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Russell 2000 forward PE, absolute and relative to larger companies: 

Source: Morgan Stanley 

Russell 2000 forward PE vs subsequent ten-year annualised returns: 

Source: Bank of America 

Now UK  Smaller Companies  (thanks to George Ensor)  

We always like to talk about the ‘Small Cap Premium’ which is the historic 3-4% return premium (Charts 

1 and 2) that has been realised from investing in smaller companies given (i) their higher growth rates 

(on average they are less mature companies) and (ii) that they are more frequent beneficiaries of M&A.  

UK smaller companies have underperformed by 21% over the last 12 months –  charts 3&4 put this 

move into context vs. the last five and twenty -five years. We need to go back to 2007/08 for a more 

significant drawdown (c.24%). There are a few things at play – exposure to energy, materials and banks 

(short duration, getting upgrades) probably being the most significant (much higher exposure in large 

cap); the Small Cap domestic bias is higher (everyone hates the UK), and liquidity / risk aversion is also a 

feature. 

Chart 1: Annualised premium, 2000-22 (%) 
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Chart 2: Cumulative return, 1955-2021 (all the equity indices are XIC) 

 

 

 

 

 

 

 

 

 

 

 

Chart 3: UK Large vs Small & Mid Caps Price Performance 
 

 

 

 

 

 

 

 

 

 

 

Chart 4: UK Large vs Small & Mid Caps Price Performance 

 

 

 

 

 

 

 

 

 

 

 

Source: Charts 1 & 2 Numis Indices 2022: Annual Review. 

Charts 3 & 4 MSCI, IBES, Morgan Stanley Research. Data to 6 June 2022. 

Valuations  UK Smaller Companies : 

The first chart below from Peel Hunt shows the 1 year forward PE multiple of the small cap benchmark 

(Numis Smaller Companies plus AIM which is the bottom 10% of UK listed companies) – at 10.2x. The 
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benchmark has rarely traded more cheaply in the last 15 years and has only done so in periods of 

extreme stress (GFC, European Debt Crisis and Covid19). It is important to think about earnings 

expectations which are shown on the second chart  below – 12M forward earnings expectations sit at 

13.2 % for our benchmark (Numis Smaller Companies plus AIM (excluding investment companies)) 

which has come down from c.20% at the start of the year and likely have further to fall. We will see to 

what extent as companies start to provide trading updates for the first half of 2022. The market will 

likely be ahead of the stabilisation in earnings (as it has been the downgrades).  

Source: Peel Hunt E&S: UK Market Valuations 27 June 2022 

Animal Spirits – from feast to famine  

One of our gauges of where we are in the stockmarket cycle are animal spirits, well represented by a 

few charts: 

US IPO Volumes have collapsed: 

Source: Bloomberg 
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Bitcoin price has collapsed: 

Source: Bloomberg 

US House Price Growth are peaking, a lagging indicator which as in the UK will head to zero: 

Source: Bloomberg 

Value & Recovery – still towards the bottom of the cycle, especially if running 

a genuine global portfolio  

MSCI World Value vs. Growth – rallied off the bottom of the cyc le: 

Source: Bloomberg 
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MSCI World value vs US Equities (S&P) – still at the bottom of the cycle, one reason why we have lagged 

the value rally as the Rest of the World has struggled: 

Source: Bloomberg 

Market returns and our performance  

Global equity markets fell sharply in the second quarter  (MSCI ACWI -15.7% total return in USD), 

completing the worst calendar first -half since the 1970s. The same was true for US Treasuries – there 

have been few places for investors to hide these past six months. Market focus maintained its shift from 

high inflation towards so fter growth. Citi’s global economic surprise indicator continues to signal that 

data is disappointing expectations. Expectations of demands destruction have led to flattening yield 

curves and inflation expectations continuing May’s fall from the peak, the latter helped by a sharp fall in 

commodity prices. Following more downbeat corporate guidance, the breadth of analyst earnings 

downgrades has begun to increase. Low volatility as an equity factor has just delivered its best 6 -month 

relative return since 20 09. With yield spreads rising to 5-year highs and the dollar rising again the 

predominant investor stance is evidently risk aversion. In this context, we note with some interest that 

share prices in several sectors considered economic lead indicators by th e great macro investor Stanley 

Druckenmiller – Trucking, Homebuilding and Retail – have begun to bottom out and outperform the 

broader benchmark.  Whilst UK Equities were under pressure they were again relative  outperformers, 

the MSCI United Kingdom IMI Index returning - 4.5%. The median UK share fell a lot more than this, the 

MSCI UK Small Cap Index falling -12.1% and now down -22.5% for the year to date.  

Total Return of Financial Assets in Q2 2022 (local currency) 

Source: Deutsche Bank 


