THE DISRUPTIVE IMPACT OF “NOISE”

Technology has transformed investing dramatically. The stock market, once the domain of
seasoned investment professionals, now has algorithmic trading, speculative hedge funds, and a
slew of day traders, all vying for short-term gains. While these new strategies provide liquidity and
rapid-fire responses to market data, they also bring significant disruption, especially to the arena
of small-cap investing. This “noise” and short-term thinking can be detrimental to the core tenets
of patient, research-based fundamental investing that small cap requires.
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o Noise Over Nuance

The term ‘noise’ in the financial context refers to the vast amount of information, often irrelevant, that investors face
daily. This includes market rumors, insignificant news, and the daily price movements that do not necessarily reflect a
company’s intrinsic value. Small cap stocks, typically those with market capitalizations under $2 billion, require an in-
depth understanding of the underlying business, its competitive landscape, and its growth prospects. Their small size
may reduce coverage by equity research analysts or traditional news outlets, so that discerning the critical signals from
the noise becomes even more crucial.

Unfortunately, the clamor created by high-frequency trading algorithms, day traders, and speculative funds drowns
the more important nuanced information. They react to minor news or even simple momentum, creating volatility and
sometimes obfuscating the genuine long-term potential of a company.

“..’noise’ in the financial context refers to the vast amount of

information, often irrelevant, that investors face daily....”

o The Lure of Short-Term Thinking

Modern market participants often focus on immediate gratification. The daily churn of buying and selling, with traders
and algorithms seeking rapid profits, emphasizes short-term opportunities rather than lasting value. This mindset is in
stark contrast to the foundational principles of small-cap investing.

Successful small-cap investors know that these companies often need time to mature and fully realize their potential.
Some may be in their early growth phases, may be more susceptible to market fluctuations, and might not have the
financial robustness of larger corporations. By prioritizing short-term gains, the market can overlook or undervalue
promising small cap stocks that require a longer horizon to flourish.

o Algorithmic Trading: Efficiency or Instability?

Algorithmic trading, using complex Al-driven models to execute trades at lightning speed, brings undeniable efficiency
to the market. However, its very nature can amplify volatility, especially for small-cap stocks.

When algorithms react to certain triggers or perceived patterns, they can initiate massive buy or sell orders. Small cap
stocks with lower trading volumes can see their prices swing dramatically due to such activities. This volatility can at
times frighten and deter long-term investors, even if the company’s fundamentals remain unchanged.
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0 Speculative Hedge Funds and the Pursuit of Quick Wins

While hedge funds have a diverse range of strategies, many have embraced speculative approaches aiming for rapid
returns. Their substantial financial influence and size means they can significantly influence market movements,
especially in the small-cap arena.

By leveraging their positions, speculative hedge funds can push prices away from their intrinsic values. For the discerning
investor who seeks undervalued gems in the small cap arena, this temporary distortion can be frustrating, leading them
to question their research and analysis when prices move irrationally.

“...By prioritizing short-term gains, the market can overlook

or undervalue promising small cap stocks that require
a longer horizon to flourish.....”

o Day Traders: Amplifying the Echo Chamber

Day traders, with their minute-to-minute trading strategies, contribute to the noise. Otherwise insignificant individual
trades collectively create a cacophony of price movements, often based on sentiment and momentum rather than deep
rooted fundamental analysis. In the small cap world, where information asymmetry is more pronounced, this behavior
can further widen the gap between price and value.

Conclusion

The financial markets have always been a mix of art and science, emotion and logic, short-term maneuvers, and long-
term visions. But the increasing dominance of algorithmic trading, speculative funds, and day traders complicates the
landscape, especially for the small cap manager who thrives on thorough research and patience.

While it is unrealistic to expect a return to simpler times, there is a renewed need for balance.
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Disclosures:

This commentary is for informational purposes only. It does not constitute investment advice and is not intended as an endorsement of any specific investment. The opinions and
analyses expressed in this commentary are based on Essex Investment Management LLC’s (“Essex”) research and professional experience and are expressed as of the date of
its release. Certain information expressed represents an assessment at a specific point in time and is not intended to be a forecast or guarantee of future results, nor is intended to
speak to any future periods. Accordingly, such statements are inherently speculative as they are based on assumptions that may involve known and unknown risks and uncertainties.

This does not constitute an offer to sell or the solicitation of an offer to purchase any security or investment product, nor does it constitute a recommendation to invest in any particular
security. An investment in securities is speculative and involves a high degree of risk and could result in the loss of all or a substantial portion of the amount invested. There can
be no assurance that the strategy described herein will meet its objectives generally or avoid losses. Essex makes no warranty or representation, expressed or implied; nor does
Essex accept any liability, with respect to the information and data set forth herein, and Essex specifically disclaims any duty to update any of the information and data contained
in the commentary. This information and data do not constitute legal, tax, account, investment or other professional advice. Essex being registered by the SEC does not imply a
certain level of skill or training.
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