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Small-Cap Historic-rforms Large-Cap
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Strong Up Markets Favor Small-Caps

54 out of 85 years Small-Caps have outperformed Large-Caps
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Moderate & Strong Up Markets Favor Small-Caps

Small-Cap vs. Large-Cap Batting Average
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Modest GDP Growth Impli mall-Cap Outperformance
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Small-Caps Lead Out Of Major Bear Markets For Years
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S&P 500 Total Return Index | -37.0% | 26.5% | 15.1%
Russell 2000 Index -33.8% | 27.2% | 26.9%

Source: Furey Research Partners, Ibbotson and FactSet 5



Sell Bonds, Buy Stocks
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Stocks Consistently Rise After Consumer Confidence Bottoms
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Low But Rising Inflation Environments Favor Equities & Small-Caps

From a bond holder’s perspective, if Bernanke gets his wish and
inflation begins to rise, stocks will massively outperform bonds*
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Fed Won’t Crush Stocks When They Raise Rates As It Will Be A
Response To Accelerated Growth

Small-caps will likely operate in the upper left box
once the Fed starts hiking; small-caps average 2.2%
monthly returns during such periods.
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Overall, hiking when real rates are low is a
favorable small-cap environment.
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M&A Cycle Is Young & Will Propel Small-Caps

Past accelerations of M&A activity have correlated with

double digit forward returns
U.5. M&A Deals
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-In 2010 13 companies were acquired in Palisade’s equity portfolios

- Average deal premium 23.2%
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Option Adjusted Spread

Narrowing & Stable High Yield Spreads: Positive For Small-Cap

Option Adjusted Spread Over Treasuries for the
Bank of America/Merrill Lynch High Yield Master Il Index*
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*The spreads for high yield bonds are for illustrative purposes only. These spreads are not option adjusted spreads for convertibles.

Source: Bank of America/Merrill Lynch High Yield Bond Research
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Small-Caps Have Outperformed Large-Caps Since 1940

Fig 4. Small-cap Returns Relative to Large-cap
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Lower left edge represents 10-year returns.

Investment Start Date

1975

Only if one had started
1880 investing between 1980-86
would large-caps have
provided a superior return

1985 than small-caps by the end of
2010.
1890
-Small Outperforms by >2.5% per Year
Small Outperforms by 1.5-2.5% per Year
1995 small Outperforms by 1.0-1.5% per Year Small-caps have
small Outperforms by 0.5-1.0% per Year outperformed large-caps e
2000 Small Outperforms by <0.5% per Year by nearly 5% per year :i
Large Outperforms by <0.5% per Year over the past 10 years.
Large Outperforms by 0.5-1.0% per Year
2005 Large Outperforms by 1.0-1.5% per Year
Large Outperforms by 1.5-2.5% per Year
2010 Large Outperforms by >2.5% per Year

Source: Furey Research Partners ond FoctSet
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