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Q3 2023 Shareholder Letter 
 

A PICTURE IS WORTH 1000 WORDS  
 
Fellow Shareholders: 
 
Last quarter, I started our shareholder letter by saying, “This is my 26th shareholder letter since the start of 180 in 2017. 
I feel like I'm running out of creative things to write about or funny stories to tell. I don’t even know what to say at 
this point that is riveting or thought provoking.” I then went on to write an additional 15 pages of thoughts on the 
market, our portfolio holdings, and related topics. I am not doing that for my 27th shareholder letter.  
 
As CEO of 180, I 100% believe in what we are doing despite what have now been the most difficult two years of my 
entire 35-year career. We own a collection of what we believe to be inexpensive companies, which despite having 
reported rather good results in 2023, have seen precipitous declines in their share prices. I own over 680,000 shares 
of TURN’s stock that I have bought with my own money with after tax dollars. Neither I, nor my colleagues, receive 
TURN stock as compensation. Every share we have added since our start in 2017 has been through open-market 
purchases. At least one member of management or TURN’s Board has purchased TURN’s common stock in the open 
market in every quarter since we started in early 2017. I challenge you to find another public company where 
management demonstrates the same level of alignment with its shareholders.  
 
After doubling our share price since we started, our stock has retraced itself back to the place where we started, which 
is about as depressing as it gets. Given the high-level of management ownership discussed above, we have felt the 
pain directly along with our shareholders. That said, I have been around the block long enough to know that historically 
low valuations are often a precursor to future positive performance and lead to bull markets. The converse is also true 
in that historically high valuations usually lead to bear markets. In terms of where we are today both in terms of the 
overall market and TURN itself, I heavily lean to the side of, “we are in the former situation rather than the latter.” 
 
There are only two points I wish to leave you with this shareholder letter:  
 

1. As of this past quarter, our business transformation is 97% complete. You can now look at our NAV and it 
represents the value of our publicly traded companies. When I first took this seat back in 2017, our ultimate 
goal was to shed every private holding we had, attempting to preserve the most value we practically could 
and remake our balance sheet into solely public companies with observable valuations. The discount to NAV 
at which our stock should trade when comprised of public companies should be far less than the discount we 
traded at when we took over a business that had nearly 80% of its holdings in private companies.  
 

2. I love what I do, and this has been a painful couple years for us regarding the performance of our holdings. 
If you believe, like I do, that we are going to be paid for holding many companies that are trading at 
historically all-time low valuations, then you should own TURN. If you don’t believe in what we do, you 
shouldn’t. I expect that you will see the management team continue to demonstrate that we believe in what 
we do at TURN and the opportunity for value creation for our shareholders. 
 

The rest of this letter is going to be a series of charts and data that highlight just how undervalued we believe our 
investment universe is and, therefore, how much upside we believe there actually is for the companies we own. I think 
this is one of the better buying opportunities for what we do than at any time since I have been here. The rest of the 
letter will offer the rationale for why I think that is the case. As for the other topics that we normally discuss, I 
recommend reviewing our shareholder call slides that are posted on our investor relations website at 
https://ir.180degreecapital.com/financial-results. 
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The Ratio of US Small Caps to US Large Caps is at the lowest level since early 2001 
 

 
 
Anything that trades at 25-year lows is an event. We believe today’s IWM/SPY ratio says nothing about the 
fundamentals of the businesses that comprise each index given those fundamentals have held up better for many 
microcap companies than the index performance would suggest.  
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If you didn’t think going back only 23 years as we did with the prior chart was sufficient, lets analyze the last 45 years 
to 1978 when Jimmy Carter was president and inflation was the same issue it was today. That happens to be “the other 
time” the Russell 2000 Index was as cheap on a relative P/E ratio as it is today.  
 
Are we at the end of the Fed rate-hike cycle? The answer to that question is likely dependent on the answer to the 
question: Has inflation peaked? The Consumer Price Index has gone from 9.1% to 3.7%. To a great extent, we believe 
that decline will have a defining impact on what the Fed does from here. 
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Source: Royce Investment Partners US Small-Cap Market Overview, September 30, 2023. 
 
As seen in Royce Investment Partners’ most recent quarterly piece, Small-Cap Value and Small-Cap Core are the 
cheapest segments of U.S. equities on a relative basis. While it's understandable that multiples would contract in a 
rising rate environment it is only small cap value and small cap core that are below their 25-year average valuations. 
Every other index in the chart above trades at premiums to their 25-year average multiple.  
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No matter what valuation measure one looks at, small caps are trading at a historic discount versus large caps, and 
these data are not saying small caps are only slightly cheap. The relative valuation gap between small caps and large 
caps from a 28% discount on enterprise value to FCF to a 41% discount on trailing P/E is neither normal nor, we 
believe, justified.  
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 Q3 2023 QTD YTD 1 Year 3 Year 5 Year 10 Year 
From 

Peak on 
11/9/21 

NASDAQ 
100 -2.9% 5.6% 43.0% 30.1% 29.6% 133.3% 392.8% -2.6% 

NASDAQ 
COMPOSITE -3.9% 4.4% 32.8% 21.3% 15.8% 96.8% 277.8% -11.7% 

S&P 500 
INDEX -3.3% 3.1% 16.6% 9.9% 27.5% 73.9% 194.5% -2.7% 

RUSSELL 
2000 INDEX -5.1% -4.4% -2.0% -8.3% -2.7% 18.7% 70.4% -27.7% 

S&P 500 
Growth -2.6% 3.3% 22.1% 12.8% 18.4% 81.9% 237.4% -12.1% 

S&P 500 
Value -4.1% 2.9% 10.6% 6.3% 35.4% 58.4% 140.1% 6.7% 

RUSSELL 
MICROCAP -7.9% -5.6% -11.1% -14.9% -10.9% 7.7% 45.8% -37.5% 

RUSSELL 
MICROCAP 

VALUE 
-5.6% -4.7% -10.6% -14.5% 11.1% 19.2% 68.7% -28.5% 

RUSSELL 
MICROCAP 
GROWTH 

-12.1% -6.5% -13.4% -17.0% -35.1% -9.2% 14.7% -48.5% 

Source: Bloomberg. To date data in last column as of November 10, 2023. 
 
At least in 2008 when the economy actually melted down, most indices were down about the same amount. Back in 
2008, the S&P 500 Index was -37%, the Nasdaq Composite Index was -40%, the Russell 2000 Index was -34% and 
the Russell Microcap Index was -40%. How is it that today the NASDAQ 100 can be +43% when the Russell Microcap 
Index is -11%? How can the S&P 500 be -2.7% from its all-time high when the Russell Microcap Index is -37.5% and 
the Russell Microcap Growth Index is -48.5%?   
 
While we understand the bearish effect of today's world of higher interest rates, it has had a significantly greater effect 
on small caps relative to the 2008 economic environment where nearly $1 trillion of losses occurred from categories 
of loans and related securities issued in the United States secured primarily by residential real estate. 2008 was “an 
economic Pearl Harbor” as Warren Buffett said. 2023 is not the same economic calamity. The disparity of performance 
between the size of companies is as wide as it has ever been, and it makes no sense to us. 
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Source: https://finviz.com/map.ashx?t=sec&st=ytd. Data as of November 10, 2023. 
 
Although, at 180, we don’t spend time investing in the S&P 500, this heat map chart tells the story of where investors 
have captured their performance in 2023. If you owned MSFT, AAPL, NVDA, GOOG, AMZN, META, and TSLA, 
then congratulations you’ve had a great year. If you owned the massive majority of the rest of the S&P 500, you get 
a lump of coal in your stocking come the holidays. This level of performance of the largest and “safest” of names 
usually coincides with the bottom of an economy where scarcity of earnings growth abounds and is historically the 
bottom for stocks with far lower market capitalizations.  
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Source: Goldman Sachs & Co. 
 
The above chart depicts bearish sentiment. Are there problems in the world? Yes, there clearly are a number of pressing 
issues. Higher interest rates, a war in Ukraine and, now, the Middle East, and inflationary pressures are all major 
concerns. But bottoms in stock markets nearly always occur when bearishness is at its highest levels. And the opposite 
is true of tops in markets.   
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Source: Goldman Sachs & Co. 
 
Here is a chart that shows that the unwind of US equities has reached an extreme level as we exited the quarter and 
continued into the Fall. Bottoms usually occur with extreme levels of selling and that is what we have recently faced.  
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There are few better experts in the small cap world than Royce Investment Partners, who have managed money in the 
space for over six decades. The story for the chart above posted in one of their recent publications is not just that the 
stocks of small caps have experienced historical underperformance versus those of the large cap space, but that the 
relative valuations for small cap versus large cap growth (last 12 months EV/EBIT) are at 20-year lows. One might 
posit that the reason for this disparity is because the S&P 500 has higher earnings estimates than the Russell 2000. 
That is actually not true. Consensus earnings estimates for the Russell 2000 Index indicate +24.7% growth in 2024 
relative to 2023, as opposed to +11.11% for the S&P 500 Index. 
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It isn't only about relative valuations of one asset class to the next. The above chart, also from Royce, shows that the 
actual P/E ratio for the Russell 2000 has gone down measurably over the last few years. One would certainly expect 
that higher rates would lead to lower multiples, but the multiples are now lower than the long-term growth rates, 
arguing for an inexpensive asset class. Additionally, given we believe the Fed is likely near the end of its interest rate 
hiking cycle, it is possible that rates have hit or are close to hitting a peak and therefore multiples should be close to 
hitting or at a trough.  
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If in fact we are at or near the end of the interest rate hiking cycle, the table above supports a conclusion that small 
caps are poised to perform well on an absolute basis and also outperform large cap names should the future play out 
similarly to the past when looking at the ensuing 6-month and 12-month periods following the last Fed rate hike. 
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While there is no guarantee that past performance is indicative of future performance, small cap stock returns have 
been positive 92% of the time following a year in which they post negative returns, including posting twice the average 
annual performance in all other years. As seen above, when looking back to 1981, 2023 is set to be one of the “8%” 
years where a down year was followed by a second down year.  Given where we are in the rate cycle, the historic 
underperformance of the indices coupled with historically low relative fundamental valuations, I strongly believe that 
2024 will not be a repeat of 2023.  
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Source: Jefferies 
 
Never underestimate the effect of flows of investor capital on the value of public market assets, especially equities. 
And as you can see above, there was $5.1 billion of year-to-date inflows into the iShares Core S&P 500 ETF and the 
Vanguard S&P 500 ETF at the same time there was combined outflow of $1 billion from small cap funds. In the case 
of the Russell 2000 Value ETF, the outflow was a staggering 11.4% of the entire asset base. There is almost no 
question that the price dislocation seen in the small cap universe is a direct result of indiscriminate selling by ETFs 
and other funds facing redemptions. Again, this trend is normal for equity market bottoms, not tops. 
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Source: Royce Investment Partners 

 
 
In this chart you can see the effects of the outflows on specific performance of stocks based on size. Through 
September 30, 2023, there is a historically large 3,000+ basis point disparity between small and large indices.  
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We have long stated that the price you pay for the business you are buying is a key factor in determining one's ultimate 
success in an investment.  If you buy a good business at the wrong time, you may lose money. If you buy a less than 
good company at the right time, you may make money. The above chart, published by Bank of America, shows that 
while valuations tend to be a poor short-term timing indicator, they do matter for longer term returns. Note that this 
above chart represents the relationship between the relative P/E for the Russell 2000 versus Russell 1000 and 
subsequent rolling returns differential. Simply put, valuation has the highest explanatory power over long term returns; 
and we know today small caps are historically attractive using that metric.  
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Here is another table from Royce Investment Partners’ September Small Cap Market Overview. In this piece, Royce 
states: 

 
“History shows that one year after the initial tightening by the Federal Reserve, the average returns for the 
Russell 2000 and the S&P 500 were positive. Yet today, 18 months after the initial Fed tightening in March 
of 2022, returns for both the Russell 2000 and the S&P 500 were negative through the end of September. 
This diversion from the historical norm shows that the market may have already priced in a potential 
recession.” 

 
We agree with this assessment and see it as another piece of evidence that we are closer to a bottom than is likely 
appreciated by most investors. 
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The above chart above and commentary below is again attributed to Royce Investment Partners. I love any statistic 
which has a 100% success rate.  
 

“Small cap’s historical return pattern shows that below-average return periods have been followed by those 
with above-average returns, with a much lower-than-average frequency of negative return periods. 
Specifically, the Russell 2000 had positive annualized three-year returns 100% of the time—that is, in all 86 
periods—averaging an impressive 17.5% following five-year periods of less than 5% annualized returns. At 
the same time, five-year returns had positive annualized returns 100% of the time-that is, in all 81 periods-
averaging 14.9%.” 

 
While the future may be different than the past, it is hard to ignore this trend given its accuracy to date. 
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And finally, regarding market timing, this chart from Royce Investment Partners shows that missing the rally’s earliest 
stage has been costly in terms of maximizing return potential. When is this period going to end? I don’t know, but I 
do know that many of our companies are trading at historically low valuations, and, just like late 2008 and early 2009, 
it's possible the environment could change for the better at any time. We are positioning 180 to be there when it does 
turn.  
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CONCLUSION 
 
We can debate opinions, but we can't debate facts. Every chart depicted above shows historically low valuations and 
significant underperformance for small cap stocks. We are very comfortable with our view that our stocks have 
discounted a lot of bad news, that quite simply, has not occurred in 2023. Maybe it will come next year. Maybe it 
doesn't. Either way, we expect the management teams of the companies we own to adapt to whatever environment we 
are in, and we will use our collaborative and collegial activism if need be in an effort to unlock value for all 
stakeholders. We are not naïve enough to not be aware that there are bear cases for why small cap companies will 
underperform for the next decade; I am sure there are myriads of investors who have charts that bolster their bearish 
theses. I have always told you that the price that you pay for the business you buy is the first and key factor in 
determining whether or not you will be ultimately successful in that particular investment. It would be an 
understatement at this point to say that we own many companies whose stock prices and valuations we believe 
materially understate the true values of those businesses. The starting point is price, and we believe the price is right 
for the potential for material upside in our portfolio. If you believe I am right, you should own TURN in your portfolio. 
I currently own 680,296 shares, and Daniel currently owns 229,000. You can expect that our ownership levels will 
continue to grow in the future through open-market purchases. One day, I hope to be able to reference this letter as 
the bottom.  
 
As always, thank you for your support. 
 
Best Regards, 

 
Kevin Rendino  
Chief Executive Officer 
 
Forward-Looking Statements and Disclaimers 
 
This shareholder letter may contain statements of a forward-looking nature relating to future events. These forward-
looking statements are subject to the inherent uncertainties in predicting future results and conditions. These 
statements reflect the Company's current beliefs, and a number of important factors could cause actual results to differ 
materially from those expressed in this press release. Please see the Company's securities filings filed with the 
Securities and Exchange Commission for a more detailed discussion of the risks and uncertainties associated with the 
Company's business and other significant factors that could affect the Company's actual results. Except as otherwise 
required by Federal securities laws, the Company undertakes no obligation to update or revise these forward-looking 
statements to reflect new events or uncertainties. The reference and link to any websites have been provided as a 
convenience, and the information contained on such website is not incorporated by reference into this shareholder 
letter. 180 Degree Capital Corp. is not responsible for the contents of third-party websites. The information discussed 
above is solely the opinion of 180 Degree Capital Corp. Any discussion of past performance is not an indication of 
future results. Investing in financial markets involves a substantial degree of risk. Investors must be able to withstand 
a total loss of their investment. The information herein is believed to be reliable and has been obtained from sources 
believed to be reliable, but no representation or warranty is made, expressed or implied, with respect to the fairness, 
correctness, accuracy, reasonableness or completeness of the information and opinions. 


