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Overview 
Small-cap stocks endured a turbulent third quarter as hopes for a resolution to the war in Iran faded, reinforcing 
expectations that elevated oil prices and stubborn inflation would persist. Against this backdrop, continued 
economic strength—supported in part by data-center expansion—prompted the Federal Reserve to shift toward 
a tighter monetary policy outlook. Treasury yields rose throughout the quarter, reaching levels last seen during 
the 2022 rate-hiking cycle. 
 
Although resilient economic growth supported the Fed’s tightening stance, investors grew increasingly concerned 
about how high interest rates could rise before slowing that growth. As market participants debate when rates 
will become sufficiently restrictive, equities may continue to move inversely to Treasury yields. Meanwhile, 
elevated energy prices threaten to prolong inflationary pressures, leaving markets highly sensitive to geopolitical 
developments and oil-price fluctuations. 
 

Micro Cap Equity 
Our Micro Cap Equity strategy outperformed its benchmark, the Bloomberg Micro Cap Index, during the third 
quarter, driven primarily by strength in Materials, Technology, and Utilities.  Within Materials, a silicon metals 
company benefited from protectionist measures in Europe and the United States aimed at curbing competition 
from lower-cost imports, which have pressured the industry for years. Within Technology, a software services 
company benefited from growth in its AI communications solution as adoption of agentic AI expanded across 
communications applications. Within Utilities, a water utility secured approval for a significant multiyear rate 
increase to support construction of a new water treatment facility. 
 
Performance was negatively impacted by Consumer Discretionary, Financials, and Healthcare sectors. Within 
Consumer Discretionary, a restaurant operator faced concerns that sharply higher gasoline prices during the 
quarter would reduce customer traffic. Within Financials, a title insurance services company came under pressure 
as rising mortgage rates raised concerns about future home sales and transaction volumes, despite continued 
strong earnings growth from its data-center title business. Within Healthcare, an ambulatory surgery company 
faced concerns that persistent inflation would prompt consumers to defer procedures, potentially slowing 
outpatient surgery volumes.  Across these sectors, the primary headwind was concern about demand, as higher 
fuel costs, borrowing rates, and inflation weighed on expectations for consumer activity. 
  

Small Cap Value 
The Small Cap Value Equity strategy outperformed its benchmark, the Bloomberg 2000 Value Index, during the 
third quarter, led by contributions from Materials, Consumer Staples, and Utilities.  Within Materials, a silicon 
metals company benefited from protectionist measures in Europe and the United States aimed at curbing 
competition from lower-cost imports, which have pressured the industry for years. Within Consumer Staples, a 
frozen potato company streamlined its production footprint to improve operational efficiency, strengthening its 
earnings outlook during the quarter. Within Utilities, several water utilities secured rate-base increases expected 
to support earnings growth in subsequent years. 
 

Outlook 
The fourth quarter will likely remain volatile as investors weigh competing forces shaping equity-market returns. 
Resilient economic growth and healthy corporate earnings should provide support, while substantial investment 
in artificial intelligence continues to fuel a major capital-spending cycle. Higher interest rates appear to have had 
a limited effect on this investment, as well-capitalized industry leaders compete for a meaningful position in a 
rapidly expanding market. Consumers have also remained resilient, although persistent inflation and higher 
borrowing costs threaten that strength. Further equity-market gains will likely depend on companies delivering 
on their earnings outlooks as reporting season progresses. 
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Oil prices and Treasury yields will remain central to market performance. Elevated energy costs could prolong 
inflationary pressures, constrain consumer spending, and reinforce the Federal Reserve’s tightening stance, while 
higher yields could pressure equity valuations and corporate financing costs. Geopolitical developments and 
closely contested midterm elections may add to volatility, particularly as investors assess the risk of an escalation 
in the Iran conflict after the elections. Nevertheless, heightened uncertainty does not necessarily imply further 
market declines. When sentiment is particularly negative, prices may already reflect substantial downside risk, 
creating room for improvement if developments prove less adverse than expected. 
 
The key relationship to monitor is the transmission of higher energy prices into inflation, interest rates, and 
monetary policy. While the Iran conflict has dominated investor attention, markets may be overlooking the global 
economy’s capacity to adapt through alternative supply routes, inventory withdrawals, and adjustments in 
consumption. China’s substantial oil stockpiles provide one potential buffer, although the size and composition of 
its withdrawals remain uncertain. A prolonged impasse could also encourage further adjustments that gradually 
reduce Iran’s influence over global energy supplies. Progress toward more reliable oil flows or an easing of 
geopolitical tensions could therefore relieve several of the pressures weighing on equities, creating a more 
supportive backdrop for market performance. 
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Penn Capital Products                              
Net Performance (%) – as of September 30, 2026 QTD YTD 1 YR 3 YR  5 YR  10 YR  Since Inc. Inc. Date 

Small to Mid Cap Equity    -12.07 7.28 6.56 12.70 4.05 8.47 9.26 Dec-02 

Bloomberg 2500 Index -6.71 11.07 13.12 16.26 6.47 10.26 11.29 
 

Small Cap Equity     -11.17 13.58 12.25 17.13 6.18 11.00 12.02 Dec-93 

Bloomberg 2000 Index -7.80 13.43 16.17 17.49 6.19 10.09 10.49 
 

Smaller Company Equity    -11.79 15.56 15.89 19.63 7.94 17.36 16.48 Dec-11 

Bloomberg 2000 Index -7.80 13.43 16.17 17.49 6.19 10.09 11.45 
 

Micro Cap Equity    -7.74 5.35 1.43 7.99 -3.13 5.80 7.45 Aug-06 

Bloomberg Microcap Index -7.80 7.32 8.40 15.45 -0.78 8.04 7.37 
 

Defensive Short Duration High Income    -0.43 1.64 3.44 6.90 4.71 - 3.87 Jan-13 

ICE BofA 1-3 Year BB US Cash Pay High Yield Index TR  -0.15 1.80 3.40 6.59 4.31 4.41 4.42 
 

Defensive High Yield     -1.60 0.20 1.84 7.66 3.38 4.25 6.25 Dec-93 

ICE BofA BB-B US Non-Distressed High Yield Index TR USD -1.66 0.35 1.97 7.74 3.41 4.78 - 
 

Opportunistic High Yield     -1.52 0.27 2.13 7.92 3.28 4.90 6.72 Dec-93 

ICE BofA US HY Constrained Index -1.82 0.04 1.39 7.93 3.55 4.93 - 
 

 
 
 
 

 
 
Important Disclosure Information 
 
Advisory services offered through Penn Capital Management Company, LLC. 

The views and opinions expressed are for informational and educational 

purposes only as of the date appearing in this material only and may change 

without notice at any time based on numerous factors, such as market or other 

conditions, legal and regulatory developments, additional risks and 

uncertainties and may not come to pass. These views are subject to change at 

any time and they do not guarantee future performance of the markets. 

Penn Capital Management Company, LLC makes no representation that the use 

of this material can in and of itself be used to determine which securities to buy 

or sell, or when to buy or sell them; Holdings mentioned do not reflect all of the 

securities purchased, sold, or recommended for advisory clients. The reader 

should not assume that the securities identified were or will be profitable or 

that future recommendations or decisions will be profitable or equal the 

investment performance discussed herein. 

 
 
 

Past performance is no guarantee of future results. There can be no assurance that any Penn Capital product or investment will achieve its objectives or avoid substantial 
losses. Performance is annualized for multi-year periods, and it is cumulative for one year or less. Source: Morningstar Direct, Bloomberg, HFRX. Indices are unmanaged and 
not available for direct investment. Index comparisons have limitations as volatility and other characteristics may differ from a particular investment. Institutional Use Only. 
Not for Public Distribution. All Rights Reserved. 
 

Specialists in Capital 
Structure Investing® 

At Penn Capital, we believe that 
understanding a company’s entire 
capital structure is the best way to 
identify investment opportunities with 
the most value. In fact, we’ve found that 
managing bond portfolios makes us 
better equity managers, and vice versa. 

Employing a fully integrated credit and 
equity research process, we focus on 
non-investment grade companies in the 
micro to mid-capitalization range, where 
we can take advantage of inefficient 
security pricing. 

We are a boutique investment 
management firm based in Philadelphia, 
PA. We forge our own ideas, we respect 
hard work, and we are committed to our 
clients, our staff and our community. 
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Past performance is not indicative of future results. There is no guarantee that any historical trend illustrated in this 
commentary will be repeated in the future, and there is no way to predict precisely when such a trend might begin. Different 
types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any specific 
investment, investment strategy, or product (including the investments and/or investment strategies recommended or 
undertaken by Penn Capital) or any non-investment related content, referred to directly or indirectly contained within this 
commentary be suitable for your portfolio or individual situation or prove successful. 
 
The material may contain “forward-looking” information that is not purely historical in nature. Such information may include, 
among other things, projections, forecasts, estimates of market returns, and proposed or expected portfolio composition. All 
information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no 
representation or warranty as to the current accuracy, reliability or completeness of, nor liability for, decisions based on such 
information and it should not be relied on as such. 
 
This material is not intended to be relied upon as investment advice or recommendations, does not constitute a solicitation to 
buy or sell securities and should not be considered specific legal, investment or tax advice. It does not take into account the 
specific objectives, financial situation, or particular needs of any specific person. You should not assume that any discussion or 
information provided here serves as the receipt of, or as a substitute for, personalized investment advice. Investment decisions 
should be made based on an investor's objectives and circumstances and in consultation with his or her financial professionals. 
Investing in the stock market involves gains and losses and may not be suitable for all investors. Investing in equity securities 
is speculative and involves substantial risk.  Small, mid-, and micro cap securities may involve more risk than larger-cap 
securities.  Investments concentrated in sector or specific industry may involve greater risk and volatility than more diversified 
investments.   
 
Indices are unmanaged and not available for direct investment. Index comparisons have limitations as volatility and other 
characteristics may differ from a particular investment. Comparisons to indices are inherently unreliable indicators of future 
performance. The strategies used to generate the performance vary from those used to generate the returns depicted in the 
benchmarks. Penn Capital makes no representation as to the methodology used to generate the benchmark returns. Portfolio 
holdings are subject to change and may or may not be held by one or more Penn Capital portfolios from time to time. Please 
note that comparing the performance to a different index might have materially different results than those shown.  
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