
Background
“Successful investing” is often relative, and, over the past 
decade, most major public equity indexes have produced 
historically-strong returns. US small cap equity, as measured by 
the Russell 2000 index, has generated solid absolute returns 
(+9.4% annualized over 10 years) but has underwhelmed in the 
shadow of US large cap dominance (+14.6% annualized over the 
same period). Of further concern among small cap investors has 
been manager alpha, or lack thereof, as roughly 75% of active 
managers have underperformed their benchmark year-to-date in 
2025 by an average of 3-4%. 

Evolution of the Small Cap Opportunity Set
Historically, active managers have benefitted from several tail 
winds in US small cap, including a wider universe of companies to 
select from (2000 companies in small cap vs. 500 in large cap), a 
lack of analyst coverage which leads to more companies being 
mispriced, and finally, a steady stream of new public companies 
(IPOs), that continuously refresh the small cap opportunity set.                                                                                                                              

 

ACG’s Position
The pursuit of success can be difficult in the short run, and it 
appears the alpha has been channeled toward non-earners in 
small cap. Over the long-run, however, the market tends to 
reward growth and profitability and managers with clearly 
defined, repeatable processes, and patience, should be best 
positioned to outperform.

▪ In Q3 2025, the median US small cap manager underperformed the Russell 2000 Index by the widest margin in over 20 years

▪ Higher interest rates and a proliferation of private equity are two factors contributing to the underperformance

▪ Opportunities remain in small cap for patient investors with a long-term approach to the asset class
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Source: eVestment, year-to-date through 9/30/2025

44% of Russell 2000 Companies are Non-Earners

Source: Bloomberg

Private Equity Growth has Hurt the IPO Market

Source: Jay Ritter, University of Florida IPO Report

Russell 2000 Non-Earners have Outperformed Significantly

Source: FactSet, Russell, Jefferies, year-to-date through 9/30/2025

Small Cap Active Managers have Broadly Underperformed

Average

Average

Over the past two decades, flows into private equity funds 
have grown. Easier access to capital has enabled smaller 
private companies to defer or delay public listing via IPO. As 
companies remain private for longer, and ultimately list as 
mid-cap or large-cap companies, the universe of smaller 
public companies for active managers to select from has 
shrunk.

By design, the Russell 2000 comprises roughly 2,000 stocks. 
Successful, profitable companies may grow too large for 
inclusion in the small cap index while declining companies may 
be reclassified down from large cap to small cap. This dynamic, 
coupled with lower IPO issuance, has led to an increased weight 
of non-earning (unprofitable) Russell 2000 constituents.

Where Has the Alpha Gone?
“High quality” generally refers to financially-healthy companies 
with proven business models and high return on equity. Active 
managers that focus on these fundamentals have not been 
rewarded of late. Rather, small cap market momentum has 
been squarely behind lower-quality, more speculative 
companies, particularly in industries poised to benefit from AI-
related investments (e.g. data center construction, utilities, 
energy, etc.), and those that may be supported by lower 
interest rates. AI-exuberance, driven more by lofty expectations 
than profits, has drawn comparisons to the 1999 dotcom 
bubble. 

Sector Earners Non-Earners Difference

Comm Services -9.5% 41.5% 51.0%

Info Tech 8.6% 51.3% 42.7%

Materials 22.1% 62.7% 40.6%

Energy -4.1% 20.2% 24.3%

Industrials 19.9% 37.1% 17.2%

Financials 5.5% 22.5% 17.0%

Utilities 10.8% 27.4% 16.6%

Real Estate -0.2% 7.4% 7.6%

Con. Staples 0.2% 6.5% 6.3%

Health Care 4.9% 10.0% 5.1%

Con. Disc. 4.1% -4.4% -8.5%

Asset Class % Underperforming Median Excess Return

Small Cap Value 77% -3.4%

Small Cap Core 72% -3.2%

Small Cap Growth 75% -4.6%
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The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions 

of any other firm.

This report was prepared by ACG for you at your request.  Although the information presented herein has been obtained from and is based upon sources ACG 

believes to be reliable, no representation or warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does 

not itself endorse or guarantee, and does not itself assume liability whatsoever for, the accuracy or reliability of any third party data or the financial information 

contained herein.

Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”, “expect”, “anticipate”, 

“project”, “estimate”, or any variations thereof.  As a result of various uncertainties and actual events, including those discussed herein, actual results or 

performance of a particular investment strategy may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you 

should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend such forward-looking statements. 

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security. 

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a 

range of possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment risk. 

The output of the Monte Carlo Simulation is based on ACG’s capital market assumptions that are derived from proprietary models based upon well-recognized 

financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates 

may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in deriving 

the probability distributions, (ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to which the 

probability distributions are put. 

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual 

investment results and are not guarantees of future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any 

estimate of what could have been an investment strategy’s performance is likely to differ from what the strategy would actually have yielded had it been in 

existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be incorrect, 

inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will experience 

returns comparable to those shown in the analysis contained in this report.  For example, market and economic conditions may change in the future producing 

materially different results than those shown included in the analysis contained in this report. Any comparison to an index is for comparative purposes only. An 

investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

Alpha is a measure of an investment’s performance that indicates its ability to generate returns in excess of its benchmark. 

Vintage year assets refer to the assets of a private equity fund that were acquired during the year when the fund made its first significant investment. This year is 

crucial for evaluating the fund’s performance, as it is the benchmark for comparing returns among funds launched in the same market conditions.

Median US small cap manager return based on Nasdaq eVestment data. 

Median Excess Returns are returns achieved above and beyond the return of representation of the stock market.

The Russell 2000 Index tracks performance of 2,000 smaller companies offering a comprehensive view of the small-cap sector.

Small-cap value stocks are shares of smaller U.S. companies that the market perceives as underpriced.

Small-cap core refers to stocks of small companies that combine characteristics of both value and growth investing.

Small-cap growth measures the performance of the faster-growing small-cap U.S. companies.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such 

matters.  No assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially on a quarterly, 

annual or other periodic basis. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information.

© 2025 Asset Consulting Group. All Rights Reserved.  Asset Consulting Group is the sole owner of all rights, title, and interest to the materials, methodologies, 

techniques, and processes set forth herein, including any and all intellectual property rights.  No part of this document may be reproduced, stored, or transmitted by 

any means without the express written consent of Asset Consulting Group.  
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