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Investing in Tomorrow’s Leaders Today 
An interview with the Fundamental Equity US Small Cap Team 

The companies may be small, but their potential could be huge. With the right expertise, the 
smaller cap universe can offer exposure to the potential leaders of tomorrow. Goldman Sachs 
Asset Management’s (GSAM) US Small Cap team focuses on finding undiscovered small and 
mid cap (“SMID”) companies run by experienced management teams with a track record to 
grow these businesses.   

The team, led by Sally Pope Davis, Rob Crystal and Sean Butkus, recently launched the 
Goldman Sachs US Smaller Cap Equity Portfolio, a long-only, diversified equity portfolio of 
high conviction US SMID stocks. The Portfolio seeks to capture the strong compounding 
growth potential of the successful small cap companies that emerge into tomorrow’s mid and 
large cap leaders.1 US smaller caps offer a fertile ground for active management in a 
relatively under-researched universe. 

We sat down with Sally, Rob, and Sean to discuss the benefits of investing in US SMID 
equities and how the team manages the Portfolio. 

Q: Let’s begin at a broad level. Why do US smaller caps belong in a broader equity 
portfolio? 

Rob: Smaller cap companies, which tend to be earlier in their lifecycle, demonstrate 
tremendous compounding growth potential, especially the ones that successfully emerge into 
established mid and large cap firms. We have found that many non-US investors are getting 
their US equity exposure predominately through large caps, and by doing so, are significantly 
under-allocated to the smaller caps. We believe there’s a compelling, long-term reason to 
allocate to US SMID equities in a broader portfolio, as a good diversifier and complement to a 
large cap allocation.  

We think now is a particularly interesting time to consider smaller caps. They provide greater 
exposure to US economic growth given their larger domestic revenue exposure and have an 
attractive set-up due to the favorable US economic backdrop.  Higher domestic exposure 
allows smaller caps to benefit more from tax cuts, while being relatively more insulated from 
the negative impact of potential tariffs/trade tensions. Likewise, smaller caps have historically 
done better in later stages of a cycle, as well as in rising rate regimes as they are more 
levered to better growth prospects and less sensitive to interest rates. Finally, in the current 
environment, investing down the market cap provides some diversification benefits away from 
the largest, most concentrated and tech-driven stocks that have been dominating the US 
large cap market.2 

Q: What are the most critical elements to consider when investing in US smaller cap 
stocks? 

Sean: We are very focused on quality, which is particularly important in the smaller cap 
space. Ultimately, we are looking for businesses with good fundamentals and strong or 
improving return on invested capital and cash flow generation. We love uncovering a 
company in transition, and capturing the stock at the right moment, which includes ones that 
are approaching an inflection point.  

Rob Crystal 

Sean Butkus 

Sally Pope Davis 

1There is no guarantee that these objectives will be met.  
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As a team, we spend a tremendous amount of time with company managements (over 1,000 
visits a year) in order to understand whether or not they are good stewards of shareholders’ 
capital.  

Management teams often make or break a company, so our industry experience and 
familiarity and interactions with management are critical parts of our process. In 2012, we 
asked the CFO of a specialty retailer company, “Do you know how much a pack of tennis 
balls costs at your store compared to Amazon?” When the answer we got back was, “I don’t 
know. It doesn’t matter to us,” we immediately sold the stock. It was clear to us that 
management hadn’t grasped the significant disruptive effect that Amazon could have on their 
business. 

Q: Why did you launch the US Smaller Cap Equity Portfolio? 

Sally: We launched the Portfolio as an extension of our $10+ billion US small cap business, 
which has been able to generate very compelling, risk-adjusted returns over its 18+ year 
history. We saw a unique opportunity to invest in stocks particularly within the $2-8 billion 
market cap range, an area of the market that is often underexploited.  

The SMID cap space is an area where we can own the stocks longer, because they are at a 
different stage of their growth trajectory when compared with larger companies. As managers 
who have been investing in the smaller cap space for a long time, we’ve already become 
familiar with many of the stocks as they’ve grown over time, often times long before they hit 
the radars of other mid and large cap managers.  

In 2013, we initiated a position in a regional bank shortly after its initial public offering. 
Overtime, as the company continued to execute well and the stock appreciated, it ‘graduated’ 
from being a small cap to a mid cap company. Within the SMID cap space, we are able to 
hold stocks during this entire period, from budding IPOs to well-established mid-sized 
companies, which tends to be a period of substantial growth. If a company is led by a 
management team making smart decisions and investing in high return projects, it will 
eventually graduate into mid and large cap.   

Q: How have you structured your investment team to best capture investment 
opportunities? 

Rob: Our Portfolio is run by seven senior portfolio managers with an average of over 20 years 
of experience. We strive to keep sector allocations in-line with the benchmark to avoid making 
sector or timing decisions. Each sector portfolio manager is responsible for determining the 
most attractively valued stocks within their area of coverage, creating a great amount of 
accountability and empowerment. While we give our portfolio managers a lot of autonomy, 
our incentives are aligned to generate strong performance in the overall portfolio and not just 
in their specific sector. There’s a lot of dialogue amongst our team as we try to foster an 
environment of healthy debate.  

As co-lead portfolio managers, Sally, Sean and I are responsible for the overall portfolio and 
ensure that it comes together the way that it should. At the sector level, we are responsible for 
approximately 80% of the portfolio, and we focus 100% of our time in this space. In addition to 
our sector research responsibilities, we take a holistic view to ensure that the portfolio exhibits 
the right characteristics and is making the statement that we intend. We also play the role of 
devil’s advocate, challenging stock decisions while also encouraging appropriate sizing 
depending on conviction. Ultimately, it’s our job to make sure that we don’t overstay our 
welcome in stocks that have been success stories, as well as to make sure we cut our losses 
and move on from mistakes.    

2 Diversification does not protect an investor from market risk and does not ensure a profit.   
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Q: How would you characterise your investment philosophy? 

Sally: Our investment philosophy boils down to what we like to call “Price and Prospects.” 
While we are focused on purchasing stocks at attractive valuations, we scrutinize the quality 
of the underlying business. In other words, what are the future prospects of the business and 
is it a good business in the first place? 

On the valuation side, we typically look first at the valuation history of a stock and the 
valuation relative to peers, and we ask ourselves whether there is an opportunity with 
mispricing. A stock might look expensive on a P/E basis, but if you take a long-term view and 
see where it’s really going, you can discover that it’s actually at a bargain price.  We also do 
not take a “one size fits all” approach to valuation, as we believe it’s important to vary the 
valuation metrics relative to the industry you are analyzing to uncover hidden value. 

We will often take a view that is contrarian to the “Street”, in order to uncover an opportunity 
we feel consensus is missing. We’re willing to look ahead two or more years because we may 
see a free cash flow inflection point as a company undergoes a transition such as a decline in 
capital expenditures after a valuable investment project.  These opportunities may be 
overlooked if you focus only on the next quarter.  Our ideal situation is to find those quality 
stocks that will compound their growth over time, and to catch them early.  

Q: How do you approach risk management? 

Sean: It starts with Sally, Rob and me. As co-leads, we monitor the portfolio holistically every 
day to ensure that we’re staying within the boundaries that we set.3  For example, we hold 
cross sector reviews on a regular basis where we sit down with the entire team and talk about 
their sectors and the rationale for their current positioning. We really try to drill down and 
make sure that the fund is truly bottom-up driven, rather than by unintended macro or sector 
decisions.  

We take a diversified approach and have a larger range of holdings in the fund because there 
is a greater amount of stock-specific risk in smaller cap investing. For example, a company 
might be a leader in its niche, but it could be challenged if another big competitor changes 
pricing or the nature of the competition.  

One of our key areas of focus is ensuring that we protect the portfolio in down markets, while 
also providing good upside capture. We are focused on generating great risk-adjusted 
returns. We believe that our portfolio benefits from having a quality focus, and that’s where 
our potential for downside protection comes from. 

Q: Where have you been finding investment opportunities? 

Sean: We are finding many exciting potential investment opportunities within each of the 
sectors. For example, in the Consumer space, which is an area fraught with landmines given 
the susceptibility to the Amazon effect, we are selectively picking our spots in areas such as 
hotel and leisure companies which benefit from the strong US consumer, media names 
benefitting from millennials’ changing spending patterns on live experiences, and discounted 
multiline retailers that focus on providing the value-conscious consumer a bargain and the 
treasure-hunt experience that can’t be replicated online. 

Let me turn to Technology, an area which Rob covers. While SMID Technology companies 
are not the headlining names, we are uncovering lots of opportunities in ‘the enablers,’ a 
group of smaller cap tech companies that provide important infrastructure, such as websites 
and software solutions, to support small businesses. These types of companies are not 
dependent on any one player; but rather, they win as the industry expands. The beauty of the 
SMID space is that many of these names are still largely under the radar. 

 

3 The portfolio risk management process includes an effort to monitor and manage risk, but does not imply low risk.   
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Q: Why do you believe it is important to have a fundamental, active approach in the US 
smaller cap space? 

Sally: We believe there is a strong case for active management in the SMID space. With any 
large cap stock, there might be over 20 sell-side analysts and hundreds of buy-side analysts 
covering the stock, but with smaller caps, you may have fewer than six. Given the relatively 
limited data at the company level, we seek to identify tomorrow’s leaders today, looking for 
businesses with improving earnings power and inflection points, before others identify it. 

We sift through financial statements and build models based on cash-flow and forward-
looking calculations. Instead of a “one size fits all,” we employ valuation assumptions and 
assessments based on specific companies. This can entail making relevant adjustments 
beyond the reported data, rather than just taking it for granted, and the process can uncover 
both hidden opportunities as well as potential accounting gimmickry. 

Finally, in-person engagement with company management teams is essential. There is great 
value to assessing both what is said and what is not said. This also helps identify corporate 
governance shortcomings and in some instances, can influence outcomes when we express 
what’s important to shareholders. 

 

 

 

Meet the Portfolio Managers 

Sally Pope Davis is a managing director and co-lead portfolio manager for the US Small Cap Team, where she has broad 
research responsibilities and oversees the portfolio construction and investment research for the firm's Small Cap Value, Small/Mid 
Cap Value and Small/Mid Cap Equity strategies.  Prior to joining Goldman Sachs Asset Management in 2001, Sally was a 
Relationship Manager for two years in Private Wealth Management.  Previously, she was a sell-side Bank Analyst for ten years in 
the Goldman Sachs Investment Research Department.  Before her experiences at Goldman Sachs, Sally spent two years as a 
Bank Analyst at Brown Brothers Harriman & Co. and six years at Chase Manhattan.  Sally has 37 years of industry experience.  
She graduated Summa Cum Laude with a BS in Finance from the University of Connecticut and earned her MBA from the 
University Of Chicago Graduate School Of Business. 

Rob Crystal is a managing director and co-lead portfolio manager on the US Small Cap Team, where he has broad research 
responsibilities and oversees the portfolio construction and investment research for the firm's Small Cap Value, Small/Mid Cap 
Value and Small/Mid Cap Equity strategies. Before joining Goldman Sachs Asset Management, Rob was a Director at Brant Point 
Capital Management LLC.  Before that, he was a Vice President at Schroder Investment Management and Assistant Vice President 
at Wheat First Butcher Singer.  Rob has 21 years of industry experience.  He earned his BA from the University of Richmond and 
his MBA from Vanderbilt University.  Rob joined the Fundamental Equity team in 2006. 

Sean A. Butkus, CFA is a managing director and co-lead portfolio manager on the US Small Cap Team, where he has broad 
research responsibilities and oversees the portfolio construction and investment research for the firm's Small/Mid Cap Value and 
Small/Mid Cap Equity strategies.  Sean joined Goldman Sachs Asset Management in 2004.  Previously, he worked on the Business 
Planning Team of the Investment Management Division at Goldman Sachs, providing analytical support and offering strategic 
advice to the division's management team.  Before joining Goldman Sachs, he worked at Arthur Andersen LLP.  Sean has 21 years 
of industry experience.  He earned a BS in Natural Science and Accounting from Muhlenberg College, an MBA in Finance from the 
Wharton School of Business at the University of Pennsylvania and is a CFA® charterholder.    
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Disclosures 

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE 
UNAUTHORIZED OR UNLAWFUL TO DO SO. 
The opinions expressed in this article are those of the authors, and not necessarily of GSAM. The investments and returns discussed in this paper do not represent any 
Goldman Sachs product.  
Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security. Views and 
opinions are current as of the date of this presentation and may be subject to change, they should not be construed as investment advice. 
Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their citizenship, 
residence or domicile which might be relevant. 
In the United Kingdom, this material is a financial promotion and has been approved by Goldman Sachs International, which is authorised by the Prudential Regulation Authority 
and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Goldman Sachs AG assists Goldman Sachs International in its activity in Germany 
and Austria. 
This material is provided for informational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities. This material is not 
intended to be used as a general guide to investing, or as a source of any specific investment recommendations, and makes no implied or express recommendations 
concerning the manner in which any client’s account should or would be handled, as appropriate investment strategies depend upon the client’s investment objectives. 
This document has been issued by Goldman Sachs International, authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the 
Prudential Regulation Authority. 
The prospectus, KIID, the articles, the annual and semi-annual reports of the Fund may be obtained free of charge from the Swiss Representative. In respect of the Shares 
distributed in Switzerland to Qualified Investors, the place of performance and the place of jurisdiction is at the registered office of the Swiss Representative.   
Swiss Representative: FIRST INDEPENDENT FUND SERVICES LTD, Klausstrasse 33, CH – 8008 Zurich  
Paying Agent: GOLDMAN SACHS BANK AG, Claridenstrasse 25, CH-8002 Zurich 
Offering Documents 
This material is provided at your request for informational purposes only and does not constitute a solicitation in any jurisdiction in which such a solicitation is unlawful or to any 
person to whom it is unlawful. It only contains selected information with regards to the fund and does not constitute an offer to buy shares in the fund. Prior to an investment, 
prospective investors should carefully read the latest Key Investor Information Document (KIID) as well as the offering documentation, including but not limited to the fund’s 
prospectus which contains inter alia a comprehensive disclosure of applicable risks. The relevant articles of association, prospectus, supplement, KIID and latest annual/semi-
annual report are available free of charge from the fund’s paying and information agent and/or from your financial adviser. 
Distribution of Shares 
Shares of the fund may not be registered for public distribution in a number of jurisdictions (including but not limited to any Latin American, African or Asian countries). 
Therefore, the shares of the fund must not be marketed or offered in or to residents of any such jurisdictions unless such marketing or offering is made in compliance with 
applicable exemptions for the private placement of collective investment schemes and other applicable jurisdictional rules and regulations. 
Investment Advice and Potential Loss 
Financial advisers generally suggest a diversified portfolio of investments. The fund described herein does not represent a diversified investment by itself. This material must 
not be construed as investment or tax advice. Prospective investors should consult their financial and tax adviser before investing in order to determine whether an investment 
would be suitable for them. 
An investor should only invest if he/she has the necessary financial resources to bear a complete loss 
of this investment. Swing Pricing 
Please note that the fund operates a swing pricing policy. Investors should be aware that from time to time this may result in the fund performing differently compared to the 
reference benchmark based solely on the effect of swing pricing rather than price developments of underlying instruments. 
This material contains information that discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions. It also 
pertains to past performance or is the basis for previously-made discretionary investment decisions. This information should not be construed as a current recommendation, 
research or investment advice. It should not be assumed that any investment decisions shown will prove to be profitable, or that any investment decisions made in the future 
will be profitable or will equal the performance of investments discussed herein. Any mention of an investment decision is intended only to illustrate our investment approach 
and/or strategy, and is not indicative of the performance of our strategy as a whole. Any such illustration is not necessarily representative of other investment decisions. 
Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate and can go 
down as well as up. A loss of principal may occur. 
Confidentiality 
No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not 
an employee, officer, director, or authorized agent of the recipient. 
© 2018 Goldman Sachs. All rights reserved. Date of first use: 15/06/2018. 133982-TMPL-06/2018-775055. 


