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After doubling from their COVID-induced lows in 2020, small 
cap equity markets have been range-bound over the past six 
months.   Some investors would characterize this period as 
the pause that refreshes while others foresee the recent stall 
as an indication of more troubling times ahead.  Whether 
you view the glass as half-empty or half-full is a matter of 
perspective, however, there’s enough fodder in both camps to 
draw a rational conclusion for either scenario.  

Despite the significant outperformance of 1H21 earnings 
versus prior expectations, equity markets found it difficult to 
gain traction as the acceleration of new COVID cases driven 
by the Delta variant, increased inflation fears and the ongoing 
delays in passing the administration’s infrastructure package 
created increased uncertainty.  Although 1H21 earnings were 
robust, the prospects for 2H21 growth were dampened by 
COVID concerns and fears that rising input costs and supply-
chain issues will lead to a deterioration in profit margins.  
Additionally, there is a rising concern that the FED, while 
momentarily supportive, may move more aggressively to 
remove excess liquidity, particularly, if inflation expectation 
prove to be more than transitory.  With this backdrop, small 
cap equity markets produced modest losses as the Russell 
2000 Value Index declined 3.0% lowering the gains for the 
year to 22.9%.  

During the quarter, market leadership was cyclically mixed 
as Energy, which benefited from higher prices, along with 
Financials and Real Estate, which were less exposed to 
supply-chain issues, were the best performing sectors. Energy 
and Financials were the only sectors to produce positive 
results for the quarter.   Conversely, Communication Services, 
Consumer Discretionary, and Healthcare were the worst 
performing sectors as slowing marginal growth and lower 
margin expectations impacted these groups.

Fiscal and monetary support along with a highly vaccinated 
population continue to provide stability for the economy and 
confidence that growth can continue above baseline levels.   
Additional support provided by $1.9T of COVID relief in early 
2021 bolstered consumer balance sheets and created excess 
savings.  This excess savings along with increased demand as 
economies have re-opened has pressured pent-up demand 
even higher.  At the same time, supply-chain disruptions are 
producing considerable price spikes in various segments of 
the economy which is likely to produce some earnings hiccups 
during the September quarter.  As inventories return to 
normal, we expect prices to moderate, however, the longer-
term implications for inflation remain unknown.  Furthermore, 
we expect incremental fiscal stimulus related to infrastructure 
and social spending to serve as additional fuel for increased 
economic growth over the next 18 months.   

We remain mindful that an eventual FED tightening cycle, 
rising input prices, lower margins, disparities in the recovery 
for small businesses, and potentially higher taxes are risks that 
could cause continued oscillation in equity prices.  Given the 
market’s current valuation, we believe persistent economic 
and earnings growth is needed to justify further gains and 
to serve as a cushion for the impending impact of higher 
inflation and interest rates.  
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COMPOSITE PERFORMANCE (9.30.2021)
Total return (%) QTD YTD 1 yr 3 yr 5 yr 10 yr 15 yr 
MEM Small Cap Value (gross) -3.0 22.6 59.7 10.2 12.3 13.5 9.0

MEM Small Cap Value (net) -3.1 22.1 58.9 9.7 11.7 12.9 8.4

Russell 2000 Value Index -3.0 22.9 63.9 8.6 11.0 13.2 7.5
Performance is preliminary and includes reinvestment of all income. Returns greater than one year 
are annualized. Past performance is not indicative of future results. Please see the following page for 
additional, important disclosure information.

PORTFOLIO CHARACTERISTICS (9.30.2021)
MEM Small Cap Value R2000 Value

Number of holdings 76 1,429

Forward price/earnings (median) 15.0x 16.5x

Year 2 EPS growth 9.9% 6.0%

5-year return-on-equity 9.0% 7.7%

Weighted median market cap $3.0 B $2.5 B

% of portfolio in top 10 17.9% 5.3%

SECTOR WEIGHTS (9.30.2021)
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MEM Small Cap Value Russell 2000 Value Index
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Sector weights and portfolio characteristics are calculated from a representative account invested in the 
MEM Small Cap Value Equity strategy.
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RELATIVE STOCK SELECTION – YTD1 (BPS)

-75

-50

75

0

25

50

-25

R
ea

l E
st

at
e

In
d

u
st

ri
al

s

F
in

an
ci

al
s

In
fo

rm
at

io
n

Te
ch

n
o

lo
gy

C
o

n
su

m
er

St
ap

le
s

C
o

m
m

u
n

ic
at

io
n

Se
rv

ic
es

M
at

er
ia

ls

E
n

er
gy

H
ea

lt
h

ca
re

C
o

n
su

m
er

D
is

cr
et

io
n

ar
y

U
ti

lit
ie

s

Source: Bloomberg. As of 9.30.2021.

POSITIVE CONTRIBUTION (BPS)

NOVT

LGND

ZWS

ALEX

SMTC

0 10 504020 30

Source: Bloomberg. As of 9.30.2021.

NEGATIVE CONTRIBUTION (BPS)

CMBM

CVET

OMI

HL

ZUMZ

-40 0-10-30 -20

Source: Bloomberg. As of 9.30.2021.



3Q2021 | Mesirow Equity Management | Small Cap Value Equity strategy review

mesirow.com

1. All attribution information on this page reflects quarter-to-date data. Mesirow refers to Mesirow Financial Holdings, Inc. and its divisions, subsidiaries and affiliates. The Mesirow name and logo are registered 
service marks of Mesirow Financial Holdings, Inc. © 2021. All rights reserved. Mesirow Equity Management (“MEM”) is a division of Mesirow Financial Investment Management, Inc., (“MFIM”) an SEC-registered 
investment manager. Nothing contained herein constitutes an offer to sell or a solicitation of an offer to buy an interest in any Mesirow Financial investment vehicle. The information contained herein has been 
obtained from sources believed to be reliable, but is not necessarily complete and its accuracy cannot be guaranteed. Any opinions expressed are subject to change without notice. It should not be assumed that 
any recommendations incorporated herein will be profitable or will equal past performance. Mesirow Financial Investment Management, Inc. and its affiliated companies and/or individuals may, from time to 
time, own, have long or short positions in, or options on, or act as a market maker in, any securities discussed herein and may also perform financial advisory or investment banking services for those companies. 
Mesirow Financial does not provide tax or legal advice. Securities offered through Mesirow Financial, Inc. member FINRA, SIPC. Insurance services provided through Mesirow Insurance Services, Inc.

The performance presented herein represents past performance and is no guarantee of future results. Performance is measured against the primary benchmark represented by the Russell 2000 Value Index, with 
the Russell 2000 Index being presented as additional information. MEM and benchmark performance reflect the reinvestment of dividends and interest income, expressed in US dollars. Performance greater 
than one year is annualized. Results are based on fully discretionary accounts under management, including those accounts no longer with the firm. MEM’s small cap value accounts invest in stocks with market 
capitalizations within the range of the small-cap universe, defined by the Russell 2000 Index. The Russell 2000 Index measures the performance of the small-cap segment of the U.S. equity universe and is a subset 
of the Russell 3000® Index.

Mesirow Financial Investment Management, Inc. claims compliance with the Global Investment Performance Standards (GIPS®). To receive a complete list and description of MEM composites and/or presentations 
that adhere to the GIPS standards, contact Eric Welt at 312. 595.2281 (eric.welt@mesirow.com) or write Mesirow Equity Management, 353 North Clark Street, Chicago, IL 60654.

About Mesirow
Mesirow is an independent, employee-owned 
financial services firm founded in 1937. 
Headquartered in Chicago, with locations around 
the world, we serve clients through a personal, 
custom approach to reaching financial goals and 
acting as a force for social good. With capabilities 
spanning Global Investment Management, Capital 
Markets & Investment Banking, and Advisory 
Services, we invest in what matters: our clients,  
our communities and our culture. 

To learn more, visit mesirow.com or contact Eric Welt  
at 312.595.2281 or eric.welt@mesirow.com.

MEM SMALL CAP VALUE VS. RUSSELL 2000 VALUE INDEX
• Market leadership was mostly cyclical

 – Energy was a significant outperformer

 – Financials and Real Estate also outperformed

 – Communication Services was a significant underperformer

 – Consumer Discretionary and Health Care were also leading 
underperformers 

• SCV Portfolio slightly underperformed the Russell 2000 Value Index

• The market exhibited a slight high-quality bias at the extremes during 
the period 

 – No material trends were observed based on quality

 – Loss-making companies (mostly Biotech) underperformed

• Value outperformed Growth


