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Hi, I’m Evan Fox, one of Pzena Investment Management’s small cap focused value portfolio 
managers. We just reached the end of the third quarter of 2026. And you know, as we came 
through the end of the summer, this was really a period that saw a reversal of some of the small 
cap gains that we had relative to large cap throughout the course of the year. Small caps are still 
up for the year, but as we came through an environment with higher interest rates, we’ve also 
come through oil prices, correspondingly gas and diesel prices, it’s led to some weakness of 
small caps throughout the course of this quarter. Within the small cap universe, value did 
outperform growth and we were roughly in line with our value benchmark. 

When you look at the sectors that contributed the most for the quarter, it was healthcare, 
information technology, and energy. The top individual contributor we had was Varex, which is 
a company that makes X-ray tubes and the detectors for medical applications as well as a range 
of industrial applications. And it was acquired for more than 50% premium to where the stock 
had been. This really is representative of what you sometimes see during these real deep value 
periods where companies are trading at big discounts and it’s an opportunity for other companies 
to buy them out and you see some crystallization of some of that underperformance from that 
and so it ended up being a very strong contributor. Another stock that did quite well and was a 
strong contributor is staffing company Robert Half. Robert Half is a leader in terms of both 
temporary labor as well as permanent placement. This is a market that’s been challenged for a 
number of years because labor turnover has been low. And what we saw was that the temp labor 
was less negative than it had been. And permanent placement actually turned positive year-over-
year for the first time since 2022. Led to a nice rebound in the stock. And what you see in 
situations like this is even just seeing less negative news and just some green shoots really can 
lead to big stock reactions when stocks are really trading down to low levels. 

The sectors that detracted the most from performance throughout the course of the quarter were 
consumer discretionary, industrials, and financials. The biggest individual detractor was 
Advance Auto Parts. This is the company that sells aftermarket auto parts uh throughout the 
country. They’re one of the four leading players and they sell to a combination of what’s called 
the DIY, the do-it-yourself, and the do-it-for-me, the people like myself who typically would go 
to an auto shop to do those repairs. What we saw throughout the course of the quarter was there 
was pressure on uh the business because the consumer confidence, the ability of consumers to 
spend was leading to people trading down to more value-based products, lower price products. 
and uh they were a little slower to react to that, but they’ve since reacted to it. We also saw some 
weather in impacts, although we always view that as a bit noisy and not a fundamental change 
and not a great excuse when management blames the weather. When we look at this going 
forward, it remains one of our highest conviction names because they really have a lot of 
opportunities to take out costs to become more and more efficient and they’ll work through these 
temporary challenges they have. 

Another stock that detracted was MasterBrand. This is a leading kitchen cabinet manufacturer 
that closed on a merger with American Woodmark, one of their competitors and another 



portfolio company that we have owned. These companies are really well positioned as the top 
three kitchen cabinet companies have combined into two and it increases the ability of them to 
improve their supply chain, their manufacturing and their negotiating leverage. But of course, 
what we’re seeing is weakness in the end markets because of high interest rates. It’s reducing 
housing turnover. It’s reducing what we’re seeing in in terms of uh renovations that people are 
doing in the short term and it’s driven the stock down. 

In terms of portfolio actions, a new name that we added is LKQ. This is another name that’s in 
the auto space. It actually stands for like kind and quality. What this is that in the US business, if 
you get in a car accident and there’s a fender bender or whatever it might be, you can choose to 
get the original uh equipment, the OEM equipment to replace it, you can get what’s kind of 
called like kind and quality where you’re getting it from an aftermarket provider that can provide 
the same fender but at a lower cost. Or you can go even lower cost and get a scrap product. This 
is where someone gets in an accident, their car is scrapped, and they’ll buy that car for $2,000, 
and then sell 80 to 100 components of it for $10,000 total. They are a multiple the size of any of 
their competitors. They have much better fulfillment ability than anyone else, but they’re going 
through pressure on the US side where higher insurance rates, higher co uh co-pays and 
deductibles are just leading to fewer people getting their cars repaired. This is a normal cyclical 
trend that we’re going through, but they’re really still well positioned to work their way through 
it. On the European side, they’re more like an Advance Auto Parts in the sense of selling a wider 
range of products through retail. And there they’ve brought together a whole bunch of different 
acquisitions that they’ve worked on integrating. As they work through that, they’re seeing some 
new competition from a number of different players, whether it’s from Poland, UK, other places. 
That’s led to some price competition. 

In terms of funding this, uh, we sold out of a couple positions that have done very well. We sold 
Myers Industries, which made makes a range of plastic-based products including seed bins gas 
cans, things like that. And we also sold Avnet, which has done very well. They are a 
semiconductor distributor who really has benefited from some of the price inflation that we’ve 
seen in that market. 

Small cap stocks remain particularly depressed compared to their larger cap peers. We’ve seen 
the large cap part of the market has gotten more and more expensive and especially has gotten 
concentrated on the high end while many of the small cap stocks have been left behind and now 
these remain really an attractive opportunity at this point and we’re excited about our portfolio as 
it stands today. It’s one of the cheapest portfolios we have across our entire firm and while we 
don’t know exactly when things are turned obviously there’s a lot of macro uncertainty and other 
things that are driving the market. We really feel good about the mix of businesses and the 
diversification that we’re able to achieve at depressed valuations, which is really what we do and 
what we’ve been doing for 30 years. 

 

 

 



Further Information 

For Professional Investors only. 

These materials are intended solely for informational purposes. The views expressed 
reflect the current views of Pzena Investment Management, LLC ("PIM") as of the date 
hereof and are subject to change. PIM is a registered investment adviser registered with the 
United States Securities and Exchange Commission. PIM does not undertake to advise you 
of any changes in the views expressed herein. There is no guarantee that any projection, 
forecast, or opinion in this material will be realized. Past performance does not predict 
future returns. 

In the United Kingdom, this marketing communication is issued by Pzena Investment 
Management, Limited ("PIM UK") only to professional clients and eligible counterparties, as 
defined by the Financial Conduct Authority ("FCA"). Past performance does not predict 
future returns. The value of your investment may go down as well as up, and you may not 
receive upon redemption the full amount of your original investment. 

PIM UK is an appointed representative of Vittoria & Partners LLP (FRN 709710), which is 
authorized and regulated by the FCA. 

This recording is for institutional investors, and in the UK for professional investors and 
eligible counterparties only. Any views and statements expressed in this recording are 
those of Pzena Investment Management, are based on internal research, and are subject to 
change. It does not constitute investment advice. Your capital is at risk and past 
performance does not predict future returns. 

All investments involve risk, including loss of principal. The price of equity securities may 
rise or fall because of economic or political changes or changes in a company’s financial 
condition, sometimes rapidly or unpredictably. Investments in foreign securities involve 
political, economic and currency risks, greater volatility and diYerences in accounting 
methods. These risks are greater for investments in Emerging Markets. Investments in 
small-cap or mid-cap companies involve additional risks such as limited liquidity and 
greater volatility than larger companies. PIM’s strategies emphasize a “value” style of 
investing, which targets undervalued companies with characteristics for improved 
valuation. This style of investing is subject to the risk that the valuations never improve or 
that returns on “value” securities may not move in tandem with the returns on other styles 
of investing or the stock market in general. 

The specific portfolio securities discussed in this document were selected for inclusion 
based on their ability to help you better understand our investment process. They do not 
represent all of the securities purchased or sold during the quarter, and it should not be 



assumed that investments in such securities were or will be profitable. PIM is a 
discretionary investment manager and does not make “recommendations” to buy or sell 
securities. Holdings vary among client accounts as a result of diYerent product strategies 
having been selected thereby. Holdings also may vary among client accounts as a result of 
opening dates, cash flows, tax strategies, etc. There is no assurance that any securities 
discussed herein remain in our portfolios at the time you receive this presentation or that 
securities sold have not been repurchased. 

This recording does not constitute a current or past recommendation, an oYer, or 
solicitation of an oYer to purchase any securities or provide investment advisory services 
and should not be construed as such. The information contained herein is general in nature 
and does not constitute legal, tax, or investment advice. PIM, the speaker, or any other 
person does not make any warranty, express or implied, as to the information’s accuracy or 
completeness. Prospective investors are encouraged to consult their own professional 
advisers as to the implications of making an investment in any securities or investment 
advisory services. 

For UK Investors Only: This marketing communication is issued by Pzena Investment 
Management, Limited ("PIM UK"). PIM UK is a limited 
company registered in England and Wales with registered number 09380422, and its 
registered oYice is at 34-37 Liverpool Street, London EC2M 7PP, United Kingdom. PIM UK is 
an appointed representative of Vittoria & Partners LLP (FRN 709710), which is authorised 
and regulated by the Financial Conduct Authority ("FCA"). The Pzena documents have been 
approved by Vittoria & Partners LLP and, in the UK, are only made available to professional 
clients and eligible counterparties as defined by the FCA.  

For EU Investors Only: This marketing communication is issued by Pzena Investment 
Management Europe Limited (“PIM Europe”). PIM Europe (No. C457984) is authorised and 
regulated by the Central Bank of Ireland as a UCITS management company (pursuant to the 
European Communities (Undertakings for Collective Investment in Transferable Securities) 
Regulations, 2011, as amended), with additional authorisation for management of 
portfolios of investments, in accordance with mandates given by investors on a 
discretionary, client-by-client basis, where such portfolios include one or more of the 
investment instruments listed in Section C of the Annex to the MiFID (Markets in Financial 
Instruments) Regulations 2017 (S.I. No. 375 of 2017), as amended), and investment advice 
concerning one or more of the instruments listed in Annex I, Section C to 
Directive 2014/65/EU (MiFID II). PIM Europe is registered in Ireland with the Companies 
Registration OYice (No. 699811), with its registered oYice at Riverside One, Sir John 
Rogerson’s Quay, Dublin, 2, Ireland. Past performance does not predict future returns. The 



value of your investment may go down as well as up, and you may not receive upon 
redemption the full amount of your original investment. The views and statements 
contained herein are those of Pzena Investment Management and are based on internal 
research. 

For Australia and New Zealand Investors Only: This document has been prepared and 
issued by Pzena Investment Management, LLC (ARBN 108 743 415), a limited liability 
company (“Pzena”). Pzena is regulated by the Securities and Exchange Commission (SEC) 
under U.S. laws, which diYer from Australian laws. Pzena is exempt from the requirement 
to hold an Australian financial services license in Australia in accordance with ASIC Class 
Order CO 03/1100 and the transitional relief under ASIC Corporations (Repeal and 
Transitional) Instrument 2016/396, extended through 31 March 2027 by ASIC Corporations 
(Foreign Financial Services Providers) Instrument 2025/798. Pzena oYers financial services 
in Australia to ‘wholesale clients’ only pursuant to that exemption. This document is not 
intended to be distributed or passed on, directly or indirectly, to any other class of persons 
in Australia. 

In New Zealand, any oYer is limited to ‘wholesale investors’ within the meaning of clause 
3(2) of Schedule 1 of the Financial Markets Conduct Act 2013 (‘FMCA’). This document is 
not to be treated as an oYer, and is not capable of acceptance by, any person in New 
Zealand who is not a Wholesale Investor. 

For Jersey Investors Only: Consent under the Control of Borrowing (Jersey) Order 1958 (the 
"COBO" Order) has not been obtained for the circulation of this document. Accordingly, the 
oYer that is the subject of this document may only be made in Jersey where the oYer is 
valid in the United Kingdom or Guernsey and is circulated in Jersey only to persons similar 
to those to whom, and in a manner similar to that in which, it is for the time being 
circulated in the United Kingdom, or Guernsey, as the case may be. The directors may, but 
are not obliged to, apply for such consent in the future. The services and/or products 
discussed herein are only suitable for sophisticated investors who understand the risks 
involved. Neither Pzena Investment Management, Ltd. nor Pzena Investment Management, 
LLC nor the activities of any functionary with regard to either Pzena Investment 
Management, Ltd. or Pzena Investment Management, LLC are subject to the provisions of 
the Financial Services (Jersey) Law 1998.  


