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Background 
When looking over long periods of time at a headline benchmark returns, within Australia it appears as if large 

capitalisation stocks (represented by the ASX 100 Index) have outperformed smaller capitalisation securities 

(represented by the ASX Small Ordinaries Index).  

  

Annualised 

Return (p.a.)1 

Index 20 years 

S&P/ASX 100 Index 7.5% 

S&P/ASX Small Ordinaries Index 5.6% 

 

However, if one looks at the top 300 stocks in the ASX with more granularity across size and time periods, a more 

interesting picture of size performance emerges beyond these headline returns. 

 

Index Composition and Concentration 
The Australian market is characterised by a high concentration of the top stocks. This has serious implications for 

the use of the benchmark from a performance, risk and benchmarking standpoint. 

Component2 ASX 50 ASX 100 ASX 300 

ASX 50 100% 5% 75% 

ASX Midcap 50 - 15% 13% 

Small Ordinaries - - 12% 

Total 100% 100% 100% 

 

Given the large proportion of the major benchmark indices are constituted by the largest 50 stocks, its relative 

underperformance against the benchmark is easily obscured by the fact that it effectively is most of the 

benchmark. 

Looking at the returns of these headline segments, our main finding is that the supposed outperformance of the 

ASX 100 has largely been driven by the performance of the subset of Midcap 50 stocks (ASX stocks 51-100 by 

weight).  

  

                                                           
1 Accumulation returns shown for all indices. Time period shown is the 20 year period ending September 30, 2020. Source: Factset, S&P 
2 Data shown is index weightings as at January 25, 2021. Source: Factset, S&P 
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Table 1: Annualised Index Performance 

  Annualised Returns (p.a.)3 

Index 1 year 3 year 5 years 10 years 20 years 

S&P/ASX Small Ordinaries Index -3.3% 6.5% 10.0% 3.5% 5.6% 

S&P/ASX 50 Index (Large Cap) -13.0% 4.1% 6.4% 6.8% 7.1% 

S&P/ASX Midcap 50 Index (Mid Cap 50) 2.3% 8.1% 12.0% 9.3% 10.3% 

These stocks have significantly outperformed the Large Cap 50 (ASX stocks 1-50) over the entire period, and by a 

large margin (over 3% p.a. over the last 20 years). The Midcap 50 has also outperformed the Large Cap 50 over a 

1, 3, 5, and 10 year horizon (p.a.). Despite having slightly higher volatility, this outperformance stands on a risk 

adjusted basis, with the Midcap 50 index returning higher Sharpe ratios than Large Cap 50 over all of these time 

horizons. 

Table 2: Risk and Risk Adjusted Return 

  Annualised Volatility and Sharpe ratios (p.a.)4 
Index 5 years 10 years 20 years 

  
Standard 
Deviation 

Sharpe 
Ratio 

Standard 
Deviation 

Sharpe 
Ratio 

Standard 
Deviation 

Sharpe 
Ratio 

S&P/ASX Small Ordinaries Index 17.68 0.47 16.55 0.11 17.60 0.22 
S&P/ASX 50 Index (Large Cap 50) 14.01 0.33 13.07 0.39 13.19 0.40 
S&P/ASX Midcap 50 Index (Midcap 50) 17.32 0.60 15.47 0.49 15.44 0.55 

Therefore, a passive allocation to the ASX 100 index has, over long periods, underperformed consistently  against 

a simple passive portfolio with a relative overweighting to the Midcap 50 beta. This beta weighting strategy would 

have harnessed significant outperformance, while still benefiting from passive fees. 

  

                                                           
3 Accumulation returns shown for all indices. Time period shown is the 20 year period ending September 30, 2020. Source: Factset, S&P 
4 Time period shown is the 20 year period ending September 30, 2020. Source: Factset, S&P 
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Focus on Small Caps 
So what about small caps? 

The underperformance of Small Cap relative to the Large Cap 50 index over the entire 20 year period is primarily 

due to the large relative drawdown in the Small Ordinaries between March 2012- March 2015. 

This time period corresponded to a large drawdown in global commodity prices. The follow on effect to the Small 

Ordinaries was significant, given its large overweight to commodity stocks and explorers relative to the Large Cap 

50 at the time. 

Figure 2 Cumulative Index Performance to September 2020 

 

Source: FactSet 

From mid 2015, the Small Ordinaries’ relative overweighting to commodities versus the Large Cap 50 has dropped 

significantly, reducing the impact of commodity price fluctuations on its relative performance. 

Additionally, the Small Ordinaries sector diversification profile has improved – with a more even allocation across 

industry sectors in 2020. This contrasts with the Large Cap 50, which is highly concentrated on a sector basis due 

to its weight concentration in a handful of large names, i.e. the domestic banks and supermarkets, and top tier 

miners.  
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Figure 3 Industry Weights for Selected Indices 
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To get more granularity on the actual performance of size bands than what is represented by the index level 

classifications, we broke down the ASX 300 into 12 groups (each containing 25 stocks) and looked at the 

performance of each group over the 20 year period.  

The groups were rebalanced by capitalisation quarterly (similarly to the S&P indices, which also rebalance 

quarterly). Accordingly, groups 1 &2 represent the largest 50 stocks (effectively Large Cap 50), group 3 & 4 are the 

Midcap 50, and group 5-12 are the Small Ordinaries, with group 12 being the smallest 25 stocks. 

Within the Small Ordinaries, the bottom 2 groups (numbered 11 and 12) have consistently underperformed all 

other groups, over a 20 year period. Additionally, there is a large return dispersion between and within the groups 

that make up the Small Ordinaries- these findings confirm to us that there is a solid opportunity for active 

management to add value within this space.  

Figure 4 Cumulative Returns of Size Groups within the ASX 300 Universe 

 
Source: Blue Orbit, R, Factset 
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Looking at the last 5 years, the performance of small caps has outstripped its larger cap counterparts. The table 

below shows the annualised and risk adjusted performance of the various market cap groups, which shows the 

extent of the return dispersions. 

The Large Cap 50 (groups 1 & 2) has underperformed, while several small cap groups have outperformed the 

Midcap 50 also on both a total and risk adjusted basis. 

Table 3: Risk and Return for size groups within the ASX 300, September 2015 – September 2020 

Size Groups within the 
ASX 3005 

Annualized 
Return 

Annualized 
Standard 
Deviation 

Sharpe 
Ratio 

Group 10 15.33 30.67 0.43 

Group 9 13.39 25.31 0.45 

Group 4 12.10 19.57 0.51 

Group 3 11.71 22.66 0.42 

Group 5 11.07 18.72 0.48 

Group 8 10.40 21.22 0.39 

Group 6 9.56 21.24 0.35 

Group 7 8.79 19.86 0.34 

Group 11 8.44 25.52 0.25 

Group 2 7.97 18.01 0.33 

Group 1 6.12 14.55 0.28 

Group 12 -2.77 32.25 -0.15 

    

    
  LargeCap 50  
  MidCap 50   
  Small Ordinaries  

 

The bottom 50 stocks of the Small Ordinaries (groups 11 & 12) have continued to lag, in line with the longer term 

findings.  Note that during the post-GFC market rally in 2009 when investors again embraced risk, the two smallest 

groups significantly outperformed all others.   

Figure 5 shows the ranking of each group (out of 12) in each individual year covered by the analysis..  The bottom 

right chart, labelled 12, is for the smallest group of stocks.  In 2003 and 2009 it ranked 1, which means it was the 

best performing group in those years.  However, it was the worst performing group in 11 years.  It is also clear that 

the second smallest group performed poorly throughout most of the 20 years. 

The strong performance of the middle groups in various years displays the opportunities to outperform both Large 

Cap 50 and Midcap 50 are frequent and persistent. 

  

                                                           
5 Source: Blue Orbit, R, FactSet 
Data shown covers the 5 year period from September 2015 – September 2020 
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Figure 5 Performance ranking of size groups by year 

 

Conclusion 
Our research supports the existence of a meaningful beta opportunity within mid and small capitalisation stocks 

in Australia, compared to the largest 50 names.   

To capture this outperformance, investors can benefit from Midcap 50 beta strength through a low-cost passive 

overweighting. 

Within the Small ordinaries, the dispersion between the performance and performance frequency of the size 

groups, combined with the inefficiency in this market segment, require a more active approach to maximise the 

strong alpha opportunity available. 

 

Disclaimer 
This presentation has been prepared for the general information of clients and professional associates of Blue Orbit Asset Management Pty. 

Ltd., ABN: 74 623 916 816 | AFSL: 513710 (Blue Orbit AM).  This presentation has been prepared for use by wholesale clients only (within the 

meaning of the Corporations Act 2001 (Cth) and no other persons. Information in this presentation does not constitute an offer or solicitation 

and may not be treated as an offer or solicitation in any jurisdiction where such an offer or solicitation is against the law or to anyone to 

whom it is unlawful to make such an offer or solicitation, or if the person making the offer or solicitation is not qualified to do so.  

Information presented in this document is general information only, and is not intended to constitute personal advice or recommendations. 

This information has not taken into account your investment objectives, financial situation or needs.  We strongly recommend that you seek 

your own professional financial and legal advice prior to any investment decision. While every effort has been made to ensure accuracy at 

the time of compilation, Blue Orbit AM makes no warranties or representations as to the accuracy, completeness or reliability of this 

information, nor that it is free from error. Unless otherwise stated, all returns shown in this presentation are simulated returns, and do not 

represent actual returns that an investor received. Neither Blue Orbit AM nor any other party guarantees any income or capital return from 

an investment.  

Past performance is not an indication of future returns.  Any forward looking statements in this presentation are based upon Blue Orbit AM’s 

current views and assumptions and involve known and unknown risks and uncertainties, many of which are beyond Blue Orbit AM’s control 

and could cause actual results, performance or events to differ materially from those expressed or implied.  These forward looking statements 

are not guarantees or representations of future performance and should not be relied upon as such. Blue Orbit AM undertakes no obligation 

to update any forward looking statements to reflect events or circumstances after the date of this presentation. 


