
If you’ve been investing for a few decades, you’ve probably noticed something odd. There are 
fewer choices. A lot fewer.

Back in the mid-1990s, the U.S. had more than 8,000 publicly traded companies. Today, we’re 
down to less than 4,000 — and that number has been shrinking for years. The Wilshire 5000 Index 
no longer tracks anywhere near 5,000 stocks; it is closer to 3,400. This is not just a statistical quirk, 
but a profound change in the structure of the stock market.

Why has this happened? A few forces are at play:

k Mergers and acquisitions are gobbling up publicly traded companies as well as private companies 
that will never go public. Since 2000, there have been more than 355,000 M&A deals worth more 
than $41 trillion, according to the Institute for Mergers, Acquisitions, and Alliances.

k Private-equity fi rms are taking businesses private instead of bringing them to the market. 

k Regulatory and reporting costs as a result of Sarbanes-Oxley have made the public-company life 
less appealing for small fi rms.

k Venture-capital money and a robust private-funding environment mean companies can stay private 
longer — or forever. 

k Aggressive stock-buyback programs have dramatically reduced the number of shares in the market. 

This contraction in both companies and share counts has ripple effects far beyond just a smaller 
fi shing pond for fi nding opportunities. It is reshaping index construction, sector investment 
(especially small-cap stocks), and overall market liquidity. 

u Index construction: a narrower base.

Index investing has been one of the biggest success stories of the last 30 years. But indexes are only 
as broad as the stocks they hold. With fewer public companies, the market is narrowing.

In indexes weighted by stock-market value, like the S&P 500 or Russell 2000, the shrinking pool 
means the biggest companies carry even more infl uence. In the S&P 500, the top 10 stocks now 
account for approximately 40% of the index’s value — the highest concentration in decades. This is 
partly because large companies have been growing, but also because the index universe has fewer 
midsized and smaller companies.

The small-cap Russell 2000 Index has been affected. With fewer small-cap companies available, the 
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index often includes unprofi table and lower-quality fi rms just to fi ll the roster. 

For investors, this means index returns may become more top-heavy or less representative of the 
market segment they track. 

u Impact on small-cap investing: the squeeze.

Small-caps have historically been a fertile hunting ground for outsized gains. But with fewer 
companies going public, the pipeline of small-caps has thinned. And when a promising small-cap 
does emerge, it often gets snapped up by a larger company.

Another wrinkle: Some so-called small caps in indexes today are actually “fallen angels” — once-
bigger companies that have shrunk. 

The upshot is that investors will need to be more selective in small-cap investing, leaning on active 
management or individual stock selection instead of relying solely on broad index exposure.

Bottom line: The shrinking stock market is not just a curiosity of market historians. This structural 
change comes with real-world consequences for how you invest.

n Indexes are getting more concentrated.

n Small-cap hunting grounds are narrower.

n Liquidity is robust in the big leagues but patchier in the minors.

n Strategies that worked in the past, such as index investing, may need a tune-up for today’s 
realities. Active investing, especially in the small-cap space, now looks relatively more appealing. 

The good news? While the market may be shrinking, opportunities remain available. 

Horizon Investment Services, LLC is a registered investment adviser with the United States SecuriƟ es and Exchange Commission in 
accordance with the Investment Advisers Act of 1940. As a fi duciary adviser, Horizon is legally and ethically bound to act in the best 
interests of their clients. The fi rm manages equity, mutual fund, income, balanced, and ETF porƞ olios for U.S. investors. RegistraƟ on 
with the SEC does not imply a certain level of skill or training.

Horizon Investment Services claims compliance with the Global Investment Performance Standards (GIPS®). To receive Horizon’s 
GIPS-compliant performance informaƟ on contact Tom Hathoot at 1-219-852-3215, or write Horizon Investment Services, 7412 Calu-
met Ave., Hammond, IN 46324, or email thathoot@horizoninvestment.com.

The Quadrix® stock-raƟ ng system is a proprietary product wholly-owned by Horizon Publishing Company, Horizon Investment Ser-
vices’ sister company. Horizon Investment Services has contracted with Horizon Publishing Company to use the Quadrix stock-raƟ ng 
system for its stock-screening processes. From Ɵ me to Ɵ me Horizon Publishing Company may change the weighƟ ngs of the various 
metrics that go into compuƟ ng Quadrix scores.

GIPS® is a registered trademark of CFA InsƟ tute. CFA InsƟ tute does not endorse or promote this organizaƟ on, nor does it warrant the 
accuracy or quality of the content contained herein. 

CFA®: Chartered Financial Analyst®. The Chartered Financial Analyst designaƟ on is a professional designaƟ on awarded by CFA InsƟ -
tute. A CFA Program candidate must pass three exams in the following areas: porƞ olio management, accounƟ ng, ethics, money man-
agement, and security analysis. CFA charterholders are subject to rigorous ethics rules. CFA® and Chartered Financial Analyst® are 
registered trademarks owned by CFA InsƟ tute.

An investment in this strategy involves the risk of loss. Investment return and principal value will fl uctuate so that the investment, 
when redeemed, may be worth more or less than the original investment.

Past performance is no guarantee of future results. No formula or other device being off ered can, in and of itself, be used to deter-
mine which securiƟ es to buy or sell.

HORIZON
INVESTMENT SERVICES

Copyright © 2025 by Horizon Investment Services, LLC.  All rights reserved. 

n 7412 Calumet Ave. n Hammond,  IN  46324-2692 n

1-800-711-7969
www.HorizonInvestment.com

ITGISSM-J5



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles false
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings true
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (Color Management Off)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth 8
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.33333
  /EncodeColorImages true
  /ColorImageFilter /FlateEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth 8
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 10.00000
  /EncodeGrayImages true
  /GrayImageFilter /FlateEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f300130d330b830cd30b9658766f8306e8868793a304a3088307353705237306b90693057305f00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /FRA <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU (Use these settings to create PDF documents suitable for reliable viewing and printing of business documents. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
  >>
>> setdistillerparams
<<
  /HWResolution [2540 2540]
  /PageSize [612.000 792.000]
>> setpagedevice


