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Source: Absolute Strategy Research, MSCI, Bloomberg Finance L.P., as of 22 October 2026

What does the chart show?

Small caps have moved from a valuation premium to a discount. The chart compares global
small-cap and large-cap forward price-to-earnings ratios, using a rolling one-year average.
Smaller companies traded at higher multiples for much of the past two decades, but this
relationship has reversed in recent years. The latest reading shows an average discount of
approximately 8%, giving investors a very different starting point from the premiums seen
previously.

Why this is important

The investment case rests not just on cheaper valuations, but on evidence that fundamentals
are stronger than prices suggest. Concerns about borrowing costs are understandable: smaller
companies typically have lower credit ratings and more floating-rate debt, rising corporate
bond yields have therefore weighed on their relative performance.

However, financing costs are only part of the picture. The ability to service debt also depends
on revenues and profits. Small- and mid-cap operating margins are at record levels, with
sales growth estimated to be in double digits. Pricing power has supported high revenues and
helped companies absorb higher interest charges. Crucially, the typical interest-cover ratio has
risen during 2026, suggesting that debt-servicing capacity has improved, not weakened.

The earnings outlook adds support. Although earnings revisions have softened ahead of third-
quarter results, small- and mid-cap revisions remain historically strong. Their expected earnings
growth is almost as strong as that of US large caps (excluding Al hyperscalers), hence investors
can access broadly comparable expected growth at substantially lower valuations, without
necessarily accepting weaker growth for a cheaper price.

Smaller companies also offer different equity exposure, with only 14% in technology, versus
32% for large caps, and greater exposure fo industrials, financials, health care and consumer
discretionary. This offers potential diversification for portfolios whose returns have become
increasingly dependent on the Al investment cycle.

Today’s discount deserves atftention, but cheapness is not everything, as higher borrowing
costs remain a risk, and record margins may be difficult to sustain. Nevertheless, discounted
valuations, resilient earnings and improving debt coverage make a stronger case for considering
small caps now than valuation alone would suggest. The opportunity is to invest before these
strengths are fully reflected in prices.



Global
Matters
WWEELYY

26 October 2026

Belvest it &

For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
HERERFBERLF

9th Floor, Centre Mark Il

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 fo in this email. Belvest
has policies designed fo 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 fo buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.

Tel +852 2827 1199
Fax +852 2827 0270
belvest@bis.hk

www.bis.hk

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 fo this electronic
communication. If verification is required
please request a hard-copy version.
Electronic communication carried within
the Belvest system may be monitored.



