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Small Caps Poised to Outperform

• �Over the next two years, small cap earnings per share growth is forecasted to double that of large 
caps. This would be a significant change from the past several years when the earnings growth of 
small caps and large caps were similar. (In spite of this, small caps underperformed during the past 
few years due possibly to investor pessimism driven by recessionary fears.) 

• �Additionally, given the faster economic growth of the U.S. compared to the rest of the developed world, 
small caps’ greater domestic exposure relative to large caps (79% vs. 64%) may be an advantage.

• �Small cap stocks are also attractively valued when one compares the price-to-earnings (P/E) multiple 
of the Russell 1000 and Russell 2000 indexes; the P/E multiple premium of the Russell 2000 index 
relative to the Russell 1000 is the lowest it has been in a decade.1

• �In contrast to the past few years, small cap stocks have historically tended to outperform large cap 
stocks (see Alger On the Money “Looking for Higher Returns?”).

1  �The price-to-earnings (P/E) multiple is a ratio for valuing a company that measures its current share price relative to its earnings  
per share.

Small Caps Are Growing Faster than Large Caps
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Source: FactSet as of December 2018. EPS for 2019-2020 are consensus estimates and actual earnings per share 
might be materially di�erent than shown. Past performance is not an indication or guarantee of future results.

100

120

140

160

202020192018

●   Russell 2000 Index

●   Russell 1000 Index

Currently in the U.S. it appears that smaller capitalization stocks may be positioned for 
higher returns than their larger counterparts. As fundamentals and valuation both seem to 
be aligned, small caps may be able to reverse a multiyear period of underperformance. 

https://www.alger.com/AlgerDocuments/AOM42_LooknHigherReturnsNonUS.pdf
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The views expressed are the views of Fred Alger Management, Inc. (“FAM”) and Alger Management, Ltd. (“AML”) as of February 2019. These views are subject to change 
at any time and they do not guarantee the future performance of the markets, any security or any funds managed by Fred Alger Management, Inc. These views are not 
meant to provide investment advice and should not be considered a recommendation to purchase or sell securities. FAM serves as sub-advisor to AML. 

Important information for Swiss investors: Funds authorized by the Swiss Financial Market Supervisory Authority FINMA for distributing their shares publicly in Switzer-
land: for interested parties, fund regulations or the articles of incorporation, the key investor information document (KIID) and the full prospectus, in their current versions, as 
well as the annual and semi-annual reports are provided free of charge at the representative in Switzerland. ACOLIN Fund Services AG, Affolternstrasse 56, CH-8050 Zurich. 
Paying agent in Switzerland is Neue Helvetische Bank AG, Seefeldstrasse 215, CH-8008 Zürich. 

Important information for UK investors: Fred Alger & Company, Incorporated is not an authorised person for the purposes of the Financial Services and Markets Act 2000 
of the United Kingdom (“FSMA”) and the information shown has not been approved by an authorised person for the purposes of Section 21(2)(b) of the FSMA. The presenta-
tion of this information in the United Kingdom is restricted by law. Accordingly, this information is directed only at persons in the United Kingdom reasonably believed to be of 
a kind to whom such promotions may be communicated by an unauthorised person pursuant to an exemption under the Financial Services and Markets Act 2000 (Financial 
Promotion) Order 2005 (the “FPO”). Such persons include: (a) persons having professional experience in matters relating to investments and (b) high net worth bodies corpo-
rate, partnerships, unincorporated associations, trusts, etc. falling within Article 49 of the FPO. The services provided by Fred Alger & Company, Incorporated and its affiliated 
entities and the investment opportunities to which this information relates are available only to such persons, and persons of any other description may not rely on it.  Most of 
the rules made under the FSMA for the protection of retail clients do not apply, and compensation under the United Kingdom Financial Services Compensation Scheme will 
not be available.

Alger Management, Ltd. (company house number 8634056, domiciled at 78 Brook Street, London W1K 5EF, UK) is authorised and regulated by the Financial Conduct Author-
ity, for the distribution of regulated financial products and services. La Française AM International has a signed agreement with Alger Management Ltd., whereby La Française 
AM International is authorized to distribute Fred Alger Management, Inc. products in Europe. Fred Alger Management, Inc. and/or Weatherbie Capital, LLC, U.S. registered 
investment advisors, serve as sub-portfolio manager to financial products distributed by Alger Management, Ltd.

Risk Disclosure: Investing in the stock market involves risks, and may not be suitable for all investors. Growth stocks tend to be more volatile than other stocks as their 
prices tend to be higher in relation to their companies’ earnings and may be more sensitive to market, political, and economic developments. Investing in companies of 
small capitalizations involve the risk that such issuers may have limited product lines or financial resources, lack management depth, or have limited liquidity.


