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The Small Idea: 
The Waiting Is the Hardest Part

As First Eagle’s Small Cap team approaches its three-year anniversary, I wanted 
to take a look back at the performance of our investment universe since we 
joined the firm in April 2021. In short, small caps failed to deliver the additional 
reward relative to large caps that has defined their history.

1. Source: Bloomberg; data as of February 29, 2024.

Though smaller stocks were strong early in our tenure and have since demonstrated transient periods of 
renewed enthusiasm, there is little to celebrate in the small cap space for the period as a whole. The Russell 
2000 Index rallied sharply off Covid-19 lows to reach an all-time high in early November 2021 before selling off 
sharply across the next year or so, losing around 35% from peak to trough.1 While the S&P 500 Index followed 
a similar trajectory through this challenging period, the magnitude of its loss was far less and its subsequent 
rebound far greater. As shown in Exhibit 1 on the following page, these dynamics have resulted in large stocks 
outperforming small by 38% since we joined First Eagle. 

Macroeconomic factors both positive—the continued strength of the US economy—and negative—above-target 
inflation, higher-for-longer interest rates, potential recession, challenging geopolitics and massive sovereign 
debt levels—would seem likely to have a capitalization-agnostic impact. Despite this, the Russell 2000 has been 
range-bound for much of the past two years, and the surge in other parts of the US equity market comes as cold 
comfort for those of us earning our keep wresting returns from small cap stocks. 

This edition of The Small Idea was written by Bill Hench, head of the Small Cap team and portfolio manager.
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Exhibit 1. Small Cap Stocks Have Lagged Large Cap Names Significantly in Recent Years
Percent Change Based on Price Returns, April 2021 through February 2024

2.  The term “Magnificent Seven” is widely used in the financial media and elsewhere to refer to the seven US technology-related stocks 
(Alphabet, Amazon, Apple, Meta, Microsoft, Nvidia and Tesla) that drove an outsized share of equity market gains in 2023.
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Source: FactSet; data as of February 29, 2024.
Past performance is not indicative of future results.
Chart is for illustrative purposes only.

Patience Is a Virtue
So, why the huge performance gap between large and 
small stocks? While certain idiosyncratic developments 
may have played a role—the mania around artificial 
intelligence helped drive returns of the aptly named 
Magnificent Seven,2 for example, while regional bank 
turmoil in March 2023 had an outsized impact on small 
stocks—our guess is that the root of the large/small 
divergence lies in policy decisions. 

Perhaps the current environment is the legacy of crisis-era measures—in response both to the global financial 
and Covid-19 crises—that broke all policy conventions in an effort to forestall pain. Super-accommodative 
monetary policies, including the magic of zero interest rates, resulted in a handful of companies whose market 
caps have soared to heights previously unimagined. If history is any guide, however, pronounced valuation 
disparities tend to revert to the mean over time. As shown in Exhibit 2, deep depressions in small cap valuations 
typically have been followed by pronounced and often lengthy rallies.

Pronounced valuation 
disparities tend to revert to 
the mean over time. 
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Exhibit 2. Small Caps Appear Cheap Compared to Large Caps and to Their Own History
Trailing Price-to-Earnings Multiples, January 2004 through February 2024

3. Source: FactSet; data as of February 29, 2024.
4. S&P and Dow Jones Index, Federal Reserve Bank of St. Louis; data as of February 29, 2024.
5. Source: Kenneth R. French data library; data as of February 29,2024.
6. Source: Morningstar; data as of February 29, 2024.
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If the chasm in relative valuations is attributable to 
twenty-first-century policy experiments, shouldn’t 
mean reversion be right around the corner with 
central bank normalization is well underway? Maybe, 
or maybe not; getting back to even can take time. I’m 
old enough to remember that the Nasdaq took 15 
years to regain its 2000 high once the tech bubble 
burst, and the index proceeded to more than triple 
over the next nine years.3 Similarly, US home prices took about a decade to recapture the 2006 peak that was 
lost amid the global financial crisis.4 That said, we expect the scars from money printing and zero interest rate 
policies will eventually fade. 

Valuations—especially among smaller stocks and their indexes—ebb and flow. Unable to call a shift in tides, we 
focus on what we control: which stocks to buy and how much to pay for them. 

Recall that small cap stocks have been the most rewarding segment of the equity market going back to 1927.5 
While this most recent period of sideways performance has been frustrating, the underlying volatility that 
characterizes small caps has provided opportunity to probe beneath the surface for good companies at what 
we believe are compelling prices; historically, such temporal market inefficiencies have provided opportunity for 
skilled active managers of small cap portfolios to outperform indexes.6 

We believe that skillful adherence to disciplined processes, focused on fundamental research and valuation, 
should ultimately give small cap investors the potential to be paid for taking the risks inherent to this special 
segment of the market. Increased merger and acquisition activity as interest rates stabilize, combined with more 
smaller companies coming public, could amplify rewards. Patience may ultimately be rewarded.

Valuations—especially among 
smaller stocks and their 
indexes—ebb and flow. 
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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. 
Risk Disclosures 
All investments involve the risk of loss of principal.
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.
Diversification does not guarantee investment returns and does not eliminate the risk of loss.
Active management is an investment management approach in which an investor, a professional money manager or a team of professionals tracks the performance of an 
investment portfolio and makes buy, hold and sell decisions about the assets in it.
One cannot invest directly in an index. Indices do not incur management fees or other operating expenses.
Nasdaq Composite Index is the market capitalization-weighted index of over 2,500 common equities listed on the Nasdaq stock exchange. The index includes all Nasdaq-
listed stocks that are not derivatives, preferred shares, funds, exchange-traded funds (ETFs) or debenture securities.
Russell 2000® Index measures the performance of the small-cap segment of the US equity universe. It includes approximately 2,000 of the smallest securities based on a 
combination of their market cap and current index membership. 
S&P 500 Index is a widely recognized unmanaged index including a representative sample of 500 leading companies in leading sectors of the US economy. Although the 
S&P 500 Index focuses on the large-cap segment of the market, with approximately 80% coverage of US equities, it is also considered a proxy for the total market.
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 consid-
eration 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 consid-
eration 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.
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Important Information for Residents of Taiwan 
The Manager is not licensed to engage in an investment management or investment advisory business in Taiwan and the services described herein are not permitted to be 
provided in Taiwan. However, such services may be provided outside Taiwan to Taiwan resident clients.
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 (“FEFD”) (SIPC), a limited purpose broker-dealer, distributes certain First Eagle products. FEFD does not provide services to any investor, but rather 
provides services to its First Eagle affiliates. As such, when FEFD presents a fund, strategy or other product to a prospective investor, FEFD and its representatives do not 
determine whether an investment in the fund, strategy or other product is in the best interests of, or is otherwise beneficial or suitable for, the investor. No statement by 
FEFD should be construed as a recommendation. Investors should exercise their own judgment and/or consult with a financial professional to determine whether it is 
advisable for the investor to invest in any First Eagle fund, strategy or product.
First Eagle Investments is the brand name for First Eagle Investment Management, LLC and its subsidiary investment advisers.
©2024 First Eagle Investment Management, LLC. All rights reserved.


