
 

 
A good time to invest in Global Small Caps 
 

There are well known benefits to investing in Global Small Caps. Interestingly, although investors are 

comfortable investing in domestic smaller companies, most have their entire global equity exposure in 

MSCI World (Large Cap) stocks. Successfully timing an entry into Global Small Caps might seem 

challenging, but history suggests it’s now a good time to consider an allocation to this sector.  

The case for Global Small Caps 

There are a number of reasons to consider an allocation to Global Small Caps: 

 Over the long term, Small Caps have outperformed Large Caps 

 The consistent trend that Small Caps outperform Large Caps for the 12 months following a 

significant market drawdown 

 Using four valuation metrics, the Global Small Cap index is currently at a discount to both the 

S&P/ASX Small Ordinaries and S&P500 

 Over the last decade, the price/earnings ratio of Global Small Caps (NTM) has nearly always 

been at higher levels than domestic Small Caps.  This has now reversed. 

 Current sector exposures of Global Small Caps and domestic Small Caps have several large 

differences: 

o Small Ords has 23% in Materials, compared to 6% weighting in Global Smalls 

o Small Ords is 5% overweight Global Smalls’ Real Estate 

o Small Ords is 11.7% underweight Global Smalls’ Industrials 

o Small Ords is 7.7% underweight Global Smalls’ combined IT and Health Care sectors 

The summary statistics for all three indexes over the period from 31/03/2000 to 31/07/2022 are 

provided in Figure one. All returns are in AUD.  

Figure one: Index characteristics 

Characteristic Global Large Cap Global Small Cap Small Ords 

Total return, annualised 5.04% 7.56% 5.80% 

Volatility 11.84% 13.79% 17.83% 

Return/risk 0.43 0.55 0.33 

Return, excess (to Global 

Large) 

- 2.52% 0.76% 

Tracking error (to Global 

Large) 

- 6.5% 16.2% 

Information ratio - 0.39 0.05 

Beta - 1.03 0.70 

 

Source: FactSet, MSCI 

Following the market drawdown this year, it’s timely to consider adding an exposure to Global Small 

Caps to an investment portfolio. 
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Timing the Small Cap Beta 

Figure two shows the outperformance of MSCI World ex AU Small Caps (Global Smalls), given the recent 

performance of MSCI World ex AU (Global Large).  

The X-axis represents the return for the last six months of Global Large, with the Y-axis the excess 

performance of Global Smalls for the 12 months following. The highlighted month is October 2002; 

Global Large’s six-month return to that date was down 20.3%. From October 2002 until October 2003, 

Global Smalls then outperformed Global Large by 16.5%. 

Figure two: Small Cap Beta

 

Source: FactSet, MSCI 

We see a clear trend that after the broader market has fallen, Global Small Caps outperform. The trend 

is less clear if the recent six-month return of Global Large has been positive. 

Table one: 12 month Returns of Global Small Caps following 6 month Global Large Return 

  

How do Australian Small Caps Compare? 

Error! Reference source not found.Figure three shows the rolling 12-month excess returns of Global 

Smalls and the S&P/ASX Small Ordinaries Index (Small Ords). Significant drawdown periods of Global 

Large have been highlighted on the chart. Looking at the rolling outperformance data over time, we can 

see much of this outlier activity came around the GFC period (2008-2009), when relative returns for the 

Small Ords over MSCI Large moved from -60% to +60%.  

Following the shorter drawdown in 2011, Global Smalls performed in line with Global Large, while Small 

Ords was very weak for several years. Small Ords performed strongly following the brief drawdown in 

6-Month Return, R R < 0 R > 0 R < -10% -10% < R < 0% 0 < R < 10% > 10%

Number of Months 87 171 30 57 110 61

Small Excess 6.0% -0.1% 7.2% 5.4% 1.0% -2.1%
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2016, with Global Smalls a small outperformer. Following the rapid drawdown 

and rebound in 2020, Global Smalls and Small Ords both outperformed strongly. 

Figure three: Comparison of Global Smalls versus the Small Ords  

 

 

 

 

 

 

 

 

 

 

 

 

Source: FactSet, MSCI 

Valuation of Small Caps 

Figure four shows the relative P/E’s of MSCI Smalls and the Small Ords, along with S&P500 and 

NASDAQ.  The two small cap indices are trading at discounts to both their own long-term average 

valuations, and compared to US large cap indices. MSCI Smalls is also trading at a valuation discount to 

the Small Ords – the size of this discount is almost at it largest point seen over the past 10 years.  

Figure four: Forward PE ratios of Global Indices over time 

 

Source: FactSet 
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Conclusion 

Although both Global Smalls and the Small Ords have historically outperformed overall following a 

drawdown in Global Large, the profile of their outperformance has been quite different. Small Ords saw 

huge relative volatility around the GFC and has had periods of underperformance following more recent 

drawdown events.  

Astute investors balance the return and diversification benefits with the lower capacity, and slightly lower 

liquidity, offered by Small Caps. Global Smalls is currently trading at historically large discounts on a 

valuation basis to both Small Ords and Large Cap indexes and is at valuation levels not seen since 

2012-2013, making it an ideal time to consider an allocation to this sector. 

 

Disclaimer 

This report has been prepared by Blue Orbit Asset Management Pty Ltd (“Blue Orbit”), to provide you with general information 

only. In preparing this report, we did not take into account the investment objectives, financial situation or particular needs of 

any particular person. It is not intended to take the place of professional advice and you should not take action on specific issues 

in reliance on this information. Neither Blue Orbit, Equity Trustees nor any of its related parties, their employees or directors, 

provide any warranty of accuracy or reliability in relation to such information or accepts any liability to any person who relies on 

it. Past performance should not be taken as an indicator of future performance. You should obtain a copy of the Product 

Disclosure Statement before making a decision about whether to invest in this product. 

This report has been prepared for use by wholesale clients only (within the meaning of the Corporations Act 2001 (Cth) and no 

other persons. Information presented in this document is general information only, and is not intended to constitute personal 

advice or recommendations.  

While every effort has been made to ensure accuracy at the time of compilation, Blue Orbit makes no warranties or 

representations as to the accuracy, completeness or reliability of this information, nor that it is free from error. You should read 

the information memorandum or other offer document for the Fund and consider whether an investment is appropriate for you. 

Alpha Signal returns 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 and past performance is not an indication of 

future returns. Any forward looking statements in this report are based upon Blue Orbit’s current views and assumptions and 

involve known and unknown risks and uncertainties, many of which are beyond Blue Orbit’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 undertakes no obligation 

to update any forward-looking statements to reflect events or circumstances after the date of this report. For more information 

please visit www.blueorbitam.com  

 

Source: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any 

form and may not be used as a basis for or a component of any financial instruments or products or indices. None of the MSCI 

information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of 

investment decision and may not be relied on as such. Historical data and analysis should not be taken as an indication or 

guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on an "as is" basis and 

the user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each 

other person involved in or related to compiling, computing or creating any MSCI information (collectively, the "MSCI Parties') 

expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, 

non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of 

the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, 

consequential (including, without limitation, lost profits) or any other damages. (www.msci.com). 

 


