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How Do Small-Cap Stocks Fit Into My Investment Mix? 

Where an investor falls on the large-cap vs. small-

cap debate normally aligns with their risk appetite. 

More risk-on investors, and usually those with 

longer investment time horizons, tend to prefer 

riding the small-cap wave, seeking the higher 

upside of (typically) younger companies on the 

rise. On the other hand, large-cap companies are 

more established and considered safer 

investments due to their (typically) healthier 

balance sheets, stronger and more stable cash 

flows, better access to capital markets, and better 

customer stickiness.  

 

Small caps and large caps have high correlation 

compared to other asset classes. In Janney’s 2023 

Long-Term Capital Market Assumptions, correlation 

between small and large caps was noted as 0.90, 

highly significant and more closely linked to each 

other than with private equity or high-yield bonds, 

0.75 and 0.65, respectively (same correlation 

values for large and small caps). Our forecast in 

that publication projected 8.5% annualized return 

on small caps and 7.5% on large caps over the 

next 7-10 years.  

 

Small caps also are more of a direct play on the 

domestic economy because they have comparatively 

less international exposure. 

 

Small caps’ higher baseline return stems from 

higher beta and higher risk assumed. However, 

ETFs offer diversification at low cost and their varied offerings allow investors and portfolio managers to 

tilt exposure according to risk appetite and unique circumstances. Small-cap ETFs have betas ~1.1. 

Notably, even some large-cap (highly cyclical) stocks can have betas around 3.0. Therefore, size is a key, 

but not the main, determinant of beta.  

 

Performance 

consolidating after 

recent selloff. 

(Source: Janney Investment Strategy Group; Bloomberg) 

(Source: Janney Investment Strategy Group; Bloomberg) 

Relative performance stabilizing after 

significant underperformance. 

https://www.janney.com/wealth-management/education/market-commentary/detail/insights/2022/12/30/long-term-capital-market-assumptions
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Beta cuts both ways but for the long-term investor the stock market has rebounded from every downturn. 

The question in bear markets is more “for how long?” than anything. Investors should consult their 

Janney Advisor if any new circumstances or preferences have altered their risk appetite/tolerance. 

 

Takeaway  

Small cap vs. large cap isn’t an either/or, it’s “yes and according to my risk tolerance and investment 

time horizon.” Those investors with longer investment time horizons and are not reliant on large 

portfolio distributions in the near-term should consider overweighting small caps if they have the 

stomach to ride out the downturns until the rebounds. Small caps tend to overperform in booms but 

underperform in busts. Those with undiversified small-cap exposure subject themselves to even greater 

risk. Large caps tend to be more robust comparatively but are not without risk or would not out-earn 

Treasuries. Excess return derives from risk premium assumed. The only “free” way to lower overall 

portfolio risk is through diversification. 

 

 
 

 

Disclaimer 

This report is provided for informational and educational purposes only and shall in no event be construed as an offer to 

sell or a solicitation of an offer to buy any securities or a recommendation for any strategy or to buy, sell, or hold any 

product. Opinions expressed are subject to change without notice and do not take into account the particular investment 

objectives, financial situation, or needs of individual investors. Employees of Janney Montgomery Scott LLC or its affiliates 

may, at times, release written or oral commentary, technical analysis, or trading strategies that differ from the opinions 

expressed here. The information described herein is taken from sources which we believe to be reliable, but the accuracy 

and completeness of such information is not guaranteed by us. The opinions expressed herein may be given only such 

weight as opinions warrant. This Firm, its officers, directors, employees, or members of their families may have positions 

in the securities mentioned and may make purchases or sales of such securities from time to time in the open market or 

otherwise and may sell to or buy from customers such securities on a principal basis. This report is the intellectual 

property of Janney Montgomery Scott LLC (Janney) and may not be reproduced, distributed, or published by any person 

for any purpose without Janney’s prior written consent. This presentation has been prepared by Janney Investment 

Strategy Group (ISG) and is to be used for informational purposes only. In no event should it be construed as a solicitation 

or offer to purchase or sell a security. Past performance is no guarantee of future performance and future returns are 

not guaranteed. There are risks associated with investing in stocks such as a loss of original capital or a decrease in the 

value of your investment. For additional information or questions, please consult with your Financial Advisor. 
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Valuation in-line with long-term 

average.

(Source: Janney Investment Strategy Group; Bloomberg) 


