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Growth vs Value in Australian Small Caps – FY19 Update 

With FY19 just behind us, it’s an opportune time to revisit and update some of our previous 

research on style in the Australian small cap market. This is particularly relevant given the 

considerable commentary on investment style, specifically Growth vs Value, in the markets 

currently. 

As we’ve historically done, we’ll use the MSCI Australia Small Cap Growth and the MSCI 

Australia Small Cap Value indices as the basis for analyzing style. Table 1 highlights the 

performance of these two indices in recent years. 

Table 1 

  

There are a couple of observations: 

1. The last 1-2 years have indeed been a tough period for Value oriented stocks, with the 

Growth index delivering twice the Value index return in the last 2 years. This is in 

line with the prevailing market commentary, that ‘value managers’ have had a tougher 

time of late.  

2. However, the last 3-4 years tell quite a different story. The Value index substantially 

outperformed the Growth index in FY17. And over the last 4 years, the two indices 

have roughly performed in line with each other. This point is something that has been 

missing from the recent market commentary – Value stocks have done just as well as 

Growth stocks, over the medium term. 

Chart 1 is from our original Growth vs Value report from April 2017, updated to 30 June 

2019. The chart is useful in that it illustrates clearly that different styles have outperformed 

over different time horizons. The last 4 years can be roughly divided into two halves – firstly 

where Value has outperformed Growth substantially (Arrow 1 in Chart 1), and secondly 

where Growth has outperformed Value substantially (Arrow 2 in Chart 1). Perhaps a critical 

question is, how has a manager performed over the last four years, where the difference in 

the style indices has been negligible? 

As it turns out, over this 4-year period, the median manager (11.6% p.a.) has performed in 

line with the benchmark (11.6% p.a. return from the S&P ASX Small Ordinaries 

Accumulation index, the benchmark for most Australian small cap managers). It is also 

interesting to note that despite the performance of value factors over the period, generally 

Growth Value

FY19 7.0% 2.4%

FY18 25.2% 13.4%

FY17 0.9% 23.0%

FY16 15.8% 9.2%

4 years* 56.4% 55.9%

4 years p.a.* 11.8% 11.7%

* Performance to 30 June 2019

https://www.flindersinvest.com.au/images/Growth_vs_Value_in_Australian_Small_Caps_20170418.pdf
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speaking value managers have underperformed the benchmark. In addition, a number of these 

managers have closed down over the period responding to poorer performance. 

Importantly, as we discussed in our Skill vs Style report from April 2019, given the benign 

nature of the market (coinciding with a period of low cross-sectional volatility), it is the stock 

selection and portfolio construction skill of the manager that has delivered above market 

returns. In fact, it has been a fortuitous period to assess these skills to determine a managers’ 

capability to deliver long term returns once the market returns to more stable conditions. 

Chart 1 

 

 

As a final point, we highlighted in our April 2017 report that the timing was ripe for 

Australian small cap growth stocks to perform well, given their extreme underperformance 

up to that point (Point 3 in Chart 1, a level seen only a handful of times in the last +20 years). 

As we subsequently saw, growth stocks proceeded to outperform handsomely, and as it 

stands currently, we seem to be at a more neutral setting. To recall from that report, we 

determined that growth characteristics are desirable when investing in Australian small caps, 

given the growth index has outperformed value ~61% of the time (since the inception of the 

indices). So, while the chart suggests we are no longer at extreme levels, the current neutral 

level bodes well for investing in attractively priced, growing companies going forward. 

 

Flinders Investment Partners 

29 July 2019 

 
 

Disclaimer and Disclosure 

Equity Trustees Limited (‘EQT’) (ABN 46 004 031 298 AFSL 240975) is the Responsible Entity for the Flinders Emerging Companies Fund.  The material contained in this communication (and all its 

attachments) is general information only and has been prepared by Flinders Investment Partners Pty Ltd (“Flinders”), a Corporate Authorised Representative of Prodigy Investment Partners Limited 

(“Prodigy”), AFSL 466173.   

It is not intended to take the place of professional advice and you should not act on any recommendation (if any) made in this communication without first consulting your investment advisor in order to 

ascertain whether the recommendation (if any) is appropriate, having regard to your investment objectives, financial situation and particular needs. Nothing in this communication shall be construed as a 

solicitation to buy or sell a security or to engage in or refrain from engaging in any transaction. 

Flinders and Prodigy believe that the information and advice (if any) contained herein is correct at the time of compilation.  However, Flinders Prodigy and EQT provide no representation or warranty that it 

is accurate, complete, reliable or up to date, nor does Flinders, Prodigy or EQT accept any obligation to correct or update the opinions (if any) in it. The opinions (if any) expressed are subject to change 

without notice. Flinders, Prodigy and EQT do not accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of the material contained in this communication. 

This communication may refer to the past performance of a person, entity or financial product.  Past performance is not a reliable indicator of future performance.  Investors should obtain the relevant 

product disclosure statement and consider it before making any decision to invest. 
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