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	— We think U.S. small-cap stocks are attractive, given cheap valuations and an 
improving earnings outlook.

	— However, higher interest rates pose challenges to smaller companies due to 
higher leverage, thinner margins, and more debt with near-term maturities.
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R elative to history, U.S. small-cap 
stocks are cheap. The S&P 600 

Index’s forward price-to-earnings (P/E) ratio 

was 12.6 as of November 21, 2023. This 
ratio had only dipped below 13 twice since 
the turn of the millennium—in 2008, during 

the global financial crisis, and in 2011, when 
sovereign debt concerns weighed heavily 
on global stock valuations (Figure 1). 

U.S. small-cap valuations are at historically low levels
(Fig. 1) S&P 600 Forward P/E Ratio
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January 1, 2000, through November 21, 2023.
Actual outcomes may differ materially from forward estimates. 
Sources: T. Rowe Price analysis using data from FactSet Research Systems Inc. All rights reserved. S&P 600 Index. See Additional Disclosures.
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In addition to low valuations, an improving 
earnings outlook may favor small-cap 
stocks. Despite recession fears, the U.S. 
economy has proven to be more resilient 
than expected in 2023. Forward earnings 
estimates stabilized in June and July, and 
there are signs of upward momentum as 
we enter 2024. 

However, concerns about higher interest 
rates pose a notable challenge for U.S. 
small-cap stocks. A comparison of 
net debt1 to EBITDA2 ratios shows that 
small-cap companies typically have higher 

1 Net debt shows how much cash would remain if all debts were paid off and if a company has enough liquidity to meet its debt obligations.
2 EBITDA = earnings before interest, taxes, depreciation, and amortization. 
3 As of October 26, 2023. Source: T. Rowe Price analysis of companies in the S&P 500 Index and the S&P 600 Index using data from Bloomberg Finance L.P. 

debt burdens than large-cap companies 
(Figure 2). Operating margins for small 
companies also stand well below those 
of large companies. This means that 
as interest costs increase, small-cap 
companies have less of a buffer before 
profit margins turn negative.

Further, data also show that smaller 
companies have more debt that will 
mature within the next five years than large 
companies.3 Interest costs for small-cap 
companies are, therefore, likely to increase 

more quickly, as company bonds will need 
to be refinanced at higher rates sooner. 

Overall, U.S. small-cap stocks offer 
attractive valuations and an improving 
earnings outlook, but they are also more 
sensitive to higher interest rates than 
large-cap companies. As a result, our 
Asset Allocation Committee currently holds 
an overweight position to U.S. small-cap 
equities. We believe it is prudent to invest 
in this asset class via actively managed 
portfolios with a higher quality bias. 

Small-cap companies have higher debt burdens
(Fig. 2) Net debt to EBITBA
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Sources: Bloomberg Finance L.P., S&P 500 and S&P 600 indices. See Additional Disclosures.
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Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give 
advice of any nature, including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective 
investors are recommended to seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group of 
companies including T. Rowe Price Associates, Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and services. 
Past performance is not a reliable indicator of future performance. The value of an investment and any income from it can go down as well as up. 
Investors may get back less than the amount invested.
The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities 
in any jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.
Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the 
sources’ accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date 
written and are subject to change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under 
no circumstances should the material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.
The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the 
material is provided upon specific request. It is not intended for distribution to retail investors in any jurisdiction.
DISCLOSURE CONTINUES ON THE FOLLOWING PAGE.

Additional Information
CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.
The S&P 500 Index and the S&P 600 Index are products of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates (“SPDJI”) and has been 
licensed for use by T. Rowe Price. Standard & Poor’s® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P 
Global (“S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); T. Rowe Price’s Products are not sponsored, 
endorsed, sold or promoted by SPDJI, Dow Jones, S&P, their respective affiliates, and none of such parties make any representation regarding the 
advisability of investing in such product(s) nor do they have any liability for any errors, omissions, or interruptions of the S&P 500 and S&P 600 Index.
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evolving world, bringing our dynamic perspective and meaningful partnership to clients 
so that they can feel more confident.
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