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The Allure of Smaller Companies  

 

Longer term global small companies outperform but they tend to be volatile 
and cyclical. How much has the recent pull back in equity markets improved 
the valuation outlook? 

 

 

 

The Allure of Smaller Companies 
 

Many investors are interested in investing in smaller companies – especially ones that might 
eventually become bigger companies. Many smaller companies are in the early stage of 
their corporate life cycle and can often offer potential for above market growth. Additionally 
they are often less appreciated by investors in their early years and offer potential for a 
valuation uplift as investors appreciate the business. But with the allure of outsized returns 
also comes greater uncertainty and risk. 

 

Figure 1: Global Smaller Companies Outperform 

 

Source: Factset, State Street Global Advisors from 30 January 2001 to 31 October 2022. Past performance is not a reliable indicator of future performance. 

Index returns reflect capital gains and losses, income, and the reinvestment of dividends. Index returns are unmanaged and do not reflect the deduction of 

any fees or expenses. PE = Price to Earnings. NTM = Next Twelve Months. 

 S&P/ASX 100 
Index 

S&P/ASX Small 
Ordinaries Index 

MSCI World 
Index 

MSCI World 
Small Cap Index 

Return p.a. 8.04% 5.48% 5.69% 8.25% 

Volatility p.a. 13% 18% 15% 17% 

Beta 1 1.15 1 1.10 

Earnings Growth p.a. (Median) 4.7% -0.2% 5.2% 6.2% 

Dividend Yield (Median) 4.6 3.8 2.6 2.2 

PE (NTM) (Median) 14.4 15.0 14.8 16.9 

In the last 20 years the best place to be for smaller companies has been global not local. The MSCI World Small Cap Index has 
generated 8.25% p.a. and has outperformed the MSCI World Index by 2.56% p.a. as well as Australian smaller companies by 
+2.76%.1 The index has been associated with earnings growth of 6.2% an average yield of 2.2% and an average multiple of 
16.9 since Jan 2001.1  Smaller companies are known to be more volatile than larger capitalised stocks and this can be seen in 
both the annualized volatility and the beta of the smaller capitalized companies.  

  

As shown in figure 2 below the MSCI World small capitalised stocks outperform the most during bull markets and underperform 
the most during market corrections. The cycles of both outperformance and under performance are usually a function of 
changing investor risk appetites as well as liquidity effects.  
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Figure 2: Longer Term Smaller Companies Outperform but Beware the Volatility 

  
Source: Factset, SSGA from 30 January 2001 to 31 October 2022.Past performance is not a reliable indicator of future performance. Index returns reflect 
capital gains and losses, income, and the reinvestment of dividends.  Index returns are unmanaged and do not reflect the deduction of any fees or expenses. 

 

 
The excess return over the last 20 years is significant but depending on your entry the investor experience can be varied. In 
figure 2 the red shaded areas show the periods of underperformance associated with equity market down turns also associated 
with tighter liquidity conditions and risk averse investor behaviour. Investor risk appetite and liquidity also impact the valuation 
multiples that investors are willing to ascribe to these companies.  
 
Figure 3 shows the changes in PE (NTM) for the last 20 years and you can observe the changing valuation multiples investors 
are willing to ascribe during bullish and bearish market environments. The underperformance during these periods usually take 
the smaller companies from above market valuations to more attractive longer term valuations. Figure 3 below places current 
valuations in historical context.  
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Figure 3:  Relative Valuations Global Small Companies – MSCI World Small Cap Index 

 
Source: Factset, SSGA from 30 January 2001 to 31 October 2022.Past performance is not a reliable indicator of future performance. Index returns reflect 
capital gains and losses, income, and the reinvestment of dividends.  Index returns are unmanaged and do not reflect the deduction of any fees or expenses. 
 

The Bottom Line 

After the recent correction in the global equities, smaller capitalised stocks are now trading at lower valuations relative to 
history in an absolute sense and relative to the MSCI World Index. When liquidity conditions improve and investors become 
less risk averse the cyclical environment should be more favourable for smaller companies.  
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Footnotes: 
1 Source: Factset, State Street Global Advisors from 30 January 2001 to 31 October 2022. 

 

Important Disclosures 

Issued by State Street Global Advisors, Australia, Limited (AFSL Number 238276, ABN 42 003 914 225) (“SSGA Australia”).  Registered 
office: Level 14, 420 George Street, Sydney, NSW 2000, Australia · Telephone: +612 9240-7600 · Web: ssga.com. 

The views expressed in this material are the views of Bruce Apted, Head of Portfolio Management  – Australia, Active Quantitative Equity 
Team through the period ended 31 October 2022 and are subject to change based on market and other conditions. The information 
provided does not constitute investment advice and it should not be relied on as such.  

All information is from SSGA unless otherwise noted and 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.  

Investing involves risk including the risk of loss of principal.  

Investing in commodities entail significant risk and is not appropriate for all investors. Commodities investing entail significant risk as 
commodity prices can be extremely volatile due to wide range of factors. A few such factors include overall market movements, real or 
perceived inflationary trends, commodity index volatility, international, economic and political changes, change in interest and currency 
exchange rates. 

Equity securities may fluctuate in value and can decline significantly in response to the activities of individual companies and general market 
and economic conditions. Investing in foreign domiciled securities may involve risk of capital loss from unfavorable fluctuation in currency 
values, withholding taxes, from differences in generally accepted accounting principles or from economic or political instability in other 
nations.  

Because of their narrow focus, sector investing tends to be more volatile than investments that diversify across many sectors and 
companies. 

Standard & Poor's and S&P are registered trademarks of Standard & Poor's Financial Services LLC ("S&P") and Dow Jones is a registered 
trademark of Dow Jones Trademark Holdings LLC ("Dow Jones") and have been licensed for use by S&P Dow Jones Indices LLC and 
sublicensed by SSGA. The S&P indices are a product of S&P Dow Jones Indices LLC and have been licensed by SSGA. State Street 
Australian Equity Fund is not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P, their respective 
affiliates, and none of S&P Dow Jones Indices LLC, Dow Jones, S&P, nor their respective affiliates make any representation regarding the 
advisability of investing in such product(s). 

MSCI indices are the exclusive property of MSCI Inc. ("MSCI"). MSCI and the MSCI index names are service mark(s) of MSCI or its 
affiliates and have been licensed for use for certain purposes by State Street Global Advisors ("SSGA"). The financial securities referred to 
herein are not sponsored, endorsed, or promoted by MSCI, and MSCI bears no liability with respect to any such financial securities. No 
purchaser, seller or holder of this product, or any other person or entity, should use or refer to any MSCI trade name, trademark or service 
mark to sponsor, endorse, market or promote this product without first contacting MSCI to determine whether MSCI's permission is required. 
Under no circumstances may any person or entity claim any affiliation with MSCI without the prior written permission of MSCI. 

This document may contain certain statements deemed to be forward-looking statements. All statements, other than historical facts, 
contained within this document that address activities, events or developments that SSGA expects, believes or anticipates will or may occur 
in the future are forward-looking statements. These statements are based on certain assumptions and analyses made by SSGA in light of its 
experience and perception of historical trends, current conditions, expected future developments and other factors it believes are 
appropriate in the circumstances, many of which are detailed herein. Such statements are subject to a number of assumptions, risks, 
uncertainties, many of which are beyond SSGA’s control. Please note that any such statements are not guarantees of any future 
performance and that actual results or developments may differ materially from those projected in the forward-looking statements.  

This material is general information only and does not take into account your individual objectives, financial situation or needs and you 
should consider whether it is appropriate for you.  

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties without 
SSGA Australia’s express written consent. 
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