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Small Caps vs Big Tech: Dissecting the Rates Problem

Since the Russell 2000 peaked on 14 August, IWM is down 7.5%. QQQ is up 3.9%.

Same macro backdrop. Very different macro impact.

1. Falling risk aversion helped everyone.

+1.8% return contribution for IWM and SPY, +2.6% for QQQ. A broad risk-on tailwind.

2. But rates hit small caps far harder.

The rates drag scales with size
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Combining rate vol, inflation and the 10Y:

IWM -2.8% | MDY -2.4%

SPY -0.6% | QQQ -0.1%

That's nearly three-quarters of the total macro attribution gap between IWM and QQQ.

3. The damage within small caps is widespread.

Inside the Russell 2000: where the rates drag sits
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Rates dragged on 10 of 11 Russell 2000 sectors.

Utilities, Discretionary and Real Estate: -5 to -6% for the average stock.

Health Care: -4.7%.

Energy: the sole exception, at +3.0%.

4. Rates exposure is extreme.

IWM's combined rates sensitivity is at the 3rd percentile of the past five years.

Extreme exposure, low attention
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SPY's is close to neutral.

5. Stock selection matters more than sector selection.

81% of Russell 2000 stocks carry negative rates exposure.

134 have meaningfully positive exposure, spread across nine sectors.

Not a single Utility or Real Estate stock makes that group.

Stock selection beats sector selection
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Where the positive rates exposure sits

The takeaway: Small caps haven't lacked a macro tailwind. They've been overwhelmed
by rates. And they're carrying near-record rates sensitivity into a market where the ERP
is a negative.

What to watch: rate volatility. If 1y5y swaption vol rises, small caps are especially
vulnerable. If it eases, Utilities, REITs, Discretionary and Health Care stand to benefit
most.

This is Quant Insight's edge - isolate macro risks, measuring their equity impact and
spot opportunities others might miss. All at your fingertips.
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Disclaimer
This document is being sent only to investment
professionals (as that term is defined in article 19(5) of the
Financial Services and Markets Act 2000 (Financial
Promotion) OrdeRSq005 ("FPO")) or to persons to whom it
would otherwise be lawful to distribute it. Accordingly,
persons who do not have professional experience in matters
relating to investments should not rely on this document.
The information contained herein is for general guidance and
information only and is subject to amendment or correction.

This document is not directed to, or intended for distribution
to or use by, any person or entity who is a citizen or resident
of or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability
or use would be contrary to law or regulation. This document
is provided for information purposes only, is intended for
your use only, and does not constitute an invitation or offer
to subscribe for or purchase any securities, any product or
any service and neither this document nor anything
contained herein shall form the basis of any contract or
commitment whatsoever. This document does not
constitute any recommendation regarding any securities,
futures, derivatives or other investment products. The
information contained herein is provided for informational
and discussion purposes only and is not and may not be

relied on in any manner as accounting, legal, tax, investment,
regulatory or other advice. Information and opinions
presented in this document have been obtained or derived
from sources believed to be reliable, but Quant Insight
Limited (QI) makes no representation as to their accuracy or
completeness or reliability and expressly disclaims any
liability, including incidental or consequential damages
arising from errors in this publication. No reliance may be
placed for any purpose on the information and opinions
contained in this document. No representation, warranty or
undertaking, express or implied, is given as to the accuracy
or completeness of the information or opinions contained in
this document by any of QI, its employees or affiliates and
no liability is accepted by such persons for the accuracy or
completeness of any such information or opinions.

Any data provided in this document indicating past
performance is not a reliable indicator of future
returns/performance. Nothing contained herein shall be
relied upon as a promise or representation whether as to
past or future performance. This presentation is strictly
confidential and may not be reproduced or redistributed in
whole or in part nor may its contents be disclosed to any
other person under any circumstances without the express
permission of Quant Insight Limited.
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