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The hyper-concentration of US equities as a share of 
global market capitalisation reached extreme levels 
in recent years. Policy uncertainty means we have 
likely passed the point of peak US exceptionalism, 
however. Investors are reassessing risk, growth and 
inflation assumptions in a US market that was priced for 
perfection.

A major driver of the strong gains in Europe and Japan 
this year is the rapid influx of fund flows in to European 
and Global ex US equity Funds.1  When inundated 
with new capital, the most liquid opportunities tend to 
benefit first. It takes time for fund flows to trickle down 
to small caps, where valuations are most attractive 
and the upside potential from mean reversion looks 
greatest.

Smaller firms, which tend to generate a higher share of 
their revenue domestically, may have an edge if there is 
further international trade disruption or increased fiscal 
spending. 

Investors believe European fiscal stimulus and Japanese 
governance reforms are likely to improve the outlook for 
equity returns outside the US. However, what has been 
overlooked is that small cap earnings and dividends in 
Europe, Australasia and the Far East (Global ex-US) have 
already established a strong track record of growth 
since the COVID-19 pandemic ended.

In fact, they’re growing as strongly as US large caps and considerably more strongly than US small caps, which 
continue to struggle with these fundamental measures. 

As global investors reconsider their 
concentration in US equities, Europe and 
Japan’s overlooked small caps may offer 
the highest upside potential.

Are Global ex-US small caps set to play a starring role in The Great Rotation?
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Fig. 1 - Global ex-US Small Cap has a strong growth record in recent years

Source: KBI, Datastream, LSEG, IBES - 2025
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1  	 For example, Vanguard, one of the biggest ETFs tracking the broad European market received more inflows in Q1 2025 than in any other quarter 
over the past five years. The FT reports that circa. €2.5bn has flowed into Global ex-US equity mandates from Europe and Japan in Q2.
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Fig. 2 - Global ex-US Small cap growth has compared well with US large caps
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The narrow focus of global investors on US large caps, 
together with the poor performance of both US small 
caps and Global ex-US large caps, has meant many 
have overlooked Global ex-US small caps. 

As a result, they’re cheap on both an absolute and a 
relative basis.

Fig. 3 - Global ex-US Small caps are cheap relative to their history, and US large caps are expensive
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When you combine 
above-average 

profitability with a 
below-average valuation, 

you typically have an 
excellent entry point.
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Fig. 4 - Global ex-US small caps: above-average profitability, below-average valuation



EAFE 
Small Cap Strategy

MSCI EAFE 
Small Cap Index

Dividend Yield (%) 4.5 3.3

Better Total Return
Dividend Payout (%) 50.2 41.2

Dividend Growth (%) 17.4 9.8

Total Payout Yield (%) 5.2 3.1

P/E 1 Year Forward 10.8 13.6

Better Value & Risk
Price/Book 1.1 1.3

Price/Cashflow 7.2 8.1

Weighted Average Mkt. Cap $ (bn) 2.9 3.3

Weighted Average Carbon Intensity 43.0 131.8 Lower Carbon

ROE (Realised, %) 13.9 11.4
Better Quality Management 

& Balance SheetsROIC (Realised, %) 10.0 8.1

Net Debt/Equity (%) 9.3 22.5

Fig. 5 - Portfolio characteristics – high yields and high growth

Fig. 6 - Correlation table – Global ex-US small caps are an effective diversifier of US large-cap risk

It’s our view this means that an allocation to Global ex-US small caps can play a vital role, helping to generate alpha 
and reduce risk from an overall equity portfolio perspective.

Adding our active management skills to the mix 
improves the proposition further (see Fig. 5 below, 
which shows portfolio characteristics). The valuation 
is less than half that of US large caps. There is notable 
upside potential as fund flows, which have started 
to move out of the US, are initially focused on large 
caps, but will eventually flow into less liquid corners of 
international markets. 

These stocks also offer dividend yields north of 4% 
and strong double-digit dividend growth. That means 
investors can be rewarded while they wait for mean 
reversion to normalise the valuation.

Removing the impact of currency, international markets 
are up over the year-to-date period to the end of April. 
Meanwhile, expensive US equity indices have declined, 
showing the benefit of international diversification. 
As markets evolve from the recent period of hyper-
concentration, it’ll be crucial to identify allocations that 
maximise diversification potential as well as alpha. 

Fig 6 shows, Global ex-US small cap stocks been much 
better at diversifying US large-cap risk in portfolios than 
US small caps over the past 24 years. 

2000 - Dec. 2024
Dev ex-US 

Small 
Growth

Dev ex-US 
Small 

Neutral

Dev ex-US 
Small 
Value

US Large 
Growth

US Large 
Neutral

US Large 
Value

Dev ex-US 
Large 

Growth

Dev ex-US 
Large 

Neutral

Dev ex-US 
Large
Value

Dev ex US Small Growth 1.000 0.960 0.891 0.763 0.725 0.624 0.901 0.879 0.804

Dev ex US Small Neutral 0.960 1.000 0.964 0.731 0.768 0.677 0.892 0.933 0.888

Dev ex US Small Value 0.891 0.964 1.000 0.647 0.739 0.666 0.817 0.906 0.893

US Large Growth 0.763 0.731 0.647 1.000 0.835 0.743 0.851 0.797 0.720

US Large Neutral 0.725 0.768 0.739 0.835 1.000 0.913 0.763 0.855 0.837

US Large Value 0.624 0.677 0.666 0.743 0.913 1.000 0.643 0.769 0.806

Dev ex US Large Growth 0.901 0.892 0.817 0.851 0.763 0.643 1.000 0.921 0.822

Dev ex US Large Neutral 0.879 0.933 0.906 0.797 0.855 0.769 0.921 1.000 0.950

Dev ex US Large Value 0.804 0.888 0.893 0.720 0.837 0.806 0.822 0.950 1.000

Source: Fama Library - Developed ex-US and US factors formed on Size and B/P with Average Value Weighted Returns

Source: KBI, MSCI - 2025
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Fig. 7 - KBIGI Global ex-US Small Cap performance track record
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Source: KBI Global Investors, Datastream and Bloomberg. Returns are gross of fees in USD to 31st March 2025. See disclaimers for further information.

MSCI Global ex-US Small Cap Net Return benchmark returns assume the reinvestment of dividends after the deduction of withholding taxes. 
See disclaimers for description of index information.

Returns are gross of fees in USD. Returns from 07/01/2015 are based on the KBIGI Global ex-US Small Cap equity component of the KBIGI Global Small Cap Strategy 
managed by KBIGI to an identical process applied to all KBIGI Global Equity Strategies.

Benefit from our expert guidance
KBIGI has a strong track record of adding value to this 
asset class. As investors look to diversify away from 
over-owned and over-valued US large caps, there’s a 
compelling case for the overlooked attractions of our 
Global ex-US Small Cap Portfolio.



Disclaimers
ALL MARKETS
KBI Global Investors Ltd is regulated by the Central 
Bank of Ireland. KBI Global Investors (North America) 
Ltd is a registered investment adviser with the SEC and 
regulated by the Central Bank of Ireland. Registration 
does not imply a certain level of skill or training. KBI 
Global Investors (North America) Ltd is a wholly-owned 
subsidiary of KBI Global Investors Ltd. ‘KBI Global 
Investors’ or ‘KBIGI’ refer to KBI Global Investors Ltd and 
KBI Global Investors (North America) Ltd.

Portfolio returns are gross of fees in USD. 
All returns are to 31/03/2025.

IMPORTANT RISK DISCLOSURE STATEMENT 
Under MiFID II this is deemed marketing material and 
should not be regarded as investment research. This 
material is provided for informational purposes only 
and does not constitute an offer to sell or the solicitation 
of an offer to purchase any security, product or service 
including any group trust or fund managed by KBI 
Global Investors. The information contained herein does 
not set forth all of the risks associated with this strategy, 
and is qualified in its entirety by, and subject to, the 
information contained in other applicable disclosure 
documents relating to such a strategy. KBI Global 
Investors’ investment products, like all investments, 
involve the risk of loss and may not be suitable for all 
investors, especially those who are unable to sustain a 
loss of their investment.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE 
OF FUTURE RESULTS
This introductory material may not be reproduced or 
distributed, in whole or in part, without the express prior 
written consent of KBI Global Investors. The information 
contained in this introductory material has not been 
filed with, reviewed by or approved by any regulatory 
authority or self-regulatory authority and recipients 
are advised to consult with their own independent 
advisors, including tax advisors, regarding the products 
and services described therein. The views expressed 
are those of KBI Global Investors and should not be 
construed as investment advice. We do not represent 
that this information is accurate or complete and it should 
not be relied upon as such.  Opinions expressed herein 
are subject to change without notice. The products 
mentioned in this Document may not be eligible for sale 
in some states or countries, nor suitable for all types of 
investors. Past performance may not be a reliable guide 
to future performance and the value of investments may 
fall as well as rise. Investments denominated in foreign 
currencies are subject to changes in exchange rates that 
may have an adverse effect on the value, price or income 
of the product. Income generated from an investment 
may fluctuate in accordance with market conditions and 
taxation arrangements. In some tables and charts, due 
to rounding, the sum of the individual components may 
not appear to be equal to the stated total(s). Additional 
information will be provided upon request. Performance 
for periods of more than 1 year is annualized. Gross 

results shown do not show the deduction of investment 
management fees. A client’s actual return will be reduced 
by the management fees and any other expenses which 
may be incurred in the management of an investment 
account. For example, a €1,000,000 investment with an 
assumed annual return of 5% with a management fee of 
0.85% would accumulate €8,925 in fees during the first 
year, €48,444 in fees over five years and €107,690 in fees 
over ten years. 

GIPS Performance Disclaimer
Our firm claims GIPS compliance and is annually 
verified by an independent verification firm to be so. 
The verification report from our verifier and our GIPS 
composite presentation are available upon request. The 
performance record disclosed here is that of the firm’s 
composite for this strategy.

USA/CANADA SPECIFIC:
Information about indices is provided to allow for 
comparison of the performance of the Adviser to that of 
certain well-known and widely recognized indices. There 
is no representation that such index is an appropriate 
benchmark for such comparison. You cannot invest 
directly in an index, which also does not take into 
account trading commissions and costs. The volatility of 
the indices may be materially different from that of the 
strategy. In addition, the strategy’s holdings may differ 
substantially from the securities that comprise the indices 
shown. All MSCI data is provided “as is”. In no event shall 
MSCI, its affiliates, or any MSCI data provider have any 
liability of any kind in connection with the MSCI data. No 
further distribution or dissemination of the MSCI data is 
permitted without MSCI’s prior express written consent. 
Net total return indices reinvest dividends after the 
deduction of withholding taxes, using (for international 
indices) a tax rate applicable to non-resident institutional 
investors who do not benefit from double taxation 
treaties.     
              
MSCI Global ex-US Small Cap: The MSCI Global ex-US 
Small Cap Index covers more than 2,200 securities across 
small-cap stocks and across style and sector segments in 
21 developed markets. 

Gross results shown do not show the deduction of 
Adviser’s fees. A client’s actual return will be reduced by 
the advisory fees and any other expenses which may be 
incurred in the management of an investment advisory 
account. See Part 2 of Adviser’s Form ADV for a complete 
description of the investment advisory fees customarily 
charged by Adviser. For example, a $1,000,000 
investment with an assumed annual return of 5% with an 
advisory fee of 0.85% would accumulate $8,925 in fees 
during the first year, $48,444 in fees over five years and 
$107,690 in fees over ten years.  Performance returns 
for individual investors may differ due to the timing of 
investments, subsequent subscriptions/redemptions, 
share classes, fees and expenses.  Stocks mentioned in 
this document may or may not be held in this strategy at 
this time. Any projections, market outlooks or estimates 
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in this document are forward-looking statements and 
are based upon certain assumptions. Other events 
which were not taken into account may occur and 
may significantly affect the returns or performance of 
the strategy. Any projections, outlooks or assumptions 
should not be construed to be indicative of the actual 
events which will occur. Discussions of market conditions, 
market high/lows, objectives, strategies, styles, positions, 
and similar information set forth herein is specifically 
subject to change if market conditions change, or if KBIGI 
believes, in its discretion, that investors returns can better 
be achieved by such changes and/or modification. Style 
descriptions, market movements over time and similar 
items are meant to be illustrative, and may not represent 
all market information over the period discussed. Form 
ADV Part 1 and Part 2 are available on request.  

AUSTRALIA SPECIFIC:
KBI Global Investors (North America) Ltd is exempt from 
the requirement to hold an Australian Financial Services 
licence in respect of the financial services it provides 
to wholesale investors in Australia and is regulated by 
both the Central Bank of Ireland and the Securities and 
Exchange Commission of the US under US laws which 
differ from Australian laws. Any services provided in 
Australia by KBI Global Investors Ltd or other affiliates 
will be provided by the relevant entity as representative 
of KBI Global Investors (North America) Ltd. Ambassador 
Funds Management Services Pty Ltd (ASFL: 33 17 17) is 
licensed to provide general product advise in Australia 
and New Zealand to wholesale clients.This material and 
any offer of investments is intended for and can only 
be provided and made to persons who are regarded as 
wholesale clients for the purposes of the Corporations 

Act of Australia and must not be made available or passed 
on to persons who are regarded as retail investors. It 
may not be reproduced or distributed, in whole or in 
part, without the express prior written consent of KBI 
Global Investors (North America) Ltd. The information 
contained in this introductory material has not been 
filed with, reviewed by or approved by any Australian 
or United States regulatory authority or self-regulatory 
authority and recipients are advised to consult with 
their own independent advisors, including tax advisors, 
regarding the products and services described therein. 
Issued by Ambassador Funds Management Services Pty 
Ltd ABN 91 133 740 057.

Contact Information: 
Ambassador Funds Management Services 
Level 12, 3 Spring Street, Sydney NSW 2000, Australia. 
Ph: 61 2 9081 0230. Fax: 61 2 9081 0231 
 
Level 16, 461 Bourke Street, Melbourne VIC 3000, 
Australia. Ph: 61 3 8652 2848. Fax: 61 3 8652 2849

www.ambassadorfms.com

UNITED KINGDOM: 
KBI Global Investors Ltd is regulated by the Central Bank 
of Ireland and deemed authorised and regulated by the 
Financial Conduct Authority. The nature and extent of 
consumer protections may differ from those for firms 
based in the UK. Details of the Temporary Permissions 
Regime, which allows EEA-based firms to operate in the 
UK for a limited period while seeking full authorisation, 
are available on the Financial Conduct Authority’s 
website.
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