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	— The current market cycle, which has been led almost entirely by large‑cap stocks, 
is looking increasingly long in the tooth.

	— We are seeing early signs of investors moving out of richly priced, larger U.S. 
company names and into those offering better relative value down the market 
cap scale.

	— Attractive valuations alone, however, are not enough. In this paper, we consider 
potential catalysts that could drive a positive rerating of U.S. smaller companies.

Key Insights

A new cycle of outperformance? 

A great deal of ink has been dedicated to 
explaining how, for more than a decade, 
the performance of the U.S. equity market 
has been dominated by a small group of 
mega‑cap, growth‑oriented companies. 
This trend has seen the U.S. equity market 
become highly concentrated at the top 
end, with valuations of a small group of 
large companies increasingly hard to 
justify. Importantly, history tells us that as 
high concentration in the S&P 500 Index 
begins to unwind, a new cycle of small‑cap 
outperformance usually begins. Over 
the past century, large‑cap stocks and 

1 Sources: Frank Russell Company “LSE” and S&P indices. Analysis by T. Rowe Price. As of March 31, 2024 (see Additional Disclosures).

small‑cap stocks have alternated market 
leadership on a roughly 10‑year cycle.

As we stand today, the current market 
cycle, which has been led almost entirely by 
large‑cap stocks, is looking fairly long in the 
tooth. And investors, conscious of the need 
to diversify their portfolios, are looking 
for alternatives. As money is reallocated 
out of highly concentrated, potentially 
valuation‑stretched larger company names, 
it must find somewhere to go, and we are 
beginning to see this reallocation of funds 
down the market capitalization scale into 
relatively more attractively valued mid‑ and 
small‑cap stocks.

What’s more, it shouldn’t take a huge 
amount of capital flowing into the 
small‑cap domain to move the dial 
significantly. As of March 31, 2024, the 
five largest stocks in the S&P 500 Index 
had a market capitalization of some 3.7 
times that of the entire Russell 2000 Index 
universe.1 So, every incremental dollar 
reallocated into the small‑cap sector is a 
tailwind to relative performance. If even 
a fraction of the value of the five largest 
U.S. stocks is reallocated into smaller 
companies, the overall impact could 
be substantial.

1
FOR INVESTMENT PROFESSIONALS ONLY.
NOT FOR FURTHER DISTRIBUTION.



U.S. reshoring/onshoring is a huge boost for the domestic economy
(Fig. 1) Cumulative U.S. jobs announcements directly linked to reshoring
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As of June 30, 2023.
1 Indicates full‑year projection based on first‑half 2023 data. Actual outcomes may differ materially from projections.

Source: Reshoring Initiative.

Potential catalysts to drive 
smaller companies higher

Of course, attractive valuation alone is not 
enough—U.S. smaller‑company valuations 
have been below their long‑term average 
for some time. Ultimately, the key question 
for investors is: What is the catalyst that 
could cause U.S. smaller companies to 
be rerated higher? And the simple answer 
here is earnings growth—higher earnings 
mean investors will be more willing to 
pay higher prices. And the outlook here is 
positive, with favorable structural trends 
providing support.

U.S. capital spending has accelerated 
post‑pandemic, and smaller‑company 
earnings are more highly correlated to 
capex growth than larger companies due 
to the largely domestic focus of these 
businesses. Spending on infrastructure, at 
the local, state, and federal levels, began 
to accelerate in 2021 in the aftermath of 
the coronavirus pandemic. 

The reshoring/onshoring of U.S. business 
operations, particularly of manufacturing 
capacity, is another important secular 
trend that is highly supportive of smaller 
companies. The federal government has 
prioritized U.S. supply chain security in the 
wake of the pandemic‑era breakdowns, 

2 Source: Economic Policy Institute, “Updated Employment Multipliers for the U.S. Economy.” As of January 21, 2019.
3 Source: Bank of America, as of December 31, 2023.

providing massive incentives to domestic 
businesses, enshrined in legislation such 
as the CHIPS and Science Act of 2022. 
Dollars from these programs are just 
beginning to flow in 2024, but individual 
companies began their investments in 
new U.S. manufacturing capacity even 
earlier. These investments represent 
long‑term support to the domestic 
economy and stand to benefit a wide range 
of companies, from construction and 
materials companies to those that provide 
the sophisticated automated assembly 
line components to the distributors 
and transportation companies critical 
to moving goods through the supply 
chain. The Economic Policy Institute also 
estimates that every manufacturing job 
that returns to the U.S. generates seven 
new jobs in supporting industries2—
everything from more regional banks for 
lending, more housing for workers, and 
more restaurants to serve them (Fig. 1).

Given their more domestic orientation, 
smaller companies are more acutely 
positioned to benefit from shifting trends in 
the U.S. economy. One of the trends we are 
seeing is the shift in consumer spending 
from goods to services (Fig. 2). Bank of 
America Securities estimates that over 
70% of the revenues of the Russell 2000 
are derived from services, with less 

than 30% from goods. In contrast, the 
revenues of the S&P 500 are roughly 
50–50.3 During the coronavirus pandemic, 
the goods economy remained relatively 
healthy, while the services economy all 
but shut down completely. This scenario 
is progressively reversing and, with 
smaller‑company earnings much more 
geared to the services sector, this should 
provide a significant boost to earnings 
growth broadly.

The reshoring/
onshoring 

of U.S. business 
operations, particularly 
of manufacturing 
capacity, is another 
important secular 
trend that is highly 
supportive of smaller 
companies.

2



A resurgent U.S. services economy bodes well for smaller companies
(Fig. 2) Contributions to percentage change in real U.S. GDP by industry group, Q4 2023
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An inflection in smaller‑company 
fundamentals? 

Given these potentially significant 
structural tailwinds, we anticipate 
an inflection in smaller‑company 
fundamentals, as industries like real estate, 
the energy complex, and certain parts of 
the technology sector notably improve 
relative to the recent past. Improvement 
in these areas alone will support many 
small‑ and mid‑cap businesses and, in 
aggregate, boost earnings on a relative 
basis versus large‑cap peers. Within 
the three sectors mentioned, there are 
potentially rich stock‑specific opportunities 
to be found, as outlined below.

4 U.S. National Association of Home Builders (NAHB), as of January 31, 2023.

Technology is not all about 
AI: While some semiconductor 
companies are clearly benefiting 

from the rise of artificial intelligence (AI), 
other areas of technology are experiencing 
a sizable downturn in demand, having 
surged during the pandemic. However, the 
ever‑increasing technology demands—
for complexity, performance, power 
management, and more—create long‑term 
opportunities. For smaller companies, 
perhaps the best opportunities could come 
from the second‑order effects of AI. For 
example, we are already seeing the rapid 
adoption of new AI apps that can learn 
and provide better outcomes for users. In 
turn, we see this driving renewed growth 
in mobile handsets, and we are spending 

a lot of time digging into these potential 
areas of indirect growth.

Real estate opportunities 
are underappreciated: While 
investors remain nervous 

about the outlook for commercial real 
estate, residential real estate is providing 
some potentially underappreciated 
opportunities. The coronavirus pandemic 
and its aftermath created distortions in 
many parts of the real estate market, most 
severely felt in the offices subsector, but in 
other areas also. In the residential space, 
for example, multifamily housing starts—
properties that incorporate multiple 
residences within a single building or 
complex—ballooned to over 500,000 units 
in 2022,4 driven by a boom in demand. 
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This is projected to slow considerably in 
2025, as slowing rental growth, rising 
unemployment, and tightening commercial 
real estate financing conditions all impact 
the multifamily sector. But, while there 
are specific markets that will remain 
oversupplied, many parts of the U.S. 
continue to face significant shortages in 
residential housing, creating a supportive 
backdrop for potential rental growth 
for landlords. With this in mind, we are 
finding opportunities in select real estate 
investment trusts, while certain small‑ and 
mid‑cap building products companies also 
look appealing in areas where housing is 
constrained.

Energy productivity is a key 
challenge: Increasing energy 
productivity is crucial for the 

U.S. economy and a primary focus for 
executives across the energy complex. 
With cost curves for the exploration and 
production (E&P) of oil and gas rising, 
improving energy productivity is essential. 
Innovation and technology are pivotal 
elements of the solution, and many small‑ 

and mid‑cap energy companies are at 
the forefront of this innovation, often 
representing integral components along 
the energy supply chain. In particular, 
we see midstream operations—the 
processing, storing, and transportation 
of oil and gas—as being the biggest 
challenge for most major E&P companies 
and potentially a major opportunity for 
smaller companies that can provide these 
key services or enabling technologies.

The pronounced importance 
of active management 

While there are good reasons to be 
optimistic about the smaller‑company 
outlook, it should be noted that ongoing 
challenges, such as stubborn inflation 
and higher interest rates, will continue to 
impact some companies more significantly 
than others. As such, we are likely to 
see increased dispersion among smaller 
company winners and losers moving 
forward. In this environment, we believe 
active managers with dedicated research 

capabilities and long‑term expertise in 
valuing smaller businesses, often in under 
researched or novel market areas, are best 
positioned to identify those winners, while 
at the same time, avoiding more of the 
potential losers.

U.S. smaller companies have been 
disproportionately impacted by the 
generally more risk‑averse sentiment that 
has prevailed in recent years. Relative 
valuations versus larger companies have 
fallen to historically low levels, despite 
earnings remaining broadly resilient. This 
suggests a disconnect between small‑cap 
prices and underlying fundamentals. Any 
signs of earnings improvement could 
provide the catalyst for smaller companies 
to be rerated higher. There certainly appear 
to be structural trends to support such 
an expectation. And history tells us that 
small‑caps have tended to outperform 
strongly coming out of a slowdown, and 
for an extended time. We believe that 
we may be on the cusp of this kind of 
smaller‑company outperformance cycle.
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Risks—The following risks are materially relevant to the strategy

Small and mid‑cap risk—Small and mid‑size company stock prices can be more volatile than stock prices of larger companies.

General Risks

Equity risk—Equities can lose value rapidly for a variety of reasons and can remain at low prices indefinitely.

ESG and Sustainability risk—ESG and Sustainability risk may result in a material negative impact on the value of an investment and 
performance of the fund.

Geographic concentration risk—Geographic concentration risk may result in performance being more strongly affected by any 
social, political, economic, environmental or market conditions affecting those countries or regions in which the Fund’s assets 
are concentrated.

Investment fund risk—Investing in funds involves certain risks an investor would not face if investing in markets directly.

Management risk—Management risk may result in potential conflicts of interest relating to the obligations of the investment manager.

Market risk—Market risk may subject the fund to experience losses caused by unexpected changes in a wide variety of factors.

Operational risk—Operational risk may cause losses as a result.

Additional Disclosures
London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). © LSE Group 2024. FTSE Russell is a trading name of 
certain of the LSE Group companies. “FTSE®” “Russell®”, “FTSE Russell®” is/are a trade mark(s) of the relevant LSE Group companies and is/are used 
by any other LSE Group company under license. All rights in the FTSE Russell indexes or data vest in the relevant LSE Group company which owns the 
index or the data. Neither LSE Group nor its licensors accept any liability for any errors or omissions in the indexes or data and no party may rely on 
any indexes or data contained in this communication. No further distribution of data from the LSE Group is permitted without the relevant LSE Group 
company’s express written consent. The LSE Group does not promote, sponsor or endorse the content of this communication. The LSE Group is not 
responsible for the formatting or configuration of this material or for any inaccuracy in T. Rowe Price’s presentation thereof.
The S&P 500 is a product of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates (“SPDJI”) and has been licensed for use by 
T. Rowe Price. Standard & Poor’s® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P”); 
Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). T. Rowe Price is not sponsored, endorsed, sold or 
promoted by SPDJI, Dow Jones, S&P, their respective affiliates, and none of such parties make any representation regarding the advisability of investing 
in such product(s) nor do they have any liability for any errors, omissions, or interruptions of the S&P 500.
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Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give 
advice of any nature, including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective 
investors are recommended to seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group of 
companies including T. Rowe Price Associates, Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and services. 
Past performance is not a reliable indicator of future performance. The value of an investment and any income from it can go down as well as up. 
Investors may get back less than the amount invested.
The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities 
in any jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.
Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the 
sources’ accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date 
written and are subject to change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under 
no circumstances should the material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.
The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the 
material is provided upon specific request. It is not intended for distribution to retail investors in any jurisdiction.
Australia—Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place, 
Sydney NSW 2000, Australia. For Wholesale Clients only.
Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to 
Accredited Investors as defined under National Instrument 45‑106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with 
affiliates to provide investment management services.
Colombia, Chile, Mexico, Perù, Uruguay—This material is prepared by T. Rowe Price International Ltd ‑ Warwick Court, 5 Paternoster Square, London, 
EC4M 7DX which is authorised and regulated by the UK Financial Conduct Authority ‑ and issued and distributed by locally authorized distributors only. 
For professional investors only.
DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd which is regulated by the Dubai Financial Services Authority 
as a Representative Office. For Professional Clients only.
EEA—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri 
L‑1724 Luxembourg which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients 
only.
Hong Kong—Issued by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited 
is licensed and regulated by the Securities & Futures Commission. For Professional Investors only. 
New Zealand— Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place, 
Sydney NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or 
delivered in New Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other 
than in circumstances where there is no contravention of the Financial Markets Conduct Act 2013.
Singapore—Issued by T. Rowe Price Singapore Private Ltd. (UEN: 201021137E), 501 Orchard Rd, #10‑02 Wheelock Place, Singapore 238880. 
T. Rowe Price Singapore Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.
South Africa—Issued in South Africa by T. Rowe Price International Ltd (TRPIL), Warwick Court, 5 Paternoster Square, London EC4M 7DX, is an 
authorised financial services provider under the Financial Advisory and Intermediary Services Act, 2002 (Financial Services Provider (FSP) Licence 
Number 31935), authorised to provide “intermediary services” to South African Investors. TRPIL’s Complaint Handling Procedures are available to clients 
upon request. The Financial Advisory and Intermediary Services Act Ombud in South Africa deals with complaints from clients against FSPs in relation 
to the specific services rendered by FSPs. The contact details are noted below: Telephone: +27 12 762 5000, Web: www.faisombud.co.za, Email: info@
faisombud.co.za
Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.
UK—This material is issued and approved by T. Rowe Price International Ltd, Warwick Court, 5 Paternoster Square, London EC4M 7DX which is 
authorised and regulated by the UK Financial Conduct Authority. For Professional Clients only.
USA—Issued in the USA by T. Rowe Price Investment Management, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. 
Securities and Exchange Commission. For Institutional Investors only.
© 2024 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, 
trademarks of T. Rowe Price Group, Inc.
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T. Rowe Price identifies and actively invests in opportunities to help people thrive in an 
evolving world, bringing our dynamic perspective and meaningful partnership to clients 
so they can feel more confident.


