
The Next Act For Small Caps
Geopolitical winds that have buffeted large companies may be the wind beneath  
small companies’ wings. By Marla Brill

at the end of September, and why the equity side of the portfolio, 
which usually has about 25 stocks, is down to 20. “If we’re trim-
ming winners and can’t find anything we like to replace them, we 
will hold cash,” he says.

This year’s performance boost for small caps has been fueled 
by a number of factors. Unlike huge multinationals, smaller 
companies typically derive most of their revenue from sales 
in the U.S., where the economy has been expanding at a more 
rapid clip than in some other parts of the world. Investors also 
anticipate that small companies will see more benefit from tax 
cuts because they pay much higher taxes than most large-cap 
companies. And the trade tensions that spooked large company 
stocks left small company stocks relatively unscathed, since 
their businesses have less overseas exposure. 

While all those factors are still in play, small company stocks 
are often less predictable than their large-cap brethren, and the 
earnings surprises from tax cuts many people are looking for 

A
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company stocks, small companies and mid-
caps have made a comeback this year. And la-
mar Villere, who co-manages the Villere Bal-
anced fund, thinks the stage is set for these 
smaller names to assume a market leadership 

position in the years to come. 
rising interest rates are pushing the shift. “Investors would 

logically be less inclined to stay in large-cap dividend payers 
when interest rates on Treasury securities are more attractive,” 
says Villere, whose firm specializes in small and mid-cap stocks. 
“The tailwind of low interest rates won’t be there for them.” He 
adds that even though smaller stocks have advanced this year, 
their valuations are still more attractive than large caps’ are. 

Still, he admits, “we’re having a tougher time finding interest-
ing valuations.” The challenging environment is one reason that 
the fund’s cash stake stood at a higher-than-normal 15% of assets 
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as of 9/30/2018. three, five, and 10-year figures are annualized. source: villere & co. 
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n stocks 70.50%

n  bonds 18.20%

n  cash 11.30%71+18+11+A

lamar Villere
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with the 35% drop in the russell 2000 
Index, a benchmark for small company 
stocks. But the Villere fund has also under-
performed that index in bull markets. 

“Some financial advisors use the fund 
as a core holding and buy other invest-
ments for large-cap exposure,” Villere 
says. “I’ve also heard it used as a way to 
potentially get small cap exposure with 
less volatility.” 

over certain long periods, the fund’s 
returns have exceeded those of more tra-
ditional balanced funds, but it has fallen 
short in other periods. from its inception 
in 1999 through August 31, 2018, its 8.23% 
annualized return beat the 5.58% return 
of the lipper balanced fund index, and it 
outperformed that bogey over the one- 
and 10-year periods as well. However, it 
lagged the index over three and five years.

A Family Affair
The unusual structure of the fund is 

an outgrowth of the new orleans-based 
Villere & Co.’s roots as an investment 
advisor for separately managed accounts. 
founded in 1911 by lamar Villere’s great-
grandfather, the firm now manages some 
$2.2 billion, mostly in accounts for high-
net-worth individuals and institutions. It 
opened the balanced fund in 1999 as a ve-
hicle for its larger clients to invest smaller 
amounts for IrAs, 401(k) plans and cus-
todial accounts. “Basically, we wanted 
to create a fund that resembles a typical 
account at our firm,” he says. “Some fund 
shareholders are also our clients. But there 
are also a lot of names we don’t know.” 

Villere worked as an investment advi-
sor to pension funds in Tennessee and Illi-
nois before joining the family firm in 2013. 
Today, the management team for both 
the firm and the fund consists of himself, 

may fail to materialize. The competition 
from large caps hasn’t entirely receded, 
either. In a pattern that has been repeat-
ed several times this year, large company 
stocks fell soon after new U.S. tariffs were 
announced (or after other countries im-
posed their own retaliatory tariffs). But 
those stocks bounced back quickly after 
the initial shocks, an indication that in-
vestors appear willing to shrug off trade 
tensions fairly quickly and move back to 
their comfort zones. 

Villere thinks that eventually investors 
will recognize and reward the relative 
insulation small and midsize companies 
have from trade tensions. “The more trade 
war rhetoric that gets bounced around, 
the more investors seem to wave it off,” 
he says. “But eventually trade policy could 
have a real impact on large multinationals.” 

Balanced Fund on Steroids
As its names implies, the Villere Bal-

anced fund invests in a combination of 
stocks and bonds. Unlike most balanced 
funds, it focuses mainly on small and mid-
cap stocks in its equity holdings, though a 
couple of larger companies are sprinkled 
in. The portfolio usually holds 20 to 30 
stocks, and the typical holding period is 
at least five years.

The bond side of the portfolio usu-
ally ranges from 20% to 50% of assets, 
depending on market conditions. Because 
the fund managers anticipate that the 
federal reserve will continue to raise 
interest rates, the fund’s bond holdings 
were recently near the low end of the 
target range and concentrated in short-
duration, investment-grade securities. 
About 10% of the fixed-income side is in 
below-investment-grade bonds. 

According to the firm’s website, the 
mix is “potentially well-suited for inves-
tors who desire the diversified mix of 
stocks, bonds and cash offered by a bal-
anced fund, while having some aggres-
siveness in terms of the underlying equity 
component.” In many ways, however, this 
fund defies labeling. one of its managers 
has called it “a balanced fund on steroids,” 
but it could also be called a small and 
mid-cap fund with a bond cushion. 

The fixed-income component is pri-
marily designed to help temper potential 
downside risk, and it has done that in 
down markets. In 2008, for example, the 
Villere fund’s 28% loss was mild compared 

“Some financial advisors use the fund as a core 
holding and buy other investments for large-cap
exposure. i’ve also heard it used as a way to 
potentially get small-cap exposure with less 
volatility.” 
 —lamar Villere

Portfolio Facts

Stock Portfolio 
Weighted average mkt cap $30.1 B

median market cap $5.6 B

price/earnings  20.2 
 
Bond Portfolio 
average duration (years) 2.5

as of 6/30/2018. source: villere & co. 

Fund Facts

expense ratio 0.94%

# of equity holdings 20

portfolio turnover 15%

inception date 9/30/1999

minimum investment $2,000

subsequent investments $500

sales charge None

as of 8/31/18. source: villere & co. 

equity Sector Allocation 
(% of stock portfolio)

information technology 36.0

consumer discretionary 20.8

financials 14.3

industrials 8.3

health care 6.6

real estate 5.3

manufacturing 4.4

energy 4.3

consumer staples 0.0

materials 0.0

telecommunication services 0.0

as of 8/31/18. source: villere & co. 
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early 2017 when it rolled out a trial pro-
gram that gave away body cameras to po-
lice for a year. “Some people thought it was 
a bad idea, and it was certainly a contro-
versial one,” he says. “But it turned out to 
be a great way to increase market share for 
a dominant force in the industry.” Today, 
police in 46 cities around the country use 
body cameras made by the company. The 
stock, which had meandered for years, had 
risen from $28 a share at the beginning of 
2018 to $65 by late September. 

his cousins Sandy Villere III and george 
young, and his uncle Sandy Villere II. “We 
sometimes talk about business outside the 
office, but only marginally,” he says. “The 
wives wouldn’t like it too much.”

In the office, the daily discussion about 
stocks sometimes involves the hiccups 
in a company’s valuations after it misses 
corporate earnings, endures a manage-
ment change or runs into some other 
unique problem. The Villere managers 
try to discern whether these problems 
are temporary, thus presenting a buying 
opportunity, or the long-term problems 
of a company to avoid.

longtime fund holding 2U Inc. joined 
the portfolio a few years ago. At the time, 
analysts were bearish about the online 
education company’s stock for a variety 
of reasons, and it had dropped in value 
significantly. “We met with management 
and went over every problem mentioned 
to determine what was real and what 
wasn’t,” Villere says. “We also talked with 
clients about their relationship with the 
firm and they were overwhelmingly posi-
tive.” Villere likes the company’s consis-
tent revenue stream from 15-year con-
tracts with schools around the country 
to offer online graduate degree programs. 
2U keeps 60% or more of the tuition. 

other stocks make their way into the 
portfolio when positive changes at a com-
pany aren’t being fully recognized by the 
market. The Villere managers established 
a position in Weight Watchers earlier this 
year when a new chief executive officer 
ramped up plans to transition the compa-
ny from in-person weight-loss centers to 
online coaching. The company is also ex-
panding from pure weight-loss efforts to 
health and wellness programs in an effort 
to widen its audience and get the average 
customer to stick around longer. 

“A key metric is that a paid user usu-
ally stays about nine months,” he says. “If 
Weight Watchers can stretch that out to a 
year, it will be massively more profitable.”

Axon enterprise (formerly Taser In-
ternational), the company that makes the 
well-known electroshock Taser guns as 

well as body cameras, was added to the 
portfolio soon after the riots in ferguson, 
mo., that erupted in response to the fatal 
shooting of michael Brown by a white po-
lice officer in 2014. “Taser is dominant in 
the non-lethal weapons market,” says Vil-
lere. “After the shooting, we spoke with a 
number of municipalities and learned that 
they planned to use more Taser devices 
and body cameras. That works to the ben-
efit of both the police and suspects.” 

That view was reinforced by Axon in 

opinions and estimates contained in this article are subject to change without notice, as are statements of financial market trends, 
which are based on current market conditions. this article originally appeared in the november 2018 issue of Financial Advisor magazine. 

all rights reserved. charter financial publishing network, inc.
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