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Market Environment
Emerging market small-cap equities rebounded from a slightly negative 
start to the year with strong performance in the second quarter as a de-
escalation of geopolitical tension in the Middle East and the AI related 
tech demand tailwind supported asset prices. For the full quarter, 
the MSCI Emerging Small-Cap Index® rose 13.7%. The Trivalent 
Emerging Markets Small-Capitalization Equity Strategy outperformed the 
benchmark by a wide margin. As is typical, there was a wide dispersion 
among countries and sector returns.  Not surprisingly, tech heavy Taiwan 
rose 43.0% and was the best performing country. Significant global capital 
expenditure in AI infrastructure elevated smaller, specialized suppliers of 
semiconductor packaging and components. Thinly traded Hungary rose 
35.9% after the European Commission released frozen funds following 
the new government’s commitment to anti-corruption and rule-of-law 
reforms. Indian small caps returned 24.1% as recent underperformance 
has left valuations more attractive and smaller domestic companies have 
benefited from government infrastructure spending. Greece rose 19.8% as 
tourism remained strong with record setting travel revenue and investors 
remain optimistic that a potential reclassification to developed market 
status could be forthcoming. Indonesia was the worst performing country 
following a warning from MSCI that the country could be downgraded 
to frontier market status. Chinese small-caps declined 11.5% on weak 
domestic consumption as retail sales missed estimates and policymakers 
have been hesitant to implement more aggressive stimulus. Brazil fell 
9.9% as foreign investors remain cautious due to political uncertainty and 
a slowing domestic economy. 
Sector returns were mixed with four sectors finishing in negative territory 
despite the overall strong return for the index. Information Technology 
was by far the best, finishing the quarter up 50.4% while energy declined 
8.5% as the US-Iran ceasefire announcement spurred a decline in the 
price of oil. 
Portfolio Review
Overall security selection was strong and accounted for most of the 
strategy’s relative outperformance. The strategy’s proprietary multi-
factor model performed well during the quarter with business momentum 
particularly strong. Exposure to value and quality was also a boost to 
relative performance. Excess returns were generated in one of three 
regions and six of the eleven economic sectors.  Notable outperformance 
came from Information Technology, Communication Services and 
Utilities. Within Information Technology, several names posted strong 
returns. Taiwan Union Technology rose on continued strong demand for 
its CCL (copper clad laminate) destined for AI servers and high-speed 
switches. LG Innotek, a Korean technology company, surged on the back 
of a boom in demand for its AI semiconductor substrates.   This business 
segment is now a materially larger share of its overall operating profit. 
Nanya Technology, one of Taiwan’s lesser-known memory suppliers, rose 
on a continued supply/demand imbalance for memory, which is driving 
materially higher average selling prices. Within Communication Services, 
Hungarian telecommunication service provider Magyar Telecom rose 
after securing more favorable terms for spectrum and renewed optimism 
on the domestic market. Utilities relative performance received a boost 

from The Thai utility Gunkul Engineering. The Thai government’s push 
for more energy independence favors the company’s engineering and 
construction and renewable energy business segments.
On the downside, the strategy underperformed in Consumer Staples, 
Energy, and Materials. Within Consumer Staples, Chinese hot pocket 
maker Guoquon Food fell as the company reported worse than expected 
results for the full year in April. Relative performance in Energy was 
impacted by CGN Mining. The Chinese uranium producer underperformed 
as the Middle East conflict led to concerns of rising inputs costs of diesel 
and sulfuric acid. Within Materials, Hankuk Carbon fell after reporting 
better than expected results but warned about increasing costs in the 
future. Pan African Resources declined with precious metal prices.
Market Outlook
AI-related enthusiasm has been a major catalyst for Emerging Market 
equity returns in the first half of 2026. Market leadership has been focused 
on the technology sector and more narrowly on the semiconduction 
companies that are serving the AI data center buildouts. Easing global 
financial conditions and improving manufacturing momentum could 
provide a cushion for the asset class if the sentiment toward AI supply 
chain demand cools in the coming months. Stable oil prices and more 
benign inflation could also provide investors with a key macro tailwind. 
India small caps rebounded in the last quarter on consistent retail inflows 
and liquidity measures instituted by the Royal Bank of India. Expectations 
for government infrastructure spending remain supportive for domestic 
market-oriented companies. Renewed focus on corporate governance 
in China provides an opportunity for improved shareholder returns. 
Defense spending remains a durable, multi-year tailwind, as governments 
continue to prioritize security and rearmament.   We expect returns to 
be more earnings driven in the coming month while potential geopolitical 
tensions in the Middle East, US/China relations, and a stronger US dollar 
represents risks to be monitored. Emerging market small caps continue 
to offer higher earnings growth than developed markets while trading 
at a significant discount. We remain guided by our disciplined, bottom-
up approach and will closely evaluate upcoming earnings results and 
corporate outlooks to further refine portfolio positioning.
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For more information about separate accounts and mutual funds, contact 
Victory Capital Management at 877-660-4400 or visit vcm.com.
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DISCLOSURES
All investing involves risk, including the possible loss of principal. An investment should be 
made with an understanding of the risks involved with owning a particular security or asset class.
The Trivalent Emerging Markets Small-Capitalization Equity Composite includes all fee-paying, 
non-wrap discretionary portfolios of $100,000 or more that are managed according to the 
Trivalent Emerging Markets Small-Capitalization Equity strategy. The strategy focuses on foreign 
small-cap companies that are characterized by improving business momentum and attractive 
valuations. Prior to October 2012, the minimum size for inclusion in the composite was $1 million. 
The composite creation date is August 2013, and the composite inception date is July 2013.
The benchmark of the composite is the MSCI Emerging Markets Small Cap Index (Net). Prior 
to 10/1/2017, the benchmark is the S&P® Emerging Plus Small Cap Index (Net). The MSCI 
Emerging Markets Small Cap Index (Net) includes small-cap representation across 24 Emerging 
Markets countries. With 1,836 constituents, the index covers approximately 14% of the free-float-
adjusted market capitalization in each country. The small-cap segment tends to capture more 
local economic and sector characteristics relative to larger Emerging Markets capitalization 
segments. The S&P® Emerging Plus Small Cap Index (Net) consists of the bottom 15% (based 
on market capitalization) of companies from each country represented in the S&P® Emerging 
BMI plus Korea. The S&P® Emerging BMI includes companies domiciled in 20 emerging 
markets countries with float-adjusted market capitalizations of at least US$100 million and annual 
trading liquidity of at least US$50 million. The benchmark returns are provided to represent the 
investment environment existing during the time periods shown and are not covered by the report 
of independent verifiers. For comparison purposes, the index is fully invested, which includes the 
reinvestment of income. The returns have been taken from a published source and do not include 
any transaction fees, management fees, or other costs.
The information in this article is based on data obtained from recognized services and sources 

and is believed to be reliable. Any opinions, projections, or recommendations in this report are 
subject to change without notice and are not intended as individual investment advice. This 
information should not be relied upon as research or investment advice regarding any security 
in particular.
Victory Capital Management Inc. (VCM) is a diversified global investment adviser registered under 
the Investment Advisers Act of 1940 and comprises multiple investment franchises: Integrity Asset 
Management, New Energy Capital Partners, Pioneer Investments, RS Investments, Sycamore 
Capital, Trivalent Investments, Victory Income Investors, and the Victory Capital Solutions 
Platform. RS Investments and Sophus Capital became a part of the VCM GIPS firm effective 
January 1, 2017; Victory Income Investors, effective July 1, 2019; THB Asset Management, 
effective March 1, 2021; New Energy Capital effective November 1, 2021; and Amundi Asset 
Management US, Inc. (renamed to “Pioneer Investments”), effective April 1, 2025. Effective July 
1, 2025, Newbridge Asset Management, Sophus Capital and THB Asset Management are no 
longer part of the GIPS firm. Effective December 1, 2025, Munder Capital Management is no 
longer part of the GIPS firm.
Request a GIPS® Report from your Institutional Relationship Manager or visit www.vcm.
com.
Victory Capital claims compliance with the Global Investment Performance Standards (GIPS®).
*Contributors and Detractors Source: FactSet. The top contributors and detractors are presented 
to illustrate examples of the portfolio’s investments and may not be representative of the portfolio’s 
current or future investments. Holdings are as of quarter end and may change at any time.
Advisory services and SMAs offered by Victory Capital Management Inc. (VCM). Mutual funds 
distributed by Victory Capital Services, Inc., an affiliate of VCM. 
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A N N U A L I Z E D   R E T U R N S

Composite Performance (%) QTR YTD 1-YR 3-YR 5-YR 10-YR
Since 

Inception 7.1.13
Trivalent Emerging Markets Small-Capitalization Equity 18.33 15.86 33.66 26.28 15.30 15.87 12.90

Trivalent Emerging Markets Small-Capitalization Equity (Net) 18.04 15.28 32.33 25.03 14.15 14.70 11.73

MSCI Emerging Markets Small Cap Index (Net) 13.73 12.89 20.89 16.28 7.15 9.48 7.21

Past performance cannot guarantee future results. Returns for periods greater than one year are annualized. Returns are expressed in U.S. dollars. Composite and benchmark returns 
are net of transaction costs and gross of non-reclaimable withholding taxes, if any, and reflect the reinvestment of dividends and other earnings. 
Performance prior to November 1, 2014, occurred while the portfolio management team was affiliated with a prior firm. Such members of the portfolio management team were responsible for investment 
decisions at the prior firm and the decision-making process has remained intact. Gross-of-fees returns are presented before management and custodial fees but after any transaction costs. The 
composite net-of-fees returns reflect net-of-model fees and are calculated in the same manner as gross-of-fee returns using the Time Weighted Rate of Return method. Actual fees may vary depending 
on, among other things, the applicable fee schedule and portfolio size. The firm’s fees are available on request and may be found on Part 2A of its Form ADV.

Source: FactSet.
Holdings are subject to change and should not be construed as investment advice or a recommendation to buy, sell, or hold any security.
Information relating to portfolio holdings is based on the representative account in the composite and may vary for other accounts in the strategy due to asset size, client guidelines, and 
other factors. Holdings are as of quarter end and may change at any time. This material should not be construed as a recommendation to buy or sell securities.

Representative Account
Top 5 Contributors* (%)

Contribution to Relative Return 
(Gross of fees)

Taiwan Union Technology Corporation 2.43

LG Innotek Co., Ltd 1.67

MPI Corporation 1.33

Nanya Technology Corporation 1.23

PSK INC 1.10

Representative Account
Top 5 Detractors* (%)

Contribution to Relative Return 
(Gross of fees)

Guoquan Food (Shanghai) Company., Ltd. Class H -0.35

Pan African Resources PLC -0.32

Shanghai Conant Optical Co. Ltd. Class H -0.29

CGN Mining Co. Ltd. -0.21

Hankuk Carbon Co., Ltd -0.21

Representative Account 
Top 10 Holdings

Country Sector

Taiwan Union Technology 
Corporation Taiwan Information Technology

Nanya Technology Corporation Taiwan Information Technology

Chenbro Micom Co., Ltd. Taiwan Information Technology

Phison Electronics Corp. Taiwan Information Technology

LG Innotek Co., Ltd Korea Information Technology

PSK INC Korea Information Technology

SAMSUNG E&A CO. LTD. Korea Industrials

Wonik IPS Co., Ltd. Korea Information Technology

Tripod Technology Corporation Taiwan Information Technology

Winbond Electronics Corp. Taiwan Information Technology

Total % of Portfolio  18.86%
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