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What this chart shows

Markets have had an eventful year to date with ongoing geopolitical tensions, Trump’s tariff 
threats and questions over Fed independence. Risk assets have largely shrugged these off as 
equities across the board have posted strong returns. US equities dominated headlines, with 
the S&P 500 recently hitting new highs. As a result, US large cap valuations look stretched at 
the headline index level, leaving investors searching for value. There may be more attractive 
opportunities if one is willing to venture further down the market capitalisation spectrum. Smaller 
US companies (measured by the Russell 2000 index) have lagged larger caps in recent years, 
creating a significant valuation gap. Today, US small caps trade at historically wide discounts, 
suggesting meaningful relative upside.

This chart shows the valuation spread (blue line, a composite of price-to-book and price-to-sales) 
of small versus large caps. Small caps have typically traded at around 30% discount to large caps 
over the past 30 years but currently sit at over 60% - near record levels. The chart also shows that 
small caps tend to outperform when discounts are unusually wide, as shown by the green bars, 
which represent the subsequent 3-year annualised relative performance versus large caps.

Why this is important

While it is difficult to ignore the strong run of large and mega cap stocks, these trends rarely last 
forever. An allocation to small caps at this opportune time could enhance returns over the medium 
to longer-term.

The Russell 2000 index has outperformed the S&P 500 over the past three months (to 27th August 
2025) – potentially signalling the start of a reversal.

For small caps to deliver meaningful returns, a catalyst is needed for the valuation gap to narrow. 
Whilst it is difficult to predict the exact timing, there are a few factors that could be supportive. 
Further expected US rate cuts should benefit smaller companies, which are typically more rate 
sensitive due to higher leverage. Easing trade tensions, more clarity around tariffs, and likely more 
lenient regulatory policies under the Trump administration (such as deregulation and tax cuts) 
could also provide a more supportive environment. These factors may spur corporate activity, 
such as M&A, which again will be particularly beneficial for smaller businesses.

We acknowledge the risk that the valuation gap may persist, so remain cautiously optimistic. 
However, for patient investors, the medium to long term opportunity could prove worthwhile.
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
研富投資服務有限公司
9th Floor, Centre Mark II
305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest 
Investment Services Limited and/or 
Belvest related companies (collectively, 
and individually Belvest) solely to its 
clients, qualified prospective clients or 
institutional and professional investors. 
Unless stated otherwise, any opinions or 
views expressed in this communication do 
not represent those of Belvest. Opinions or 
views of any Belvest company expressed 
in this communication may differ from 
those of other departments or companies 
within Belvest, including any opinions or 
views expressed in any research issued by 
Belvest. Belvest may deal as Distributor or 
Agent, or have interests, in any financial 
product referred to in this email. Belvest 
has policies designed to negate conflicts 
of interest. Unless otherwise stated, this 
e-mail is solely for information purposes.

This message may contain confidential 
information. Any use, dissemination, 
distribution or reproduction of this 
information outside the original recipients 
of this message is strictly prohibited. If 
you receive this message by mistake, 
please notify the sender by reply email 
immediately.

Unless specifically stated, neither the 
information nor any opinion contained 
herein constitutes as an advertisement, an 
invitation, a solicitation, a recommendation 
or advise to buy or sell any products, 
services, securities, futures, options, other 
financial instruments or provide any 
investment advice or service by Belvest.

No representation or warranty is given as 
to the accuracy, likelihood of achievement 
or reasonableness of any figures, forecasts, 
prospects or return (if any) contained in the 
message. Such figures, forecasts, prospects 
or returns are by their nature subject to 
significant uncertainties and contingencies. 
The assumptions and parameters used 
by Belvest are not the only ones that 
might reasonably have been selected 
and therefor Belvest does not guarantee 
the sequence, accuracy, completeness 
or timeliness of the information provided 
herein. None of Belvest, its group members 
or any of their employees or directors shall 
be held liable, in any way, for any claims, 
mistakes, errors or otherwise arising out 
of or in connection with the content of this 
e-mail.

This e-mail and any accompanying 
attachments are not encrypted and cannot 
be guaranteed to be secure, complete or 
error-free as electronic communications 
may be intercepted, corrupted, lost, 
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore 
does not accept any liability for any 
interception, corruption, loss, destruction, 
incompleteness, viruses, errors, omissions 
or delays in relation to this electronic 
communication. If verification is required 
please request a hard-copy version. 
Electronic communication carried within 
the Belvest system may be monitored.
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