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Interesting Chart: Equal-Weight S&P Now Behind
Comp; Small Still Has Slim Lead
Quest for Interesting Chart: It's a sad chart, with S&P Comp back ahead of
Equal-Weighted. Small has a tiny YTD lead of 109bps after being ahead by
1300bps. This comes despite much better earnings, with growth ahead of LT
averages. When growth is better, performance is broader, with Small/Mid ahead
of Large by 1.0% & 2.2%, respectively. We see little difference between Equal-
Weighted & 500. We also see better absolute performance by Smaller Small/
Smaller Mid.

An Interesting Chart: There has been a notable preference shift in Q3 as the S&P 500 Composite
has rallied and is now ahead of the Equal-Weighted index YTD. Nearer and dearer to our hearts, the
S&P 500 is now just 106bps behind the Russell 2000 after the lead was nearly 1300bps coming
into the quarter. It started with the much better earnings growth for Large, and now higher rates
and the Fed hike are hurting the broader equity market, with Small lagging. We have continued to
preach that higher-for-longer, for the right reasons, boosts Small Caps, but it seems this has fallen
on deaf ears.

We assert that earnings season was NOT just a Large-Cap phenomenon. Earnings for the "Rest of
the S&P 500" in Q3 stood at 32% and should come in north of 20% the next two reporting seasons.
Small's earnings were >17%, and Mid's were >19%.

When earnings growth has been above median, R2 tops S&P 500: Breaking down annual earnings,
when we see an above-median growth rate for Small, as we should see in '26 and most likely in '27,
the spread is wider between the Russell 2000 and the S&P 500. Since '04, when earnings for Small
have been better than median, the size segment tops the S&P 500 by 100bps, while over the entire
period Large has beaten Small by 0.7%. Drilling down across size using the CRSP deciles, not too
big and not too small works, as Decile 7 was the best gainer when earnings were above median.

As for the Equal-Weight S&P 500 vs the Composite, we find the Equal-Weight holds up better when
earnings are above the median, and lags by 0.4%. However, the overall gap back to '04 stands at
+1.1% for the 500 vs the Equal-Weighted. Using the CRSP deciles, we do find Decile 2 topping Decile
1 when earnings were better.

Across Mid, the Russell Mid beats the S&P 500 when earnings growth is better than median at
17.3% vs 15.1%. There has been little difference in the overall period since '04. Using the CRSP
deciles, when earnings growth has been strong, Decile 3 & 5 are very strong performers, while the
Russell Mid, the Largest and Smallest Mid-Cap names, deliver better-than-average performance.

What a game of catch up by Larger Large Caps (Mag 7), as 500 now ahead of Equal-Weighted, Small
clinging to 106bps lead
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STRATEGY NOTE

45% of Small-Cap companies posted >20%
earnings growth
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Doesn't feel like it, but Small has broadened
out over the past 6 months

.

30

35

40

45

50

55

60

% of Stocks Beating Index Average

Rolling 6-Month Performance

Source: FactSet; FTSE Russell; Jefferies

Better-than-average earnings have been an
elixir for a broader market

.Note: As for September 25.
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Small beats Large when earnings growth has been above median:
Looking back to 2004 and dividing earnings by the median growth rate, we have found that the RUT beats the S&P 500 by about 100bps when growth
for Small has been better. In contrast, when it's below the median, the index lags by 1.7%. Drilling down by size within Small Caps, we took two looks.
First, we used the CRSP decile data with 6 (Largest Small), 7, and 8 (Smallest Small) representing Small Caps. The next was taking the Russell 2000
and quintiling market caps with Q1 the largest Small Caps, Q5 the smallest. A few findings:

• When earnings growth was above the median, Decile 7 was the big winner on a median basis, with its gain coming in at 15.5%, while Decile 6
and 8 delivered below-median performance.

• When we took the Russell 2000 by market cap quintile, we found that the smallest of the Small posted slightly better absolute performance and
were 400bps closer to the largest names in the index.

Chart 1 - When earnings are above median, Small beats Large

.Note: Data is from 2004
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Table 1 - Although not perfect, we see Smaller Small delivering better returns when
earnings growth above median

.

Annual Performance Based on Medians

Earnings Growth Decile 6 Decile 7 Decile 8 Largest Small Smallest Small Largest vs. Smallest

Above Median 9.0 15.5 7.6 11.2 6.6 4.7

Overall 11.9 12.6 11.1 14.4 5.7 8.7

Difference -2.9 2.9 -3.5 -3.1 0.9 -4.0

Source: Center for Research in Security Prices (CRSP®), The University of Chicago Booth School of Business;
FactSet; FTSE Russell; Standard & Poors'; Jefferies
 

Equal-Weighted S&P 500 hangs tough with Composite when earnings are better:
We ran the same analysis across Large and compared the Equal-Weighted S&P 500 to the Composite. We drilled down between Deciles 1 and 2 to
show larger large and smaller large, while also splitting the R1000 into market cap quintiles. We found mixed results:

• Since '04, the S&P 500 Composite has beaten the Equal-Weighted index by just over 100bps annually. However, when earnings growth is, like
today, better than the median, the gap closes to 0.4%.

• Using the CRSP deciles, D2 beats D1 over the full time frame, but the gap is a wider margin than when earnings growth is strong, at 12.5% vs 4.5%.

• When we used market-cap quintiles, the largest names had a better showing when earnings growth was above the median, and absolute
performance was also better.

Chart 2 - Little difference when earnings > median between Equal-Weighted and
Composite

.Note: Data is from 2004
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Table 2 - Mixed performance inside Large Caps when earnings growth has been
strong

.

Annual Performance Based on Medians

Earnings Growth Decile 1 Decile 2 Largest Large Caps Smallest Large Caps Largest vs. Smallest

Above Median 4.9 12.5 14.3 11.4 2.9

Overall 7.5 14.2 14.7 13.4 1.2

Difference -2.6 -1.6 -0.4 -2.1 1.7
Source: Center for Research in Security Prices (CRSP®), The University of Chicago Booth School of Business;
FactSet; FTSE Russell; Standard & Poors'; Jefferies
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When earnings are strong Mid has been quite good, better performance down cap:
Using the Russell MidCap vs the S&P 500, we see much better performance when earnings growth is above the median. The Mid Caps are up 17.3%,
and ahead of the S&P 500 by 2.2%. Looking at CRSP data, all of the Deciles were above the overall return during this time frame when earnings growth
was better with Decile 5 comparable to Decile 3. As for market cap quintiles across the Russell Mid, the one item to note was the smallest Mid-Cap
names performed better when earnings was better. However, the gap vs the largest was weaker.

Chart 3 - Russell Mid performs well on both absolute and relative basis when
earnings growth is above median

.Note: Data is from 2004
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Table 3 - Decile 5 was strong when earnings were above median, not the case for
the smallest Mid Caps

.

Annual Performance Based on Medians

Earnings Growth Decile 3 Decile 4 Decile 5 Largest Mid Smallest Mid Largest vs. Smallest

Above Median 14.5 11.6 14.5 17.2 13.0 4.2

Overall 10.9 10.6 10.0 14.5 11.8 2.7

Difference 3.6 1.0 4.5 2.7 1.2 1.5
Source: Center for Research in Security Prices (CRSP®), The University of Chicago Booth School of Business;
FactSet; FTSE Russell; Standard & Poors'; Jefferies
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stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/FCF, premium (discount)/average
group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns, and return on equity (ROE) over the next 12 months.
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desired return, if it is no longer rated Buy and/or if it triggers a stop loss. Stocks having 120 day volatility in the bottom quartile of S&P stocks will continue to
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Risks which may impede the achievement of our Price Target
This report was prepared for general circulation and does not provide investment recommendations specific to individual investors. As such, the financial
instruments discussed in this report may not be suitable for all investors and investors must make their own investment decisions based upon their specific
investment objectives and financial situation utilizing their own financial advisors as they deem necessary. Past performance of the financial instruments
recommended in this report should not be taken as an indication or guarantee of future results. The price, value of, and income from, any of the financial
instruments mentioned in this report can rise as well as fall and may be affected by changes in economic, financial and political factors. If a financial instrument
is denominated in a currency other than the investor's home currency, a change in exchange rates may adversely affect the price of, value of, or income derived
from the financial instrument described in this report. To the extent prices are shown in non-US currency, please note that our local currency price targets are
based on a currency conversion using an exchange rate as of the prior trading day (unless otherwise noted). Should there be fluctuations in the exchange rate
after this date, that will affect the non-US target prices and should no longer be relied upon. In addition, investors in securities such as ADRs, whose values are
affected by the currency of the underlying security, effectively assume currency risk.

Distribution of Ratings IB Serv./Past12 Mos. JIL Mkt Serv./Past12 Mos.

Count Percent Count Percent Count Percent

BUY 2248 62.83% 364 16.19% 112 4.98%

HOLD 1182 33.04% 81 6.85% 12 1.02%

UNDERPERFORM 148 4.14% 0 0.00% 0 0.00%
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Any action taken by the recipient of this report, based on the information in the report, is at the recipient’s sole judgment and risk. The recipient must perform his
or her own independent review of any prospective investment. If the recipient uses the services of Jefferies LLC (or other affiliated broker-dealers), in connection
with a purchase or sale of a security that is a subject of these materials, such broker-dealer may act as principal for its own accounts or as agent for another
person. Only JRS is registered with the SEC as an investment adviser; and therefore neither Jefferies LLC nor any other Jefferies affiliate has any fiduciary duty
in connection with distribution of these reports.
The price and value of the investments referred to herein and the income from them may fluctuate. Past performance is not a guide to future performance,
future returns are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of,
or income derived from, certain investments.
This report may contain forward looking statements that may be affected by inaccurate assumptions or by known or unknown risks, uncertainties, and other
important factors. As a result, the actual results, events, performance or achievements of the financial product may be materially different from those expressed
or implied in such statements.
This report has been prepared independently of any issuer of securities mentioned herein and not as agent of any issuer of securities. No Equity Research
personnel have authority whatsoever to make any representations or warranty on behalf of the issuer(s). Any comments or statements made herein are those
of the Jefferies entity producing this report and may differ from the views of other Jefferies entities.
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This report may contain information obtained from third parties, including ratings from credit ratings agencies such as Standard & Poor’s, and information
derived from third-party or proprietary generative artificial intelligence (Gen AI) models. Jefferies does not guarantee the accuracy, completeness, timeliness or
availability of this information, and is not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained from
the use of such content. Neither Jefferies nor any third-party content providers, including providers of Gen AI models, give any express or implied warranties,
including, but not limited to, any warranties of merchantability or fitness for a particular purpose or use. Neither Jefferies nor any third-party content provider shall
be liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including
lost income or profits and opportunity costs) in connection with any use of their content, including ratings. Credit ratings are statements of opinions and are
not statements of fact or recommendations to purchase, hold or sell securities. They do not address the suitability of securities or the suitability of securities
for investment purposes, and should not be relied on as investment advice. Reproduction and distribution of third party content in any form is prohibited except
with the prior written permission of the related third party.
Jefferies research reports are disseminated and available electronically, and, in some cases, also in printed form. Electronic research is simultaneously made
available to all clients. This report or any portion hereof may not be copied, reprinted, sold, or redistributed or disclosed by the recipient or any third party,
by content scraping or extraction, automated processing, or any other form or means, without the prior written consent of Jefferies. Any unauthorized use is
prohibited. Neither Jefferies nor any of its respective directors, officers or employees, is responsible for guaranteeing the financial success of any investment,
or accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this report or its contents. Nothing herein
shall be construed to waive any liability Jefferies has under applicable U.S. federal or state securities laws.
For Important Disclosure information relating to JRS, please see https://adviserinfo.sec.gov/IAPD/Content/Common/crd_iapd_Brochure.aspx?
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