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Over the past year, investors increasingly have flocked to international stocks to capitalize on a  
burgeoning bull market in non-U.S. equity markets. While investors seeking more global exposure  
historically have allocated to international large-cap or emerging market stocks, they may be surprised 
to find that much like their domestic small-cap counterparts, international small-cap stocks historically  
have provided a return premium above their large-cap counterparts and have outperformed emerging-
markets stocks with less risk (see Chart 1 and Table 1).

In addition, international small-cap outperformance relative to international large caps has been 
remarkably persistent, with international small caps beating international large caps more than 98% of 
rolling five-year time periods and 100% of rolling 10-year periods. (See Chart 2.) 
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CHART 1. INTERNATIONAL SMALL CAPS HAVE HAD LONG-TERM OUTPERFORMANCE
GROWTH OF $100 (12/31/1997–12/31/2017)
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Source: Zephyr StyleADVISOR.
Past performance is not a reliable indicator or guarantee of future results. Based on a hypothetical investment of $100.00 on 12/31/1997, assumes reinvestment of 
income and no transaction costs or taxes. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment. The historical 
data shown in the chart above are for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett or any particular investment.  *Data range: 
12/31/1997–12/31/2017. The MSCI EAFE Small Cap Gross Total Return (GR) Index inception date is 01/01/2001.
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IN BRIEF

n International small caps 
have been overlooked by 
investors, despite providing a 
more attractive risk/reward 
profile than international 
large caps and emerging-
market stocks over the last 
20 years.

n The asset class has far less 
coverage by sell-side 
analysts, which underscores 
the opportunities for active 
management to uncover 
opportunities in this space.

n International small caps 
also tend to be more 
exposed to sectors that 
historically have generated 
higher growth.
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Investors with long-term horizons may be wise to consider the attractive risk/reward 
profile of long-overlooked international small-cap stocks.
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TABLE 1. INTERNATIONAL SMALL CAPS HISTORICALLY HAVE HAD A HIGHER RETURN 
THAN LARGE CAPS AND A LOWER RISK THAN EMERGING MARKETS
RISK/RETURN COMPARISON, 12/31/1997–12/31/2017

Risk-Return Stats (20-Year)* Risk-Return 01/01/2001 - 12/31/2017

Return
Cumulative  

Return
Standard 

Dev
Sharpe 
Ratio Return

Standard 
Dev

Sharpe 
RatioIndex

S&P Developed Ex-U.S. SmallCap 8.82% 441.79% 17.43 0.39 9.05% 17.61 0.43

MSCI EAFE Small Cap - - - - 9.73% 17.65 0.46

MSCI EAFE 5.68% 201.80% 16.63 0.22 4.99% 16.56 0.21

MSCI EM 8.10% 374.41% 23.29 0.26 10.55% 21.41 0.42

Source: Zephyr StyleADVISOR.
Past performance is not a reliable indicator or guarantee of future results. The historical data shown in the chart above are for illustrative purposes only and do not repre-
sent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for 
direct investment. *Data range 12/31/1997–12/31/2017. MSCI EAFE Small Cap Gross Total Return (GR) Index inception date is 01/01/2001.
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DIVERSIFICATION BENEFITS

In addition to providing excess return benefits, international small 
caps also have more effectively delivered the diversification benefits 
sought by investors seeking to globalize their portfolios. For the 
20-year period ended December 31, 2017, the correlation of interna-
tional small-cap equity returns to U.S. equity returns was 0.75, which 
is lower than the 0.90 correlation international large-cap equities 
have with U.S. equities and the 0.81 correlation that emerging-mar-
ket equities have. 

STRATEGIC EXPOSURE

A final benefit of international small caps is their exposure to 
sectors that generate growth. For the calendar year 2017, the 
MSCI EAFE Small Cap Index outperformed the MSCI EAFE Index 
and MSCI Emerging Markets Index due in part to its larger alloca-
tion to the industrials and consumer discretionary sectors, which 
are highly leveraged to global growth, and its limited exposure to 
the low-growth utilities, energy, and consumer staples sectors.

In addition, international small caps tend to be more directly 
tied to improvements and reforms in their home economies, and 
as such can capitalize on exciting developments within these 
home markets. These growth trends can be found across the globe 
and include, for instance, the rapid maturation of the housing and 
mortgage finance market in modernizing Asian economies and 
Europe finally addressing its nonperforming loan problem via 
intermediary debt-servicing firms, which has created opportuni-
ties for local companies to capitalize on the attractive recovery 
rates of these bad debts (relative to the low cost of acquisition).

LOOKING FORWARD

Despite a very strong year in 2017, we still see ample opportu-
nity for investment in the international small-cap space. Valua-
tions in Europe and in many regions around the world are still 
below their peaks, and we believe international markets still have 
room to perform as they close the gap on the U.S. market, which 
has broadly outperformed international markets over the past 
three, five, and 10 years. One big reason for that view is that many 
international economies are farther behind in their cyclical 
recovery from the global financial crisis of 2008–09. Many compa-
nies now have significantly greater operational leverage than their 
U.S. counterparts, which should help boost the upside potential of 
their shares as their respective home market economies continue 
to improve. 

For investors looking to capitalize on this ongoing opportunity, 
international small-cap stocks historically have outperformed 
international large cap and emerging-market equities, and are 
often more tied to the growth of their home markets than their 
large-cap counterparts, standing to benefit from a continued 
uptick in economic growth across the globe. 
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Source: FactSet. 
Large Cap represented by MSCI EAFE Index and Small Cap represented by S&P Developed ex-U.S. Small Cap Index. Past performance is not a reliable indicator or guarantee of future results. The historical data shown in the chart 
above are for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available 
for direct investment.

CHART 2. INTERNATIONAL SMALL-CAP OUTPERFORMANCE OF LARGE CAPS OVER TIME
AS A PERCENTAGE OF ROLLING TIME PERIODS (12/31/1997-12/31/2017) 

n Over rolling one-year periods, international small caps have outperformed large caps 66% of the time.

n Over longer periods, small caps have outperformed by increasingly greater amounts.

n Regardless of entry point, the longer the investment horizon, the higher the percentage of time international small caps have outperformed 
international large caps
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IMPORTANT INFORMATION
Note: As with any new investment, know the risks before investing. Keep in mind equity securities are subject to market risk, which means their value may fluctuate in response to general economic and market conditions 
and the perception of individual issuers. Unlike large-cap companies, small-cap companies tend to be less established, which means they are subject to more fluctuations in their businesses. Investing internationally also 
brings increased risks. What to keep in mind: Investments in international securities are subject to certain risks of overseas investing, including currency fluctuations and changes in political and economic conditions, 
which could result in significant market fluctuations. These risks are magnified in emerging markets.]

Keep in mind that all investments carry a certain amount of risk including possible loss of the principal amount invested. No investment strategy, including diversification and asset allocation, guarantees a profit or pro-
tects against a loss. Stock markets, especially international markets, and investments in individual stocks are volatile and can decline significantly in response to issuer, market, economic, industry, political, regulatory, 
geopolitical, and other conditions. Investments in smaller companies may involve greater risks than those in larger, more well-known companies.

This commentary may contain assumptions that are “forward-looking statements,” which are based on certain assumptions of future events. Actual events are difficult to predict and may differ from those assumed. There 
can be no assurance that forward-looking statements will materialize or that actual returns or results will not be materially different from those described here.

GLOSSARY OF TERMS

Cumulative return is the aggregate amount an investment has gained or lost over time, independent of the period of time involved.

Standard deviation is a measure of volatility. Applied to an asset’s return, it provides a measure of the range of those returns. A higher standard deviation means a greater range of returns.

Sharpe ratio is a measure of risk-adjusted performance.

The MSCI ACWI (All Country World Index) ex-U.S. Index is a subset of the MSCI ACWI Index. The MSCI ACWI (All Country World Index) Index is a free float-adjusted market capitalization weighted index that is 
designed to measure the equity market performance of developed and emerging markets. 

The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market performance and includes a representative sample of leading companies in leading industries.

The S&P Developed ex US Small Cap Index measures the performance of the small-cap segment of global developed equity markets, excluding the United States, ranked by total market capitalization.

The MSCI EAFE Index (Europe, Australasia, Far East) is a free float-adjusted market-capitalization index that is designed to measure the equity market performance of developed markets, excluding the United States 
and Canada.

The MSCI Emerging Markets Index is a free float-adjusted market-capitalization index that is designed to measure equity market performance of emerging markets.

MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further redistributed or used as a basis for 
other indices or any securities or financial products. This report is not approved, reviewed or produced by MSCI.

Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

No investing strategy can overcome all market volatility or guarantee future results.

Statements concerning financial market trends are based on current market conditions, which will fluctuate. There is no guarantee that markets will perform in a similar manner under similar conditions in the future.

The information provided is not directed at any investor or category of investors and is provided solely as general information about Lord Abbett’s products and services and to otherwise provide general investment educa-
tion. None of the information provided should be regarded as a suggestion to engage in or refrain from any investment-related course of action as neither Lord Abbett nor its affiliates are undertaking to provide impartial 
investment advice, act as an impartial adviser, or give advice in a fiduciary capacity. If you are an individual retirement investor, contact your financial advisor or other fiduciary about whether any given investment idea, 
strategy, product or service may be appropriate for your circumstances.

The opinions in Market View are as of the date of publication, are subject to change based on subsequent developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon as a forecast, 
research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment strategy, and is not intended to predict or depict the performance of any investment. Readers should not assume 
that investments in companies, securities, sectors, and/or markets described were or will be profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the information Lord Abbett deems 
reliable; however, Lord Abbett does not warrant the accuracy and completeness of the information. Investors should consult with a financial advisor prior to making an investment decision.
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Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is 
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your 
investment professional or Lord Abbett Distributor LLC at 888-522-2388, or visit us at lordabbett.com. Read the prospectus carefully before you invest.
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OUR FIRM
A singular focus on  
the management of  
money since 1929 

OUR MISSION
Delivering superior long-term 
investment performance  
and a client experience that  
exceeds expectations

OUR DIFFERENTIATORS
n Independent Perspective
n  Commitment to Active Management
n Intelligent Product Design

Want to learn more about our investment strategies?
Contact Lord Abbett at 888-522-2388 or visit us at www.lordabbett.com.


