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The rationale for investing in the stocks of 
small companies is well established 
through empirical record, academic litera-
ture and decades of practical asset alloca-
tion. Over the past century, small caps have 
outperformed large caps by roughly 1.5 
percentage points annually.

The recent outperformance of large 
companies has obscured the benefits for 
long-term investors who allocate some of 
their portfolio to US and global small caps. 
Popular misguided narratives about the 
state of small caps have not helped.

Since small caps represent a meaningful 
part of the global market — about 10 per 
cent of the US by market capitalisation — 
they belong in a diversified portfolio. These 
are companies from a variety of sectors 
and many have the potential for significant 
returns. After all, firms such as Nvidia were 
start-ups before they were giants.

Those worried about overexposure to 
the currently high-priced US market might 
find small-cap valuations compelling. 
While the aggregate price to trailing 
earnings multiple for US large caps has 
grown to more than 30 times — nearly 
double the average since 1963 of 17.6 — the 
ratio for US small-cap stocks is just 16.4.

Spreading investment to small caps 
helps lessen the exposure investors have to 
top stocks such as the Magnificent Seven, 
which now account for more than 35 per 
cent of the weight of the S&P 500 index.

And there are good reasons to question 
the aberrational recent returns of US large 
caps.

Large caps beat small caps by more than 
8 percentage points annualised (19.7 per 
cent vs 11.6 per cent, respectively) over the 
three years to June 30 2025, according to 
Dimensional indices.  But historical 
context for those two returns is important.

The S&P 500 index’s return over that 
stretch was nearly double its long-run 
average since June 1927. Contrast that with 
US small caps, where returns hewed much 
more closely to their long-run average of 
11.6 per cent for three years and 11.9 per 
cent since 1927.

Expecting a continuation of large-cap 
returns well in excess of the historical 
norm is a bet on further unexpected 
success stories for these firms.

As for small caps, much postmortem 
effort has been devoted to uncovering 
causes why they have trailed bigger peers 
in recent years. These have revolved 
around the idea of a “new normal” incor-
porating everything from the impact of 
private equity (resulting in fewer IPOs or 
older market debutants) to technology 
upheaval (mainly AI).

The volatility of stock return data makes 
it hard to identify trends like these in 
market pricing. But one data point makes a 
compelling case that a key mechanism 
responsible for the premium for investing 

in smaller caps historically is alive and 
well.

Migration, when firms grow into the mid 
or large caps, has been a key driver of the 
long-run outperformance of small stocks. 
The good news for investors is that this 
migration has been occurring at roughly 
the same frequency even in recent years — 
11 per cent in the last 10 years and 10.1 per 
cent since 1926.

It’s also worth noting that the data on 
the size premium has been rosier outside 
the US. In non-US developed markets, 
small caps have been about even with large 
caps over the past three years and have 
outperformed over the past half-decade.

Some of the concern over the small-cap 
asset class has focused on deteriorating 
financials for firms of this size. These 
concerns are not unfounded but pertain 
primarily to one specific subset of the 
small-cap market — in particular, stocks 
with high valuations and low profitability. 
You don’t need an economics degree to 
know that this combination of characteris-
tics is bad for expected returns.

Excluding low-profitability growth 
stocks — the bottom quartile of companies 
ranked by operating profits as a percentage 
of net assets or book equity — substantially 
improves expected returns from small caps 
(15.17 per cent annualised for US equities 
since 1975 compared to 13.95).

The largest and most successful compa-
nies of today were small caps once upon a 
time. A broadly diversified allocation to 
the small-cap market can help long-term 
investors capture future winners from 
today’s smaller firms.

WES CRILL

The writer is  a vice-president of Dimensional 
Fund Advisors and co-host of the “Informed
Investor” podcast
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Why small caps belong in your portfolio
Markets Insight

The record suggests such stocks outperform over the long term  
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1. Based on the returns of Dimensional US Small Cap Index vs. S&P 500 
Index from 1928 to 2025. 
2. MSCI All Country World Small Cap Index was 10.8% of MSCI All 
Country World IMI Index as of December 31, 2025. 
3. Based on Fama/French US small cap and large cap indices as of 
December 31, 2025. Delineation between large and small is the median 
market capitalization for stocks listed on the NYSE. Details available at  
https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/Data_Libra
ry/det_port_form_sz.html 
4. Based on returns of Dimensional US Large Cap Index and Dimen-
sional US Small Cap Index from July 1, 2022, to June 30, 2025. 
3. Based on Fama/French US small cap and large cap indices as of 
December 31, 2025. Delineation between large and small is the median 
market capitalization for stocks listed on the NYSE. Details available at  
https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/Data_Libra
ry/det_port_form_sz.html 
6. Based on returns of Dimensional International Small Cap Index vs. 
MSCI World ex USA (gross div) from 1970 to 2024, and Dimensional 
Emerging Markets Small Index vs. MSCI Emerging Markets (gross div) 
from 1989 to 2024. 
7. Based on Dimensional US Small Cap Index vs. Dimensional US 
Unadjusted Small Cap Index from 1975 to 2024.

Size premium: The return difference between small capitalization 
stocks and large capitalization stocks. 
Valuations: A measure of the price investors pay for companies’ 
earnings. 
Profitability: A company’s operating income before depreciation and 
amortization minus interest expense scaled by book equity. 
Aggregate Price to Trailing Earnings Multiple: The total market 
value of the companies in a particular category (e.g., small capitaliza-
tion stocks) relative to their total combined earnings over the past 12 
months. 

This information is intended for educational purposes and should not 
be considered a recommendation to buy or sell a particular security. 
Named securities may be held in accounts managed by Dimensional. 

Past performance is not a guarantee of future results. Actual returns 
may be lower. Indices are not available for direct investment; there-
fore, their performance does not reflect the expenses associated with 
the management of an actual portfolio. S&P data © 2026 S&P Dow 
Jones Indices LLC, a division of S&P Global. All rights reserved. MSCI 
data © MSCI 2026, all rights reserved. Eugene Fama and Ken French 
are members of the Board of Directors of the general partner of, and 
provide consulting services to, Dimensional Fund Advisors LP. Other 
periods selected may have different results, including losses. 

The Magnificent 7 stocks include Alphabet, Amazon, Apple, Meta 
Platforms, Microsoft, NVIDIA, and Tesla. Named securities may be 
held in accounts managed by Dimensional. 

Dimensional US Small Cap Index: January 1975–present: Compiled by 
Dimensional from CRSP and Compustat data. Market-capitaliza-
tion-weighted index of securities of the smallest US companies whose 
market capitalization falls in the lowest 8% of the total market capital-
ization of the eligible market. The eligible market is composed of 
securities of US companies traded on the NYSE, NYSE MKT (formerly 
AMEX), and Nasdaq Global Market. Exclusions: non-US companies, 
REITs, UITs, investment companies, and companies with the lowest 
profitability and highest relative price within the small cap universe. 
The index also excludes those companies with the highest asset growth 
within the small cap universe. Profitability is defined as operating 
income before depreciation and amortization minus interest expense 
divided by book equity. Asset growth is defined as change in total 
assets from the prior fiscal year to current fiscal year. The index has 
been retrospectively calculated by Dimensional and did not exist prior 

to March 2007. Accordingly, the results shown during the periods prior 
to March 2007 do not represent actual returns of the index. Other 
periods selected may have different results, including losses. The 
calculation methodology for the index was amended in January 2014 
to include profitability as a factor in selecting securities for inclusion 
in the index. The calculation methodology for the index was amended 
in December 2019 to include asset growth as a factor in selecting 
securities for inclusion in the index. Prior to January 1975: Compiled 
by Dimensional from CRSP and Compustat data. Market-capitaliza-
tion-weighted index of securities of the smallest US companies whose 
market capitalization falls in the lowest 8% of the total market capital-
ization of the eligible market. The eligible market is composed of 
securities of US companies traded on the NYSE, NYSE MKT (formerly 
AMEX), and Nasdaq Global Market. Exclusions: non-US companies, 
REITs, UITs, and investment companies.
 
Dimensional US Large Cap Index: Compiled by Dimensional from 
CRSP and Compustat data. Market-capitalization-weighted index of 
securities of the largest US companies whose market capitalization 
falls in the highest 90% of the total market capitalization of the eligible 
market. The eligible market is composed of securities of US companies 
traded on the NYSE, NYSE MKT (formerly AMEX), and Nasdaq Global 
Market. Exclusions: non-US companies, REITs, UITs, and investment 
companies. The index has been retrospectively calculated by Dimensional 
and did not exist prior to March 2007. Accordingly, the results shown 
during the periods prior to March 2007 do not represent actual returns 
of the index. Other periods selected may have different results, includ-
ing losses. The calculation methodology for the index was amended in 
November 2025 to limit single-security concentration.  

Dimensional International Small Cap Index: January 1990–present: 
Compiled by Dimensional from Bloomberg securities data. 
Market-capitalization-weighted index of small company securities in 
the eligible markets, excluding those with the lowest profitability and 
highest relative price within their country’s small cap universe. The 
index also excludes those companies with the highest asset growth 
within their country’s small cap universe. Profitability is defined as 
operating income before depreciation and amortization minus interest 
expense divided by book equity. Asset growth is defined as change in 
total assets from the prior fiscal year to current fiscal year. The index 
monthly returns are computed as the simple average of the monthly 
returns of four subindices, each one reconstituted once a year at the 
end of each quarter of the year. Maximum index weight of any one 
company is capped at 5%. Countries currently included are Australia, 
Austria, Belgium, Canada, Denmark, Finland, France, Germany, Hong 
Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, 
Norway, Portugal, Singapore, Spain, Sweden, Switzerland, and the UK. 
Exclusions: REITs and investment companies. The index has been 
retrospectively calculated by Dimensional and did not exist prior to 
April 2008. Accordingly, the results shown during the periods prior to 
April 2008 do not represent actual returns of the index. The calcula-
tion methodology for the index was amended in January 2014 to 
include profitability as a factor in selecting securities for inclusion in 
the index. The calculation methodology for the index was amended in 
November 2019 to include asset growth as a factor in selecting securi-
ties for inclusion in the index. July 1981December 1989: Created by 
Dimensional. Includes securities of MSCI EAFE countries in the 
bottom 10% of market capitalization, excluding the bottom 1%. All 
securities are market capitalization weighted. Each country is capped 
at 50%; rebalanced semiannually. Prior to July 1981: 50% Hoare Govett 
Small Companies Index, 50% Nomura Small Companies Index. 



Fama/French US Small Cap Research Index: Courtesy of Fama/-
French from CRSP and Compustat securities data. Includes NYSE 
securities (plus AMEX equivalents since July 1962 and NASDAQ equiv-
alents since 1973) with smaller market equity than the median NYSE 
firm; rebalanced annually in June. Fama/French and multifactor data 
provided by Fama/French. 

Fama/French US Small Cap Research Index: Courtesy of Fama/-
French from CRSP and Compustat securities data. Includes NYSE 
securities (plus AMEX equivalents since July 1962 and NASDAQ equiv-
alents since 1973) with larger market equity than the median NYSE 
firms; rebalanced annually in June. Fama/French and multifactor data 
provided by Fama/French. 

Dimensional Emerging Markets Small Index: January 1990–present: 
Compiled by Dimensional from Bloomberg securities data. 
Market-capitalization-weighted index of small company securities in 
the eligible markets, excluding those with the lowest profitability and 
highest relative price within their country’s small cap universe. The 
index also excludes those companies with the highest asset growth 
within their country’s small cap universe. Profitability is defined as 
operating income before depreciation and amortization minus interest 
expense divided by book equity. Asset growth is defined as change in 
total assets from the prior fiscal year to current fiscal year. The index 
monthly returns are computed as the simple average of the monthly 
returns of four subindices, each one reconstituted once a year at the 
end of each quarter of the year. Maximum index weight of any one 
company is capped at 5%. Countries currently included are Brazil, 
Chile, China, Colombia, the Czech Republic, Greece, Hungary, India, 
Indonesia, Kuwait, Malaysia, Mexico, Peru, the Philippines, Poland, 
Qatar, Saudi Arabia, South Africa, South Korea, Taiwan, Thailand, 
Turkey, and the UAE. Exclusions: REITs and investment companies. 
The index has been retrospectively calculated by Dimensional and did 
not exist prior to April 2008. Accordingly, the results shown during the 
periods prior to April 2008 do not represent actual returns of the 
index. The calculation methodology for the index was amended in 
January 2014 to include profitability as a factor in selecting securities 
for inclusion in the index. The calculation methodology for the index 
was amended in November 2019 to include asset growth as a factor in 
selecting securities for inclusion in the index. Prior to January 1990: 
Fama/French Emerging Markets Small Cap Index.

Dimensional US Unadjusted Small Cap Index: Compiled by Dimensional 
from Bloomberg securities data. Market-capitalization-weighted index 
of securities of the smallest US companies whose market capitalization 
falls in the lowest 8% of the total market capitalization of the eligible 
market. The eligible market is composed of securities of US companies 
traded on the NYSE, NYSE MKT (formerly AMEX), and Nasdaq Global 
Market. Exclusions: non-US companies, REITs, UITs, and investment 
companies. The index has been retrospectively calculated by Dimensional 
and did not exist prior to April 2019. Accordingly, the results shown 
during the periods prior to April 2019 do not represent actual returns 
of the index.   

The Fama/French and Dimensional Indices represent academic 
concepts that may be used in portfolio construction and are not availa-
ble for direct investment or for use as a benchmark. Index returns are 
not representative of actual portfolios and do not reflect costs and fees 
associated with an actual investment. 

The Fama/French and Dimensional Indices have been retrospectively 
calculated by Dimensional Fund Advisors LP and did not exist prior to 
their index inception dates. Accordingly, results shown during the 
periods prior to each index’s index inception date do not represent 
actual returns of the index. Other periods selected may have different 
results, including losses. Backtested index performance is hypothetical 
and is provided for informational purposes only to indicate historical 

performance had the index been calculated over the relevant time 
periods. Backtested performance results assume the reinvestment of 
dividends and capital gains. The opinions expressed herein represent 
the personal views of the author and not necessarily those of Dimensional 
Fund Advisors LP or its affiliates, and they are subject to change continu-
ally (including due to changes in the law) and without notice of any 
kind. The information in this material is intended for the recipient’s 
background information and use only. It is provided in good faith and 
without any warranty or representation as to accuracy or complete-
ness. Information and opinions presented in this material have been 
obtained or derived from sources believed by Dimensional to be 
reliable, and Dimensional has reasonable grounds to believe that all 
factual information herein is true as at the date of this material. It does 
not constitute investment advice, a recommendation, or an offer of 
any services or products for sale and is not intended to provide a 
sufficient basis on which to make an investment decision. Before acting 
on any information in this document, you should consider whether it 
is appropriate for your particular circumstances and, if appropriate, 
seek professional advice. It is the responsibility of any persons wishing 
to make a purchase to inform themselves of and observe all applicable 
laws and regulations. Unauthorized reproduction or transmission of 
this material is strictly prohibited. Dimensional accepts no responsi-
bility for loss arising from the use of the information contained herein.
 
This material is not directed at any person in any jurisdiction where the 
availability of this material is prohibited or would subject Dimensional 
or its products or services to any registration, licensing, or other such 
legal requirements within the jurisdiction. 
“Dimensional” refers to the Dimensional separate but affiliated 
entities generally, rather than to one particular entity. These entities 
are Dimensional Fund Advisors LP, Dimensional Fund Advisors Ltd., 
Dimensional Ireland Limited, DFA Australia Limited, Dimensional 
Fund Advisors Canada ULC, Dimensional Fund Advisors Pte. Ltd., 
Dimensional Japan Ltd. and Dimensional Hong Kong Limited. 
RISKS Investments involve risks. The investment return and princi-
pal value of an investment may fluctuate so that an investor’s 
shares, when redeemed, may be worth more or less than their 
original value. Past performance is not a guarantee of future 
results. There is no guarantee strategies will be successful. Diversi-
fication neither assures a profit nor guarantees against loss in a 
declining market. 

UNITED STATES
Dimensional Fund Advisors LP is an investment advisor registered 
with the Securities and Exchange Commission. Investment products: • 
Not FDIC Insured • Not Bank Guaranteed • May Lose Value Dimensional 
Fund Advisors does not have any bank affiliates. 

CANADA
These materials have been prepared by Dimensional Fund Advisors 
Canada ULC. The other Dimensional entities referenced herein are not 
registered resident investment fund managers or portfolio managers in 
Canada. 

This material is not intended for Quebec residents. 

Commissions, trailing commissions, management fees, and 
expenses all may be associated with mutual fund investments. 
Please read the prospectus before investing. Unless otherwise 
noted, any indicated total rates of return reflect the historical 
annual compounded total returns, including changes in share or 
unit value and reinvestment of all dividends or other distribu-
tions, and do not take into account sales, redemption, distribu-
tion, or optional charges or income taxes payable by any securi-
ty holder that would have reduced returns. Mutual funds are not 
guaranteed, their values change frequently, and past perfor-
mance may not be repeated. 



AUSTRALIA
This material is issued by DFA Australia Limited (AFS License No. 
238093, ABN 46 065 937 671). This material is provided for informa-
tion only. No account has been taken of the objectives, financial 
situation or needs of any particular person. Accordingly, to the extent 
this material constitutes general financial product advice, investors 
should, before acting on the advice, consider the appropriateness of 
the advice, having regard to the investor’s objectives, financial 
situation and needs. Investors should also consider the Product 
Disclosure Statement (PDS) and the target market determination 
(TMD) that has been made for each financial product either issued or 
distributed by DFA Australia Limited prior to acquiring or continuing 
to hold any investment. Go to dimensional.com/funds to access a copy 
of the PDS or the relevant TMD. Any opinions expressed in this materi-
al reflect our judgement at the date of publication and are subject to 
change.

NEW ZEALAND
This material is issued by DFA Australia Limited (incorporated in 
Australia, AFS License No. 238093, ABN 46 065 937 671). This material 
is provided for information only. This material does not give any 
recommendation or opinion to acquire any financial product or any 
financial advice product, and is not financial advice to you or any other 
person. No account has been taken of the objectives, financial situation 
or needs of any particular person. Accordingly, investors should, 
before acting on the advice, consider the appropriateness of the advice, 
having regard to the investor’s objectives, financial situation and 
needs. Investors should also consider the Product Disclosure 
Statement (PDS) and for the Dimensional Wholesale Trusts the target 
market determination (TMD) that has been made for each financial 
product or financial advice product either issued or distributed by DFA 
Australia Limited prior to acquiring or continuing to hold any invest-
ment. Go to dimensional.com/funds to access a copy of the PDS or the 
relevant TMD. Any opinions expressed in this material reflect our 
judgement at the date of publication and are subject to change. 

WHERE ISSUED BY DIMENSIONAL IRELAND LIMITED 
Issued by Dimensional Ireland Limited (Dimensional Ireland), with 
registered office 25 North Wall Quay, Dublin 1, D01 H104, Ireland. 
Dimensional Ireland is regulated by the Central Bank of Ireland (Registra-
tion No. C185067). 

WHERE ISSUED BY DIMENSIONAL FUND ADVISORS LTD. 
Issued by Dimensional Fund Advisors Ltd. (Dimensional UK), 20 
Triton Street, Regent’s Place, London, NW1 3BF. Dimensional UK is 
authorised and regulated by the Financial Conduct Authority (FCA) - 
Firm Reference No. 150100. Dimensional UK and Dimensional Ireland 
do not give financial advice. You are responsible for deciding whether 
an investment is suitable for your personal circumstances, and we 
recommend that a financial adviser helps you with that decision. 
Dimensional UK and Dimensional Ireland issue information and 
materials in English and may also issue information and materials in 
certain other languages. The recipient’s continued acceptance of 

information and materials from Dimensional UK and Dimensional 
Ireland will constitute the recipient’s consent to be provided with such 
information and materials, where relevant, in more than one language. 

NOTICE TO INVESTORS IN SWITZERLAND: This is advertising 
material. 

JAPAN 
For Institutional Investors and Registered Financial Instruments 
Intermediary Service Providers. This material is deemed to be issued 
by Dimensional Japan Ltd., which is regulated by the Financial Servic-
es Agency of Japan and is registered as a Financial Instruments Firm 
conducting Investment Management Business and Investment Advisory 
and Agency Business. 

Dimensional Japan Ltd. 
Director of Kanto Local Finance Bureau (FIBO) No. 2683 
Membership: Japan Investment Advisers Association 

SINGAPORE 
This material is deemed to be issued by Dimensional Fund Advisors 
Pte. Ltd. (UEN:201210847M), which is regulated by the Monetary 
Authority of Singapore and holds a capital markets services license for 
fund management. 

This advertisement has not been reviewed by the Monetary Authority 
of Singapore or the Central Provident Fund (CPF) Board. 

FOR PROFESSIONAL INVESTORS IN HONG KONG 
This material is deemed to be issued by Dimensional Hong Kong Limited 
(CE No. BJE760) (“Dimensional Hong Kong”), which is licensed by the 
Securities and Futures Commission to conduct Type 1 (dealing in securi-
ties), Type 4 (advising on securities) and Type 9 (asset management) 
regulated activities. 

This material should only be provided to “professional investors” (as 
defined in the Securities and Futures Ordinance [Chapter 571 of the 
Laws of Hong Kong] and its subsidiary legislation) and is not for use 
with the public. This material is not intended to constitute and does 
not constitute marketing of the services of Dimensional Hong Kong or 
its affiliates to the public of Hong Kong. When provided to prospective 
investors, this material forms part of, and must be provided together 
with, applicable fund offering materials. This material must not be 
provided to prospective investors on a standalone basis. Before acting 
on any information in this material, you should consider whether it is 
suitable for your particular circumstances and, if appropriate, seek 
professional advice.

Neither Dimensional Hong Kong nor its affiliates shall be responsible 
or held responsible for any content prepared by financial advisors. 
Financial advisors in Hong Kong shall not actively market the services 
of Dimensional Hong Kong or its affiliates to the Hong Kong public. 
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