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The Case for Small Caps in a Rising Rate Environment
Do Small Cap Stocks Deserve an Allocation in an Equity Portfolio During Fed Tightening Cycles?
• As the Fed hikes rates, investors will look for sources of outperformance in the their core equity portfolios. Small
cap stocks may be the answer.
• The first chart is the average total return for the Russell 2000,and the S&P 500 during the past 4 rate hikes.
Small cap stocks have outperformed large cap stocks in 3 of the past for Fed tightening events and are
outperforming in the current cycle we are presently in.
• The second chart depicts the Federal Funds Target Rate with periods of Fed tightening shaded in gray. The
current period is shaded in blue.
• There are several possible reasons to explain why small caps outperform large caps in this environment. One
reason is, foreign sales by small cap companies tend to make up a smaller percentage of total sales compared
to large cap companies, thus they are less exposed to increases in the U.S. dollar, which may strenghten as
rates rise. Rising rates tend to coincide with economic expansion which would also benefit smaller companies.
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OUSM: O’Shares ETFs approach to U. S. Small Caps, visit oshares.com
Source: Bloomberg. Data as at 9/30/2017.
Past performance does not guarantee future results.
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O’Shares ETFs: ETFs for Conservative Long-Term Investors
Consistent investment process focused on Quality, Volatility & Yield
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Before you invest in O’Shares Investments funds, please refer to the prospectus for important information about the investment
objectives, risks, charges and expenses. To obtain a prospectus containing this and other important information, please visit www.
oshares.com to view or download a prospectus online. Read the prospectus carefully before you invest. There are risks involved
with investing including the possible loss of principal.
Concentration in a particular industry or sector will subject the Funds to loss due to adverse occurrences that may affect that
industry or sector. The funds may use derivatives which may involve risks different from, or greater than, those associated with more
traditional investments. The funds’ emphasis on dividend-paying stocks involves the risk that such stocks may fall out of favor with
investors and underperform the market. Also, a company may reduce or eliminate its dividend after the Fund’s purchase of such a
company’s securities. Returns on investments in foreign securities could be more volatile than, or trail the returns on, investments
in U.S. securities. Exposures to foreign securities entail special risks, including political, diplomatic, economic, foreign market and
trading risks. In addition, unless perfectly hedged, the Fund’s investments in securities denominated in other currencies could
decline due to changes in local currency relative to the value of the U.S. dollar, which may affect the Fund’s returns. The funds’
hedging strategies may not be successful, and even if they are successful, the funds’ exposure to foreign currency fluctuations is
not expected to be fully hedged at all times. The securities of small capitalization companies are often more volatile and less liquid
than the stocks of larger companies and may be more affected than other types of securities during market downturns. Compared
to larger companies, small capitalization companies may have a shorter history of operations, and may have limited product lines,
markets or financial resources. See the prospectus for specific risks regarding the Fund.
Past performance does not guarantee future results. Shares are bought and sold at market price (not NAV), are not individually
redeemable, and owners of the Shares may acquire those Shares from the Funds and tender those shares for redemption to the
Funds in Creation Unit aggregations only, consisting of 50,000 Shares. Brokerage commissions will reduce returns.
O’Shares Investments funds are distributed by Foreside Fund Services, LLC. Foreside Fund Services, LLC is not affiliated with
O’Shares Investments, or any of its affiliates.
oshares.com | info@oshares.com

