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WHAT IS A QUALITY BUSINESS

SMALL CAP QUALITY  PROFILE
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INVESTMENT OPPORTUNITY

▪ Quality stocks have provided superior risk-adjusted returns. Quality companies have durable,
resilient business models and high returns on capital.

▪ An attractive valuation opportunity has opened as small cap stocks have undergone a significant 
derating in recent years. We believe Small Cap Quality offers a way to take advantage of 
attractive valuations while helping to reduce downside risk.

▪ Quality investing is an approach well suited to small cap equity. Our view is that due to the 
prevalence of junk companies in small cap, a quality-focused investment approach can deliver
superior and meaningfully differentiated results.

GMO APPROACH

True High Quality 
with a Long-Term 
Focus:

We believe companies with sustainable competitive advantages that 
enable high, stable profits in the future win over time, with lower risk. 
GMO’s Focused Equity team seeks to only invest in companies that can 
sustain their edge and performance over time.

A Powerful Blend: Finding small cap companies that will remain relevant, strong, and growing 
is a challenge that can yield significant rewards. GMO combines the 
discipline and consistency of its quantitative framework with a forward-
looking, fundamental vetting process that assesses the long-term 
relevance of each company’s business model. 

Valuation and Risk 
Control:

The Focused Equity team creates a a high-conviction portfolio of about 40 
names, selected for their attractive valuations and especially high-quality 
business models, within a risk management framework designed to avoid 
excess exposure to any one sector or economic trend.

Quality is in Our DNA: GMO is a pioneer in quality investing with 40+ years of experience.

CONTACT US 
For more information on this product please email us at access@gmo.com or reach out to your relationship manager.

Relevance

Long-term durability of business model

Capital Discipline

Management invests prudently and 
with a long horizon

GENERATES HIGH AND SUSTAINABLE 
RETURN ON CAPITAL

Identifiable High Returning Assets

Return on capital

INVESTMENT PROCESS

U.S. SMALL CAP QUALITY PERFORMANCE SMALL CAP QUALITY PERFORMED WELL IN DOWN MARKETS

SMALL QUALITY UNIVERSE 
VS. SMALL

SMALL QUALITY UNIVERSE 
VS. U.S. MARKET
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Data from 12/76-6/25 | Source: Worldscope, GMO
Performance data quoted represents past performance and is not predictive of future 
performance.

U.S. SMALL QUALITY UNIVERSE AND U.S. SMALL: 
RELATIVE RETURN IN AND AFTER DOWN MARKETS
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Data from 1995–2023 | Source: Worldscope, S&P, GMO
Performance data quoted represents past performance and is not predictive of 
future performance. Down markets are all time periods during which small cap 
stocks fell more than 10% from peak to trough. Twelve separate observations are 
averaged in each column. Post-correction recovery time periods are the lower of 
12 months and the time to the next bear market.

Quantitative 
Screen

Other Vetting 
Candidates+

Portfolio Management Review

CONVICTION | VALUATION  

RISK | LIQUIDITY

U.S Small Cap Universe

Fundamental Research

~ 2,800 Securities

150-200 Securities

~ 80 Securities

Strategy

Portfolio
~40 Securities
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