Active US Large Cap Value in 2026: Semiconductors,
the Russell Reconstitution, and Underperformance

Executive Summary

Active US large-cap value (LCV) managers typically seek to buy undervalued, cash-generative businesses while avoiding
paying up for momentum-oriented or speculative stocks. Historically, this approach has been a recipe for success against
the Russell 1000 Value Index, which can include heavier exposure to cyclical or lower-quality companies. Avoiding these
companies and emphasizing higher-quality companies with robust cash flows has led to better excess returns for active
LCV managers when compared to their growth counterpoints.

The environment in 2026, however, has proved particularly challenging for active LCV managers. The median LCV manager
underperformed the Russell 1000 Value Index by 7.8%, net of fees, for the year-to-date period through September 30,
2026. Only approximately 10% of the eVestment US Large-Cap Value peer group has outperformed the benchmark thus far
in 2026. While active LCV managers have experienced periods of aggregate underperformance in the past, the magnitude
of year-to-date results exceeds the last occurrence in 2016. At the same time, excess returns for the active US large-cap
growth (LCG) peer group have improved.
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Shifting Playing Field

Active LCV managers faced multiple, meaningful changes to the composition of their benchmark during 2026. Russell has
historically reassigned style classifications annually in June, with the 2026 changes taking effect after the market close on
June 26. Going forward, Russell is moving to a semiannual reconstitution process, which could reduce the magnitude of
chances occurring at any single point going forward.

Past performance is not indicative of future results.
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Against this backdrop, three successive events were particularly consequential for active US LCV managers in 2026:

1.

First-half semiconductor strength: Semiconductors
posted record returns, with several companies, such
as AMD and Micron, included in the value benchmark
against which active managers were measured. Many
active LCV managers were underweight, citing the
cyclicality of earnings and suddenly unattractive
valuations.

June 26 reconstitution: The Russell reconstitution
resulted in several significant changes to the Russell
1000 Value Index, including the migration of Alphabet,
AMD, and Micron from the Value Index to the Growth
Index. For active LCV managers, the timing mattered.
Semiconductors had already generated most of their
first-half gains, while the subsequent July drawdown

Rolling 12-Month Excess Returns
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occurred after the affected companies had moved out of the Value Index. As a result, active LCV managers that
were underweight these companies during their ascent did not receive the same relative benefit when the stocks

subsequently declined.

Post-reconstitution leadership: The same reconstitution introduced or increased the benchmark weights of Apple,
Microsoft and Amazon, which subsequently became meaningful contributors to Value Index performance. Many active
LCV managers were not positioned to fully capture that performance. Following the reconstitution, Amazon (5.8%),
Apple (5.3%), and Microsoft (3.9%) represented the three largest holdings in the Russell 1000 Value Index. By August
20, the index had returned approximately 29% over the trailing 12 months, compared with approximately 11% for the
Russell 1000 Growth Index, resulting in the most significant outperformance by value stocks since 2022.

US Large-Cap Style Trends
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Conclusion

The magnitude of active LCV manager underperformance in 2026 is disappointing and warrants careful evaluation.
Benchmark changes alone should not be used as an excuse; index reconstitutions are known and managers should maintain
adequate risk management around these events. At the same time, the combination of strong semiconductor performance
and substantial changes in benchmark composition provides important context when evaluating near-term results.

For investors seeking answers from their active managers, below are a few key questions we’re emphasizing in our meetings
with underperforming and outperforming LCV managers.

Questions for Underperforming LCV Managers:

e Was your underweight to Apple, Microsoft, Amazon, and the semiconductor names a deliberate valuation call,
and what evidence would cause that view to change?

e Acrosstherest of the portfolio, how much of the shortfall came from those few positions versus stock selection?

e Where does the portfolio currently have exposure to Al-related earnings today (infrastructure, power,
industrials, financials), and how is that exposure sized for the benchmark as it stands today?

e With the Magnificent Seven near 16% of the Russell 1000 Value Index, what active weight and tracking error
are you willing to generate from an underweight to this group?

Questions for Outperforming LCV Managers:

e Did the result come from owning these names at or above benchmark weight, and was that consistent with
your stated process, or did it reflect style drift?

e How sensitive is the excess return to a reversal in semiconductors and the Magnificent Seven performance?

¢ How concentrated is the portfolio in Al-linked earnings? Detail your approach to trimming activity for these
stocks.

Perhaps the most difficult element of manager research and evaluation is separating past performance from the future
expectations. There is no guarantee that an underperforming manager will rebound, just as recent outperformance
does not necessarily indicate an enduring advantage. Evaluating whether portfolio decisions remained consistent with a
manager’s stated philosophy, understanding what drove recent results, and assessing how the manager is improving their
process for new realities, can help investors determine whether long-term conviction remains warranted.
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Disclaimer of Warranties and Limitation of Liability

This document was prepared by RVK, Inc. (RVK) and may include information and data from some or all of the
following sources: client staff; custodian banks; investment managers; specialty investment consultants; actuaries; plan
administrators/record-keepers; index providers; as well as other third-party sources as directed by the client or as we
believe necessary or appropriate. In the preparation of this document, the author(s) may have used Microsoft CoPilot
to conduct any of the following: proofreading and editing, visual layout and design, assistance with data organization,
support with modeling, coding and programming, drafting content with appropriate human oversight, and initial review
and summarization of drafted materials. RVK has taken reasonable care to ensure the accuracy of the information or data,
but makes no warranties and disclaims responsibility for the accuracy or completeness of information or data provided
or methodologies employed by any external source. This document is provided for the client’s internal use only. It should
not be construed as legal or tax advice. It does not constitute a recommendation by RVK or an offer of, or a solicitation
for, any particular security and it is not intended to convey any guarantees as to the future performance of the investment
products, asset classes, or capital markets. This document should not be construed as investment advice: it does not reflect
all potential risks with regard to the client’s investments and should not be used to make investment decisions without
additional considerations or discussions about the risks and limitations involved. Any decision, investment or otherwise,
made on the basis of this document is the sole responsibility of the client or intended recipient.

About RVK

RVK was founded in 1985 to focus exclusively on investment consulting and today employs over 100 professionals. The
firm is headquartered in Portland, Oregon, with regional offices in Boise, Chicago, and New York City. RVK is one of the
five largest consulting firms in the world, as reported by Pensions & Investments’ 2025 Special Report—Consultants. RVK’s
diversified client base spans over 30 states, and covers endowments, foundations, corporate and public defined benefit
and contribution plans, Taft-Hartley plans, and high-net-worth individuals and families. The firm is employee controlled
and derives 100% of its revenues from investment consulting services.
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