ŦƛƭǘŜǊ ǎƻƭǾŜǎ ǘƘŜ ǇǊƻōƭŜƳ

ÅSimultaneous multi-factor exposure
Å¢ǊŜƳŜƴŘƻǳǎ ǎȅƴŜǊƎȅ ōŜǘǿŜŜƴ ǘƘŜ ǎƳŀƭƭ ŎŀǇ Ǌƛǎƪ ǇǊŜƳƛǳƳ ŀƴŘ ǘƘŜ άǇǊƻŦƛǘŀōƛƭƛǘȅέ ŦŀŎǘƻǊ
ÅAlways combine them into one unified, inseparable whole
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wƻōΩǎ ǇŜǊǎǇŜŎǘƛǾŜ ƻƴ ǘƘŜ ǎƳŀƭƭ ŎŀǇ Ǌƛǎƪ ǇǊŜƳƛǳƳΣ ŎƻƴǘƛƴǳŜŘ

ÅAQR goes too far

Å¢ƘŜȅΩǾŜ ǊŜƧŜŎǘŜŘ ǘƘŜ ǎƳŀƭƭ ŎŀǇ Ǌƛǎƪ ǇǊŜƳƛǳƳ ŘǳŜ ǘƻ ƛǘǎ ǇǊƻƴƻǳƴŎŜŘ ŜǇƛǎƻŘƛŎ ƴŀǘǳǊŜ

ÅI get it . . .

Å.ǳǘΣ ǘƘŜȅΩǾŜ ǘƘǊƻǿƴ ƻǳǘ ǘƘŜ ōŀōȅ ǿƛǘƘ ǘƘŜ ōŀǘƘ ǿŀǘŜǊ

ÅThe bear/bull cycles are there, and the payoffs are too large to ignore
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Episodic nature of the small cap risk premium

1928.4 1934.6 1940.7 1946.9 1953.0 1959.2 1965.3 1971.5 1977.7 1983.8 1990.0 1996.1 2002.3 2008.4 2014.6 2020.7

History of bear & bull markets for the small cap risk premium since 1926

Cumulative return Duration

Typical (median) -47.5% 5.5 years

Longest bear -41.1% 11.6 years

Most severe bear -65.3% 3.6 years

Bear markets for the small cap risk premium

Cumulative return Duration

Typical (median) 215.9% 6.7 years

Longest bull 94.1% 12.0 years

Most bountiful bull 259.2% 6.8 years

Bull markets for the small cap risk premium
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Episodic nature of the small cap risk premium, continued

Cumulative return Duration

Typical (median) 215.9% 6.7 years

Longest bull 94.1% 12.0 years

Most bountiful bull 259.2% 6.8 years

Bull markets for the small cap risk premium
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The reward is large during small cap risk premium bull markets
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Averagebull market deliversan extra +163%return over andabove
the return on stocks(largecap)

Average delivers a 
+162.7% gain and lasts 

6.6 years
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wƻōΩǎ ǇŜǊǎǇŜŎǘƛǾŜ ƻƴ ŀŎŎŜǎǎƛƴƎ ǘƘŜ ǎƳŀƭƭ ŎŀǇ Ǌƛǎƪ ǇǊŜƳƛǳƳ

ÅCombine small cap with a synergistic quality/profitability overlay

ÅValue versus growth is a different issue

ÅUse a purely quantitative approach

ÅWhy?

ÅBecause its testable

ÅThe testing allows you to understand how the strategy will behave in different environments
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The Julex approach to small cap
A testable quantitative solution to accessing the small cap risk premium with a 
synergistic profitability/quality overlay
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Julex ςfirm overview

Firm Overview

Å Employee-owned, established 2012

Å Quantitative, rules-based investment process

Å Strategy Focus: 
o Tactical strategies ðlimit loss

o Quantitative equity strategies - generate alpha

Å Experienced Team
o Institutional investment experience

o Portfolio management team includes 3 Ph.D.õs

Å GIPS compliance verified by ACA Performance Services
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Julex - the investment professional team

Team Role Experience Education

HenryMa 

Ph.D., CFA

President

Chief Investment Officer

Geode Capital ðHedge Fund Manager

Loomis Sayles ðDirector of Quantitative Research

Fortis Investments  - Director of Quantitative Research

Sun Life FinancialðPortfolio Manager

Ph.D. EconomicsðBoston University

BA, MA ðPeking University

George Xiang

Ph.D., CFA

Portfolio Manager

Research 

StateStreet Global Advisors (SSGA)  ðHead of Quantitative 

Research

Loomis Sayles ðSenior Quantitative Analyst

Conseco Capital ðQuantitative Research Manager

Ph.D., Mathematics ðPurdue 

University

BA ðNankaiUniversity

Frank Zhuang

Ph.D. 

Portfolio Manager

Research

EricssonðSenior Engineer

Nortel, Alcatel/Lucent - Senior Research Scientist

Ph.D. ElectricEngineering ðUniversity 

of Maryland

MS ðWest Virginia University

JeffreyMegar

CFA

Investment Committee 

Member

F-Squared Investments ðSenior Vice President

State Street Global Advisors ðSenior Portfolio Manager

Fortis Investments ðSenior Portfolio Manager

Cypress Tree Investment Management

MBA ðNortheastern University

BA ðFraminghamState University

Liam Flaherty Research MFS Investments - Independent Contractor

MassMutual - Internship

BA ðBabson College

Bo Wang Research Ph.D. Candidate, Economics ðBoston 

College

BA ðRenmin University of China
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Julex - the small cap strategy

Strategy Highlights

Å Outperform Small Cap Index ðRussell 2000 Value/Blend Index 

Å Hold 25-35 undervalued high-quality stocks

Å High active share and tracking error with a potentially high alpha
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Julex - the small cap strategy, continued

Market Cap Weighted Portfolio

Å Maximum individual stock weight, 10%

Focused Portfolio

Å 25-35 undervalued, highly profitable and highly stable stocks

Å High Alpha with lower drawdown

Å High active share and monthly tracking error

Three-Factor Sequential Screening Model

Å Stocks are screened sequentially by three factors

1. Proprietary valuation

2. Profitability

3. Leverage

Å No bias to size, value or momentum

Objective: 2-5% excess return with 6% tracking error
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Julex - the small cap strategy, continued

Market Cap Weighted Portfolio

Å Maximum individual stock weight, 10%

Focused Portfolio

Å 25-35 undervalued, highly profitable and highly stable stocks

Å High Alpha with lower drawdown

Å High active share and monthly tracking error

Three-Factor Sequential Screening Model

Å Stocks are screened sequentially by three factors

1. Proprietary valuation

2. Profitability

3. Leverage

Å No bias to size, value or momentum

Objective: 2-5% excess return with 6% tracking error
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Julex - the small cap strategy, continued

Identify Undervalued Securities

Most Profitable of

Undervalued Securities

Least leveraged of the 

Most Profitable of 

Undervalued 

Securities

Russell 2000

Factor 1: 

Valuation

Factor 2: 

Profitability

Factor 3: 

Leverage

Yields portfolio of  25-35 high 

quality undervalued securities
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Julex - the small cap strategy, continued

Identify Undervalued Securities

Most Profitable of

Undervalued Securities

Least leveraged of the 

Most Profitable of 

Undervalued 

Securities

Russell 2000

Factor 1: 

Valuation

Factor 2: 

Profitability

Factor 3: 

Leverage

Yields portfolio of  25-35 high 

quality undervalued securities

Each of these three active selection 
levels, serves to remove the Zombies
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Julex - the small cap strategy, continued

Identify Undervalued Securities

Most Profitable of

Undervalued Securities

Least leveraged of the 

Most Profitable of 

Undervalued 

Securities

Russell 2000

Factor 1: 

Valuation

Factor 2: 

Profitability

Factor 3: 

Leverage

Yields portfolio of  25-35 high 

quality undervalued securities

These last two active selection levels, 
serve to overlay the desired synergistic 
profitability/quality factor
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Julex - the small cap strategy, continued

Portfolio CharacteristicsTop 10 Holdings (3/31/2020)

March 31, 2020
Portfolio

iShares Russell 

2000 Value ETF

# of Securities 25 1,393

Market Capitalization 1,305.6 1,634.1

Active Share 98.8 --

Dividend Yield 2.2 3.3

Price/Earnings 9.9 10.1

P/E using FY1 Est 9.5 10.7

P/E using FY2 Est 8.5 9.7

Est 3-5 Yr EPS Growth 20.0 9.0

Price/Cash Flow 5.2 4.7

Price/Sales 0.5 0.5

ROE 29.0 5.6

Operating Margin 12.67 14.22

Net Margin 6.94 10.31

Stock Portfolio Weights

Lithia Motors 8.1.%

Cohen & Steers, Inc. 7.9%

SeaWorld 6.4%

National General Holdings Corp. 5.9%

National Beverage Corp. 5.9%

Crocs, Inc. 5.4%

Gray Television 5.3%

PriceSmart 5.1%

Artisan Partners Asset Management 4.4%

USANA Health Sciences, Inc. 4.3%

A concentrated portfolio of  high-quality 

stocks which are  ôundervaluedõ relative to 

their fundamentals.

Consumer Staples
25%

Consumer 
Discretionary

25%

Financials
25%

Industrials
19%

Other
6%
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Julex - the small cap strategy, backtest hypothetical performance


