
By Denise WILLIAMS, CFP, CFP
Financial Advisor

YOU MIGHT NOT RECOGNIZE THE NAMES of these companies or hear them talked 
about on the financial news networks, but small capitalization stocks (“small caps”) 
are an important part of an investment portfolio, and history is telling us that now is a 
particularly good time to add them to yours.

WHAT IS A SMALL CAP?
By definition, a small cap stock is a publicly traded company with a market capitalization 
— the value of its common shares calculated by multiplying the number of shares by 
the current stock price — of between $300 million and $2 billion. Market capitalization 
is how publicly traded companies are categorized and compared as small, mid-sized, 
or large. In comparison to small caps, large caps — Apple, Microsoft, Coca-Cola, etc. — 
have a market capitalization of $10 billion or greater. They are typically well-established, 
mature companies with proven cash flow and low volatility.

Small caps might be small in size but are large in numbers — approximately 3,700 of the 
8,700 publicly traded companies. The Russell 2000 Index, launched in 1984 by Russell 
Investments, includes 2000 small cap companies. As the S&P 500 Index does for large 
caps, the Russell 2000 measures the performance of small cap stocks.

COMMON CHARACTERISTICS 
Small cap stocks are an important part of your portfolio in terms of exposure and 
diversification. Common characteristics include:

• The companies’ business lines focus on domestic markets.

• They typically offer low-to-no dividends.

• They are less transparent; less information is available compared to large caps due to a 
lack of coverage by market analysts.
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• There is low correlation to large caps in their market behavior.

• They are not as liquid as large caps because they are not as frequently traded.

• They offer more potential for growth and expansion.

• They are more sensitive to higher interest rates because to grow they typically borrow, 
so expansion is slower during periods of higher interest rates.

WHY INVEST IN SMALL CAPS?
The reward for investing in small cap stocks is potential for accelerated growth. A small 
cap company — and its market price — can double in size, which is very unlike large 
caps. But you have to be able to withstand greater volatility and risk of loss; higher highs 
can be offset by lower lows.

Over the past 10 years, and especially in recent years, the stock market has been 
dominated by the so-called Magnificent 7, a group of seven stocks that have outpaced 
all others on the S&P 500. Small caps, on the other hand, have been summarily 
dismissed. But history shows that, like large caps, small caps tend to move in cycles; 
they tend to do well during periods of recovery, in particular, as interest rates decline. 
And they move quickly; when they take off, they can soar.

Large caps outperformed small caps for the 14 years leading up to the late 1990’s dot-
com bubble. Then from 2001 to 2010, small caps outperformed large caps. Since then, 
large caps have again been the better performers. In fact, the difference in valuation 
between large and small caps rarely has been as wide as it is now as we enter the fourth 
quarter of 2024. S&P large caps are trading at 20 times earnings; small caps at 13 times 
earnings. As such, the prices of small caps are attractive.

Most importantly, a declining interest rate environment is historically a favorable time for 
small caps to outperform large caps. That increases their importance to your portfolio 
today, an opportunity for accelerated growth as well as for diversity. You could acquire 
companies in their beginning stages, gaining exposure to a favorable market cycle and 
innovation. If you can withstand the ups and downs, you will be rewarded for investing in 
or holding on to the small cap position in your portfolio.

You can own small caps through an exchange traded fund (ETF), such as the Russell 
2000 Index or through an active manager who reviews small cap companies to 
determine best in class. Talk to your advisor to ensure you have the appropriate 
exposure to these young, up-and-coming companies. The returns have the potential to 
be enormous compared to the big stocks, and with falling interest rates, now may be the 
time to own them as they have historically taken off in such an environment. Now may 
be their time to shine.
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Investment advisory services are offered through HBK Sorce Advisory LLC, doing business as HBKS® Wealth Advisors. NOT FDIC INSURED - NOT 
BANK GUARANTEED - MAY LOSE VALUE, INCLUDING LOSS OF PRINCIPAL - NOT INSURED BY ANY STATE OR FEDERAL AGENCY

Denise Williams is a financial advisor in the HBKS® office in Naples, Fla. Her industry 
expertise includes construction, agriculture and workers’ compensation. In addition to 
her designation as a Certified Financial Planner, she is a CPA, having joined HBK CPAs & 
Consultants in 2005 as an auditor. You can reach Denise at 239-919-1268, or by email at 
dwilliams@hbkswealth.com.
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IMPORTANT DISCLOSURES
The information included in this document is for general, informational purposes only. It does not contain any investment advice and does not address 
any individual facts and circumstances. As such, it cannot be relied on as providing any investment advice. If you would like investment advice 
regarding your specific facts and circumstances, please contact a qualified financial advisor.

Any investment involves some degree of risk, and different types of investments involve varying degrees of risk, including loss of principal. It should 
not be assumed that future performance of any specific investment, strategy or allocation (including those recommended by HBKS® Wealth Advisors) 
will be profitable or equal the corresponding indicated or intended results or performance level(s). Past performance of any security, indices, strategy 
or allocation may not be indicative of future results.

The historical and current information as to rules, laws, guidelines or benefits contained in this document is a summary of information obtained from 
or prepared by other sources. It has not been independently verified, but was obtained from sources believed to be reliable. HBKS® Wealth Advisors 
does not guarantee the accuracy of this information and does not assume liability for any errors in information obtained from or prepared by these 
other sources.

HBKS® Wealth Advisors is not a legal or accounting firm, and does not render legal, accounting or tax advice. You should contact an attorney or CPA if 
you wish to receive legal, accounting or tax advice.


