
Small caps have had a rough time of it.

While large-cap indices are soaring this 
year, thanks to the outperformance of a few 
mega-cap tech names, small stocks have 
had a bumpier ride, which included the 
regional bank crisis and ensuing selloff. 

The S&P 500 was up about 12% for the year 
through Monday, June 5, 2023, while the 
Russell 2000 was up about 3%, with most 
of that gain coming from a rally over the 
last few days. Through the end of May, the 
small-cap index was marginally negative 
and the S&P had put in one of its best five-
month performances against the small-cap 
index in 20 years, outperforming the Russell 
2000 by 9.69 percentage points, 9.65% to 
-.04%. 

Citywire spoke with Hench about his 
US Small Cap Strategy, which includes a 
success with Ruth’s Chris Steakhouse and a 
failure with Texas banks early this year.

Citywire (CW): Give a successful example 
of your strategy at work – where you 
spotted the potential or catalyst for 
a turnaround or a hidden asset that 
became properly valued.

Bill Hench (BH): Our strategy seeks out 
companies that not only have ‘cheap 
statistics’ — such as low price-to-sales or 

price-to-book ratios — but also a catalyst 
for the potential normalization of these 
statistics and thus an increase in price. 
Ruth’s Hospitality Group (RUTH), which 
operates the Ruth’s Chris Steakhouse chain, 
is a good recent example of our strategy at 
work. Like many restaurant stocks, RUTH 
was struggling with the residual demand 
effects of Covid-19, as well as mounting 
inflation and fears of recession. We thought 
RUTH’s earnings would recover once 
macro dislocations were worked through 
and normal customer patterns resumed. 
We obviously were not alone in expecting 
a rebound, as Darden Restaurants recently 
agreed to acquire RUTH at a premium to its 
market price.

CW: Give an example where you were 
unsuccessful – perhaps the catalyst was 
harder to spot or the hidden asset wasn’t 
worth what you thought it was. What did 
you learn from the experience?

BH: While we try to make money on 
every position, we do not always succeed. 
Executing a corporate turnaround is 
challenging, even when the economic 
backdrop is favorable; doing so in a 
difficult macro environment leaves little 
room for error. For example, we invested 
in two regional banks we believed to 
be attractively valued and whose Texas 
markets offered what in our view was the 

most appealing combination of business 
and population growth in the US. We 
thought rising interest rates would enable 
the banks to improve their net interest rate 
margins in the near term, driving improved 
earnings and better market valuations. 
Parts of our thesis didn’t play out as 
expected, and the timing of our investment 
proved particularly inopportune given the 
broad selloff in US regional banks earlier in 
2023. We ultimately sold these positions.

CW: There were over 7,000 publicly 
traded companies two decades ago, and 
there are less than 4,000 now. Is it getting 
harder to find opportunities?

BH: While there clearly are fewer small-
cap companies for us to consider, I don’t 
think it’s made our job any easier or harder. 
Ample liquidity as a result of years of 
near-zero interest rates enabled private 
companies to go public much later in their 
life cycles than previously had been typical, 
resulting in fewer small-cap names being 
introduced to the market. We may be at 
an inflection point here, however; with 
‘free money’ no longer a thing, smaller 
companies may again need to tap the 
public markets to finance their growth.

CW: How big, in terms of market 
capitalization, are the companies you 
target, and how big can your strategy get?
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BH: We will look at companies that have 
a market cap that is equal to or less than 
the biggest names in the Russell 2000 
Value index. That being said, the median 
market cap of the strategy typically is much 
smaller than the largest names in the index. 
Currently, our median market cap is about 
$1.5 bn; the biggest stocks in the index run 
about $6bn. Our strategy has about $1.1bn* 
in assets under management right now. 
In the past, we managed the strategy with 
about $4.5bn, and we think that is about the 
practical limit.

CW: Louisiana-Pacific has delivered 
desirable returns. What’s in need of 
improvement there? Some people say 
wood processing companies are doing 
so well (because of consolidation after 
the GFC) that they’re killing the parties 
on either end of them in the chain –the 
tree-growers and new home buyers. Is 
that true? 

BH: We purchased and still own LPX 
because it appears cheap on a statistical 
basis. We view the stock as an asset play, 
not a turnaround opportunity, as LPX 
has a respectable track record of using its 
cashflow to return capital to shareholders 
through stock buybacks and dividends. 
We often find value in cyclical stocks while 
understanding that there are often varied 
opinions on the timing and nature of the 
investment. Housing-related stocks, in 
particular, seem to be the frequent subject 
of spirited debate between their bulls and 
bears. But we think the structural need for 
more housing in the US should provide a 
supportive backdrop for a company like 
LPX that historically has done well by 
providing good products to its customers 
and good returns for its owners.

CW: You have less than 1% of the 
portfolio in regional banks, according to 
Morningstar data. Are you gearing up to 

make investments there, or staying away?

BH: Our bank holdings are now and 
historically have been lighter than the 
benchmark; looking back, our largest bank 
exposure probably came in the aftermath of 
the global financial crisis. As value players, 
we like to buy banks when they have a lot of 
reserves on the books. The recently ended 
period of near-zero interest rates has left 
banks with very small reserves for losses or 
bad debt, limiting our interest in the space. 
We are always on the lookout for good 
investments, however, and it’s possible we 
could find some opportunities to invest in 
banks if these reduced reserve levels lead to 
further cheapening, especially if real estate 
becomes an issue.

*As of March 31, 2023 

As of March 31, 2023 the First Eagle US Small Cap Strategy held: Ruth’s Hospitality Group (RUTH) 0.31% and Louisiana-
Pacific Corp. (LPX) 0.70%.

The opinions expressed are not necessarily those of the firm. These materials are provided for informational purposes only. These 
opinions are not intended to be a forecast of future events, a guarantee of future results, or investment advice. Any statistics contained 
herein have been obtained from sources believed to be reliable, but the accuracy of this information cannot be guaranteed. The views 
expressed herein may change at any time subsequent to the date of issue hereof. The information provided is not to be construed as a 
recommendation to buy, hold or sell or the solicitation or an offer to buy or sell any fund or security. 

Definitions

Bulls and Bears: jargon that stock-market traders use. A bull is someone who buys securities or commodities in the expectation of a price 
rise, or someone whose actions make such a price rise happen. A bear is the opposite—someone who sells securities or commodities in 
expectation of a price decline.

Benchmark Definitions

Russell 2000® Index: The Russell 2000® Index is an unmanaged index that measures the performance of the 2000 smallest companies in 
the Russell 3000 Index and is not available for purchase.

Russell 2000® Value Index: Russell 2000® Value Index measures the performance of small-cap value segment of the US equity universe. It 
includes those Russell 2000 companies with lower price-to-book ratios and lower forecasted growth values.

Standard & Poor’s 500 Index: Standard & Poor’s 500 Index is a widely recognized unmanaged index including a representative sample of 
500 leading companies in leading sectors of the U.S. economy and is not available for purchase. Although the Standard & Poor’s 500 Index 
focuses on the large-cap segment of the market, with approximately 80% coverage of U.S. equities, it is also considered a proxy for the total 
market.

2023 Morningstar, Inc.© All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar; (2) may not be copied 
or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible 
for any damages or losses arising from any use of this information. Past performance is no guarantee of future results.

Reproduced with permission by Media Licensing Co. (www.medialicensingco.com / + 44 (0) 20 3773 9320).
Not to be reproduced without authorisation.



Risk Disclosures

The value and liquidity of portfolio holdings may fluctuate in response to events specific to the companies or markets, as well as economic, 
political or social events in the United States or abroad. During periods of market volatility, the value of individual securities and other 
investments at times may decline significantly and rapidly. The securities of small and micro-size companies can be more volatile in price 
than those of larger companies and may be more difficult or expensive to trade.

There are risks associated with investing in foreign investments (including depositary receipts). Foreign investments, which can be 
denominated in foreign currencies, are susceptible to less politically, economically and socially stable environments, fluctuations in the 
value of foreign currency and exchange rates, and adverse changes to government regulations.

A principal risk of investing in value stocks is that the price of the security may not approach its anticipated value or may decline in value. 
“Value” investments, as a category, or entire industries or sectors associated with such investments, may lose favor with investors as 
compared to those that are more “growth” oriented.

All investments involve the risk of loss of principal.

Past performance is not indicative of future results. 

Important Information for Non-US Residents

This material and the information contained herein is provided for informational purposes only, does not constitute and is not intended 
to constitute an offer of securities, and accordingly should not be construed as such. Any funds or other products or services referenced in 
this material may not be licensed in all jurisdictions and unless otherwise indicated, no regulator or government authority has reviewed 
this document or the merits of the products and services referenced herein. This material and the information contained herein has been 
made available in accordance with the restrictions and/or limitations implemented by any applicable laws and regulations. This material 
is directed at and intended for institutional investors (as such term is defined in any applicable jurisdiction). This material is provided 
on a confidential basis for informational purposes only and may not be reproduced in any form. This material is for general information 
only and is not intended as investment advice or any other specific recommendation as to any particular course of action or inaction. The 
information in this material does not take into account the specific investment objectives, financial situation, tax situation or particular 
needs of the recipient. Before acting on any information in this material, prospective investors should inform themselves of and observe 
all applicable laws, rules and regulations of any relevant jurisdictions and obtain independent advice if required. This material is for the 
use of the named addressee only and should not be given, forwarded or shown to any other person (other than employees, agents or 
consultants in connection with the addressee’s consideration thereof).

Important Information for Residents of Australia

This communication is exclusively directed and intended for wholesale clients only. The information contained herein is provided for 
informational purposes only and should not be considered a solicitation or offering of investment services, nor a solicitation to sell or 
buy any shares of any securities (nor shall any such securities be offered or sold to any person) in any jurisdiction where such solicitation 
or offering would be unlawful under the applicable laws of such jurisdiction. Unless otherwise indicated, no regulator or government 
authority has reviewed this e-mail or the merits of the products and services referenced herein. This document and the information 
contained herein has been made available in accordance with the restrictions and/or limitations implemented by any applicable laws and 
regulations. This document is provided on a confidential basis for informational purposes only and may not be reproduced in any form. 
Before acting on any information in this document, prospective investors should inform themselves of and observe all applicable laws, 
rules and regulations of any relevant jurisdictions and obtain independent advice if required. This document should not be relied upon as 
investment advice and is not a recommendation to adopt any investment strategy. This document is for the use of the named addressee 
only and should not be given, forwarded or shown to any other person (other than employees, agents or consultants in connection with 
the addressee’s consideration thereof). First Eagle Investment Management, LLC is exempt from the requirement to hold an Australian 
financial services licence under the Corporations Act 2001 (Cth) in respect of the financial services it provides to wholesale clients in 
Australia and is regulated by the US Securities and Exchange Commission under US laws, which differ from Australian laws.

Notice to Residents of Brazil

First Eagle Investment Management, LLC and its subsidiary investment advisers are not accredited with the Brazilian Securities 
Commission - CVM to perform investment management services. The investment management services may not be publicly offered or 
sold to the public in Brazil. Documents relating to the investment management services as well as the information contained therein may 
not be supplied to the public in Brazil.

Notice to Residents of Canada

This document does not constitute investment advice or an offer or solicitation to sell or a solicitation of an offer to buy any product or 
service or any securities (nor shall any product or service or any securities be offered or sold to any person until such time as such offer 
and sale is permitted under applicable securities laws.) Any products or services or any securities referenced in this document may not 
be licensed in all jurisdictions, and unless otherwise indicated, no securities commission or similar authority in Canada has reviewed 
this document or the merits of the products and services referenced herein. If you receive a copy of this document, you should note 
that there may be restrictions or limitations to whom these materials may be made available. This document is directed at and intended 
for institutional investors and is only being provided to “permitted clients” as defined under the Canadian Securities Administrators’ 
National Instrument 31-103 – Registration Requirements, Exemptions and Ongoing Registrant Obligations. This document is provided on 



a confidential basis for informational purposes only. Before acting on any information in this document, prospective clients should inform 
themselves of and observe all applicable laws and regulations of Canada. Prospective clients should inform themselves as to the legal 
requirements and tax consequences within the countries of their citizenship, residence, domicile and place of business with respect to the 
acquisition, holding or disposal of shares or the ongoing provision of services, and any foreign exchange restrictions that may be relevant 
thereto.

Important Information for Residents of Dubai International Financial Centre

This presentation is intended for distribution only to Professional Clients. It must not be delivered to, or relied on by, any other person. 
The Dubai Financial Services Authority has no responsibility for reviewing or verifying any documents in connection with the advisory 
services. The Dubai Financial Services Authority has not approved this document nor taken steps to verify the information set out in it, and 
has no responsibility for it. If you do not understand the contents of this document you should consult an authorized financial adviser.

Important Information for Residents of the State of Qatar

Any funds, products or services referenced in this document may not be licensed in all jurisdictions, including the State of Qatar (“Qatar”), 
and unless otherwise indicated, no regulator or government authority, including the Qatar Financial Markets Authority (QFMA), has 
reviewed this document or the merits of the products and services referenced herein. If you receive a copy of this document, you may not 
treat this as constituting an offer, and you should note that there may be restrictions or limitations as to whom these materials may be 
made available. This document is directed at and intended for a limited number of “qualified” investors (as such term is defined under the 
laws of Qatar). This document is provided on a confidential basis for informational purposes only and may not be reproduced in any form. 
Before acting on any information in this document, prospective clients should inform themselves of and observe all applicable laws and 
regulations of any relevant jurisdictions, including any laws of Qatar. This document is for the use of the named addressee only and should 
not be given, forwarded or shown to any other person (other than employees, agents or consultants in connection with the addressee’s 
consideration thereof). Any entity responsible for forwarding this material to other parties takes responsibility for ensuring compliance 
with applicable securities laws.

Important Information for Residents of Taiwan

Information displayed on this website is only directed at Taiwanese professional investors (within the meaning of the Taiwanese Securities 
Investment Trust and Consulting Law, the Futures Trading Law or the Trust Enterprise Law) and is not suitable for individual investors, 
as this website contains information on certain advisory products and services. If you are uncertain about whether you are a professional 
investor under the laws of Taiwan, then you should consult your legal adviser.

Important Information for Residents of United Arab Emirates

The offering of the products and/or services described herein have not been approved or licensed by the UAE Central Bank, the UAE 
Securities and Commodities Authority (SCA), the Dubai Financial Services Authority (DFSA) or any other relevant licensing authorities 
in the UAE, and accordingly does not constitute a public offer in the UAE in accordance with the commercial companies law, Federal 
Law No. 2 of 2015 (as amended), SCA Board of Directors’ Decision No. (13/Chairman) of 2021 on the Regulations Manual of the Financial 
Activities and Status Regularization Mechanisms or otherwise. Accordingly, the presentation is not offered to the public in the UAE 
(including the Dubai International Financial Centre (DIFC)) This presentation is strictly private and confidential and is being issued to a 
limited number of institutional and individual clients:

a.  who meet the criteria of a Professional Investor as defined in SCA Board of Directors’ Decision No. (13/Chairman) of 2021 on the 
Regulations Manual of the Financial Activities and Status Regularization Mechanisms or who otherwise qualify as sophisticated 
clients;

b.  upon their request and confirmation that they understand that the products and/or services described in this presentation have not 
been approved or licensed by or registered with the UAE Central Bank, the SCA, DFSA or any other relevant licensing authorities or 
governmental agencies in the UAE;

c.  must not be provided to any person other than the original recipient, and may not be reproduced or used for any other purpose.

Important Information for Residents of United Kingdom

This document is issued by First Eagle Investment Management, LLC and is lawfully distributed in the United Kingdom by First Eagle 
Investment Management, Ltd. First Eagle Investment Management, Ltd is authorised and regulated by the Financial Conduct Authority 
(FRN: 798029) in the United Kingdom. This document is directed only at persons in the United Kingdom who qualify as “professional 
investors. This document is not directed at any persons in the United Kingdom who would qualify as “retail investors” within the meaning 
of the UK Alternative Investment Fund Managers Regulations 2013 (S.I. 2013/1773) or the EU Packaged Retail and Insurance-based 
Investment Products Regulation (No 1286/2014), the UK PRIIPs Regulation, and such persons may not act or rely on the information in 
this document.

FEF Distributors, LLC (Member SIPC) distributes certain First Eagle products; it does not provide services to investors. As such, when FEF 
Distributors, LLC presents a strategy or product to an investor, FEF Distributors, LLC does not determine whether the investment is in the 
best interests of, or is suitable for, the investor. Investors should exercise their own judgment and/or consult with a financial professional 
prior to investing in any First Eagle strategy or product. 

First Eagle Investments is the brand name for First Eagle Investment Management, LLC and its subsidiary investment advisers. 

© 2023 First Eagle Investment Management, LLC. All rights reserved.


