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Resource and mining services companies continue to drag down the small capitalisation market, with their losses 
overshadowing otherwise strong results and the beginnings of a welcome restructure within the small cap sector. 

According to the latest review of small companies by leading research house Lonsec, the plunging value of resource 
companies has had a positive impact on the structure of the small cap market, despite being the major reason the 
sector has underperformed during recent years. 

As the value of resource stocks fall, so too does their weighting within the index, Lonsec analyst Nick Thomas said. 
“This is leading to a healthier balance of companies and industries within the popular sector,” Mr Thomas said. 

“The poor performance of resources has become a well-worn theme for small caps, persisting for the past four years. 
More recently, the main drags within the sector have been iron ore, gold and energy companies, this has also flowed 
through to put pressure on companies within the mining services sector,” he said. 

Small Industrials vs Small Resources Cumulative Returns 2003 – 2014 

Source: Bloomberg 

During 2014, The ASX S&P Small Ordinaries index recorded a 3.8 per cent fall, however, this was dominated by a 
28.4 per cent plunge by small resources companies, which wiped out a 2.8 percent gain by small industrials. 

Funds rated within the Lonsec small cap peer group, however, had already shown a strong bias away from resource 
companies last year. According to its latest review of the small companies fund sector, Lonsec-rated managers 
outperformed the market on average by 6 percentage points to produce a 2.2 per cent gain after fees, compared with 
the index 3.8 per cent loss. 

“Fund managers who have shown strong industrial stock selection, as well as avoiding the blow ups in mining and 
mining services, have produced solid returns during the past three years,’’ Mr Thomas said. 

1000

2000

3000

4000

5000

6000

JU
L 

'0
3

JA
N
 '
04

JU
L 

'0
4

JA
N
 '
05

JU
L 

'0
5

JA
N
 '
06

JU
L 

'0
6

JA
N
 '
07

JU
L 

'0
7

JA
N
 '
08

JU
L 

'0
8

JA
N
 '
09

JU
L 

'0
9

JA
N
 '
10

JU
L 

'1
0

JA
N
 '
11

JU
L 

'1
1

JA
N
 '
12

JU
L 

'1
2

JA
N
 '
13

JU
L 

'1
3

JA
N
 '
14

JU
L 

'1
4

S&P/ASX SMALL INDUSTRIALS ACCUMULATION INDEX
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Small Cap Sector Weights (%) 

Source: ASX 

The reweighting of the index as resource stocks fall from grace is also having a more positive impact on the wider 
small cap market sector. 

“The obvious impact from the disparity between resources and industrials is that the materials and energy sectors 
now make up a far smaller proportion of the benchmark index,” Mr Thomas said. 

“They have been replaced by increases in consumer discretionary stocks, financials and, to some extent, healthcare 
and telecommunications. 

“The number of new public offerings in the past two years has also helped this trend. Overall the balance and 
diversity within the index now looks far healthier,’’ he said. 

Small Cap Performance Extremes 2014 

NAME GICS SECTOR RETURN NAME GICS SECTOR RETURN 

SIRTEX HEALTHCARE 143% RED FORK ENERGY ENERGY -98% 

DOMINO'S PIZZA CONSUMER DISCRETIONARY 58% BC IRON MATERIALS -88% 

G8 EDUCATION CONSUMER DISCRETIONARY 37% ATLAS IRON MATERIALS -85% 

SLATER & GORDEN CONSUMER DISCRETIONARY 31% NRW HOLDINGS INDUSTRIALS -71% 

TPG TELECOM TELECOM 29% MEDUSA MINING GOLD -65% 

Source: Bloomberg Bloomberg 
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IMPORTANT NOTICE: This document is published by Lonsec Research Pty Ltd ABN 11 151 658 561, AFSL 421 445 (Lonsec). 
Please read the following before making any investment decision about any financial product mentioned in this document.   
Warnings: Lonsec reserves the right to withdraw this document at any time and assumes no obligation to update this document 
after the date of publication. Past performance is not a reliable indicator of future performance. Any express or implied 
recommendation, rating, or advice presented in this document is a “class service” (as defined in the Financial Advisers Act 2008 
(NZ)) or limited to “general advice” (as defined in the Corporations Act (C'th)) and based solely on consideration of data or the 
investment merits of the financial product(s) alone, without taking into account the investment objectives, financial situation and 
particular needs (”financial circumstances”) of any particular person.  
Warnings and Disclosure in relation to particular products:  If our general advice relates to the acquisition or possible acquisition 
or disposal or possible disposal of particular classes of assets or financial product(s), before making any decision the reader should 
obtain and consider more information, including the Investment Statement or Product Disclosure Statement and, where relevant, 
refer to Lonsec’s full research report for each financial product, including the disclosure notice.  The reader must also consider 
whether it is personally appropriate in light of his or her financial circumstances or should seek further advice on its 
appropriateness. It is not a “personalised service” (as defined in the Financial Advisers Act 2008 (NZ)) and does not constitute a 
recommendation to purchase, hold, redeem or sell any financial product(s), and the reader should seek independent financial 
advice before investing in any financial product. Lonsec may receive a fee from Fund Manager or Product Issuer (s) for reviewing 
and rating individual financial product(s), using comprehensive and objective criteria.  Lonsec may also receive fees from the Fund 
Manager or Financial Product Issuer (s) for subscribing to investment research content and services provided by Lonsec. 
Disclaimer: This document is for the exclusive use of the person to whom it is provided by Lonsec and must not be used or relied 
upon by any other person. No representation, warranty or undertaking is given or made in relation to the accuracy or 
completeness of the information presented in this document, which is drawn from public information not verified by Lonsec. 
Conclusions, ratings and advice are reasonably held at the time of completion but subject to change without notice. Lonsec 
assumes no obligation to update this document following publication. Except for any liability which cannot be excluded, Lonsec, 
its directors, officers, employees and agents disclaim all liability for any error, inaccuracy, misstatement or omission, or any loss 
suffered through relying on the information. 

About Lonsec Research Pty Ltd 
Lonsec Research Pty Ltd is an investment research and investment consulting business that focuses on providing 
investment insight, advice and solutions to stakeholders in the wealth management industry.  

Lonsec’s experience in generating investment insight and advice solutions makes it a valuable research and 
consulting partner for financial advisory businesses. With its genesis as a dealer group research unit and a long 
history of providing investment research and investment consulting services to financial advisers, Lonsec’s 
experienced analysts and consultants have a sound understanding of the advice processes and financial products 
used in both the accumulation and retirement phases of the investor lifecycle.  

Lonsec is a wholly owned subsidiary of Lonsec Fiscal Holdings Pty Ltd, a privately owned entity with a multi-brand 
strategy of providing leading financial services research and investment execution. 


