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Many investors  have long recognized the benefits of adding small-cap stocks to

diversified portfolios. An allocation to small-cap stocks can increase return potential, add 

to diversification, and provide exposure to a relatively inefficient market. Yet many have not yet 

recognized the potential additional upside that comes from adding micro-cap stocks to their 

traditional asset allocations. Exposure to micro-caps can further boost potential returns, augment 

diversification through non-correlated performance, and deliver many of the benefits of private 

equity and venture capital within a liquid vehicle. The strong benefits of micro-caps, combined 

with investors’ relative lack of attention to this dynamic asset class creates an opportunity. We 

believe exposure to micro-caps can further boost potential returns to your  small-cap allocations: you 

can enhance returns while modestly reducing volatility, and in doing so, participate in the 

corporations of tomorrow by investing in the entrepreneurs of today.

What do micro-caps have to offer?
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MICRO-CAPS PROVIDE HIGHER HIGHS AND HIGHER LOWS  
20-Year Rolling Return Periods

Jan. 1, 1926 - Dec. 31, 2018
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Portfolio strategies for adding small- and micro-caps
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1/1/2001-12/31/2018
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Using small- and micro-caps: 
three different risk profiles 
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There are a number of factors for you to consider 
when incorporating micro-caps 
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#1. Return
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#2. Volatility
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PAST PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS

ANNUAL RETURNS
Large / Small / Micro

Year

2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

70 / 25 / 5

-7.04%

-21.28%

34.96%

12.98%

4.78%

16.57%

3.05%

-36.15%

26.94%

18.72%

0.08%

16.35%

34.68%

11.02%

70 / 20 / 10

-6.40%

-21.06%

35.79%

12.77%

4.67%

16.48%

2.70%

-36.45%

26.97%

18.82%

-0.19%

16.52%

35.00%

10.96%

-0.39%

70 / 15 / 15

-5.75%

-20.83%

36.63%

12.57%

4.57%

16.39%

2.35%

-36.75%

27.00%

18.92%

-0.46%

16.69%

35.33%

10.91%

-0.42%
ANNUAL VOLATILITY
Large / Small / Micro

Year

2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

70 / 25 / 5

21.17%

24.87%

16.86%

12.65%

11.62%

11.82%

16.88%

41.74%

29.58%

19.88%

25.91%

13.69%

11.87%

12.37%

15.42%

70 / 20 / 10

20.97%

24.58%

16.68%

12.56%

11.50%

11.72%

16.76%

41.53%

29.54%

19.82%

25.85%

13.68%

11.85%

12.39%

15.38%

70 / 15 / 15

20.77%

24.28%

16.49%

12.47%

11.37%

11.61%

16.64%

41.29%

29.50%

19.91%

25.80%

13.66%

11.83%

12.41%

15.34%
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276.50%
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288.92%
8.32%

290.57%
8.34%

-0.36% 

% 
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17.50%
0.475

17.42%
0.479

8 21.02% 20.29% 20.23%

2018 7.96% 7.98% 7.99%
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#3. Return/Risk or potential bang for buck
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Large / Small / Micro
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Capacity:   
 

 

Invest in the entrepreneurs of today
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INVESTMENT STYLE ASSETS
Dollars in Billions

$
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Small-cap Growth, 
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Micro-cap

Source: Perritt Capital Management/Morningstar as of /31/18  
PAST PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS
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Answering objections to micro-cap stocks

Lack of liquidity: -
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Choose a Specialist Who Understands the Opportunity

30

 
 
 

 expanding profitability.  They also typically have a track record for above-average growth in 
revenue and/or earnings, a relatively low or declining level of long-term debt, a significant percentage 
of their shares owned by company management, and reasonable price-to-sales ratios, price-to-
earnings ratios, and price-to-cash flow ratios. 
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Mutual fund investing involves risk. Principal loss is possible. The Funds invest in smaller companies, which involve additional 
risks, such as limited liquidity and greater volatility. The Funds invest in micro-cap companies which tend to perform poorly during 
times of economic stress. The Fund may invest in early stage companies which tend to be more volatile and somewhat 
more speculative than investments in more established companies. 

DISCLOSURES

ANNUALIZED TOTAL RETURNS (%) AS OF SEPTEMBER 30, 2019
1-YR 3-YR 5-YR 10-YR 20-YR Since Inception1
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click here.

Cash Flow

Price-to-Sales Ratio  

Price-to-Earnings Ratio

Price-to-Cash Flow Ratio  

Growth At A Reasonable Price (GARP)  
 

The S&P 500 Index  
 

 
 

Private Equity  
 
 
 

 
 

Volatility  
returns.

Average Volatility

Differentiating Private Equity and Venture Capital
 

 

 
 




