
1

INVESTING IN A 
SMALL CAP 
COMPANY

CASE STUDY:
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WHAT IS A SMALL CAP STOCK?

Russell 2000 
Index

Russell 1000 
Index

SMALL CAP

LARGE CAP
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Source: Furey Research Partners 
Valuation metric shown is median LTM Price-To-Earnings excluding unprofitable companies
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SMALL CAPS VALUATIONS

Small Cap P/E Valuations Near Historical 
Lows Versus Large Caps
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Capitalization

SMALL CAPS IN THE DESERT

Small Cap
Focus Area

Source: Barrow Hanley, FTSE Russell. Constituents of the Russell 3000 Index 
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SMALL CAP UNIVERSE

Discounted 
Valuation

Overearning
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6The most succesful small cap investments often are suffering from these three factors creating a large 
value gap.
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value gap.

Source: Barrow Hanley, FTSE Russell. Constituents of the Russell 3000 Index 

CAPITAL CYCLE

ROIC < Cost of Capital

High Returns Attract 
Competition

ROIC > Cost of Capital

Investment Declines 
Competitors Exit
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DARLING INGREDIENTS
What do they do? 
Valueless animal byproducts  value-added products

Business Cycle

Capital Cycle

Company Specific

Secular

Opportunity
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RESEARCH OPPORTUNITY
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-45% Relative 
Underperformance

-67% Decline in EPS

Historical 5-Years

The above is an illustration of the Barrow Hanley Small Cap Value team’s fundamental screening process under normal market conditions. Earnings per share refer to trailing twelve-month quarterly figures. Relative valuation refers to the stock’s valuation 
divided by that of the benchmark. Relative performance refers to the security’s performance relative to the benchmark. Material presented is based on the composite and not an individual account.
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VALUE GAP IDENTIFICATION
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The above is an illustration of the Barrow Hanley Small Cap Value team’s fundamental screening process under normal market conditions. Earnings per share refer to trailing twelve-month quarterly figures. Relative valuation refers to the stock’s 
valuation divided by that of the benchmark. Relative performance refers to the security’s performance relative to the benchmark. Material presented is based on the composite and not an individual account.
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DARLING INGREDIENTS
Lazy Narrative
“DAR commoditized and trades with price of oil. It is a 
dead stock.”

Visit HQ, Refinery, Conference

Meet with Management

Read Everything Available

Do the
Work
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OFG BANCORP
What they do?  
Puerto Rico Bank

Business Cycle

Capital Cycle

Company Specific

Secular

Opportunity
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OFG BANCORP
Lazy Narrative
“Yeah…but it is Puerto Rican bank.”

Visit Headquarters

Meet with Management

Read Everything Available

Do the
Work
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ENCORE WIRE
What do they do?
Manufacturers copper electrical wire

Business Cycle

Capital Cycle

Company Specific

Secular

Opportunity
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ENCORE WIRE
Lazy narrative
No narrative because no sell-side coverage!

Visit Headquarters and Factory

Meet with Management

Read Everything Available

Do the
Work
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COMPETITIVE ADVANTAGE

Single site allows for 
streamlined logistics and 
regular flow of goods along 
established shipping routes.

Ability to customize orders 
through on-site service center

Ability to alter manufacturing 
schedules based on demand 
by moving employees 
between plants.

Lower overhead. 
Lower freight costs.  
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ELECTRICAL WIRE VOLUME

Source: MacroBond
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COPPER WIRE PRICE INDEX
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WIRE VS R2000V INDEXED
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TAKEAWAYS
Small caps are 
the least, the 
last and the lost 
– 45% don’t 
make money

Active managers 
can sort through 
and identify 
hidden gems 
with upside 
potential

Boots on the 
ground research 
is necessary to 
ensure path to 
normalization 
achievable

GREAT TIME FOR SMALL CAP
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DISCLOSURES
General Disclosures:
This presentation is not for redistribution. A complete list and descriptions of all composites are available upon request. Past performance is not indicative of future results.
All opinions included in this presentation constitute Barrow Hanley's judgement as of the time of issuance of this presentation and are subject to change without notice. This presentation was prepared by Barrow Hanley with information it
believes to be reliable. This presentation is for informational purposes only and is not intended to be an offer, solicitation, or recommendation with respect to the purchase or sale of any security, nor a recommendation of services supplied by an
money management organization. Barrow Hanley Global Investors is a value-oriented investment manager, providing services to institutional clients.
This presentation includes certain "forward-looking statements" including, but not limited to, Barrow Hanley's strategy and the ability to execute on such strategy, plans, projections, objectives, expectations, and intentions and other statements
contained herein that are not historical facts as well as statements identified by words such as "expects", "anticipates", "intends", "plans", "believes", "seeks", "estimates", "projects", or words of similar meaning. Such statements and opinions
contained herein are based on Barrow Hanley's current beliefs or expectations and are subject to significant uncertainties and changes in circumstances, many beyond Barrow Hanley's control. Actual results may differ materially from these
expectations due to changes in global, political, economic, business, competitive, market, and regulatory factors.
Representative Portfolio:
Portfolio shown is an actual portfolio managed by Barrow Hanley as of the date noted, and is representative of the portfolio that would be managed by Barrow Hanley for new clients in this strategy.
Contributors / Detractors:
The calculation methodology used and a list of the contribution to overall performance for each holding during the measurement period is available by contacting Barrow Hanley at marketing@barrowhanley.com. Holdings identified do not
represent all of the securities purchased, sold, or recommended.
Index Disclosures:
Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s licensors own all proprietary rights in the Bloomberg
Indices. Neither Bloomberg nor Bloomberg’s licensors approves or endorses this material, or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained
therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith.”
Credit Suisse Index data is permissible for use by Barrow Hanley for client reporting and marketing purposes. This data is not permitted to be re-distributed.
Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights related to the Russell Indexes. Russell® is a trademark of Frank Russell Company. The presentation may contain confidential information and
unauthorized use, disclosure, copying, dissemination or redistribution is strictly prohibited. This is a presentation of Barrow Hanley. Russell Investment Group is not responsible for the formatting or configuration of this material or for any
inaccuracy in Barrow Hanley’s presentation thereof.
The Global Industry Classification Standard (“GICS”) was developed by and is the exclusive property and a service mark of MSCI Inc. (“MSCI”) and Standard & Poor’s, a division of The McGraw Hill Companies, Inc. (“S&P”) and is licensed
for use by Barrow Hanley Global Investors. Neither MSCI, S&P, nor any third party involved in making or compiling the GICS or any GICS classifications makes any express or implied warranties or representations with respect to such
standard or classification (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability and fitness for a particular purpose with respect to
any of such standard or classification. Without limiting any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any third party involved in making or compiling the GICS or any GICS classifications have any liability for any
direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages.
Merrill Lynch index data referenced herein is the property of ICE Data Indices, LLC, its affiliates (“ICE Data”) and/or its Third Party Suppliers and has been licensed for use by Barrow Hanley Global Investors. ICE Data and its Third Party
Suppliers accept no liability in connection with its use.
The MSCI Inc. (“MSCI”) information may only be used for your internal use, may not be reproduced or re-disseminated in any form and may not be used to create any financial instruments or products or any indices. The MSCI information is
provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI
information (collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular
purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or
any other damages.
Standard and Poor’s and S&P are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”); Dow Jones is a registered trademark of Dow Jones Trademark Holdings LLC, and these trademarks have been licensed for use by
S&P and Dow Jones Indices LLC and S&P Dow Jones Indices LLC. The presentation may contain confidential information and unauthorized use, disclosure, copying, dissemination or redistribution is strictly prohibited. This is a presentation of
Barrow Hanley. S&P Dow Jones Indices LLC is not responsible for the formatting or configuration of this material or for any inaccuracy in Barrow Hanley’s presentation thereof.
Barra Disclaimer:
This information is provided “as is” without warranty or liability. Copying and redistribution is prohibited.


