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MID-CAP VALUE:  TH E SWEET EST SPOT IN STOCK S? 

Over the past 25 years, mid-cap value stocks have offered higher returns with less risk than other U.S. equity styles.
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Those of us who were middle children may remember the 
struggle to get the attention lavished on bigger and smaller siblings. 
So it is in the U.S. equity market, where mid-cap stocks are often 
overlooked as investors place a greater focus on the small- and 
large-cap categories. 

But it might be time for investors to take a closer look at mid-cap 
stocks. As one investment manager put it in a recent Kiplinger’s 
article, “They’re the sweet spot of the market all around.” And as 
we’ll see, there is one segment within the universe of U.S. mid-cap 
stocks that may be the sweetest spot of all. 

First, here’s a little background on mid-caps. The category typi-
cally features companies that are more well established than those 
in the small-cap group, which could reduce their risk relative to 
small caps. At the same time, mid-caps typically have higher growth 
rates relative to their more mature large-cap counterparts, which 
may signal more upside potential for their stocks.

In addition to those attractive qualities, U.S. mid-cap stocks have 
posted a strong showing over the past few decades—through a 
variety of equity market conditions. Take a look at Table 1, which 
shows the returns of various equity styles in five-year intervals over 
the past two and a half decades.

While the overall mid-cap category has performed strongly, the “style 
box” results reveal one subgroup that stands out: mid-cap value stocks. 
Indeed, the mid-cap segment may be especially fertile ground for value-
oriented investors. Researchers have noted a low level of investor par-
ticipation in relation to the size of the asset class, which could offer 
active managers an opportunity to exploit inefficiencies within the 
mid-cap segment compared with both large- and small-cap issues.

What about risk factors? The mid-cap value category delivered 
better returns than small and large caps over the past 25 years, as 
Chart 1 shows, and they have done so while displaying less volatility 
(as measured by standard deviation) than other equity categories. 
As the chart illustrates, mid-cap value stocks have particularly 
shone in this regard.

Based on a commonly followed measure of risk-adjusted perfor-
mance, the Sharpe ratio, mid-caps have outpaced small- and large-
cap stocks over much of the past 25 years. And once again, as Table 
2 shows, mid-cap value stocks in particular led the way.

The mid-cap segment of the equity market has a “built-in buy/sell 
discipline,” notes Lord Abbett Product Strategist Adam Backman. 
For example, successful mid-cap companies whose stocks have 
appreciated may graduate into the large-cap space, making room 
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TABLE 1. MID-CAP VALUE HAS DOMINATED LONG-TERM 
STOCK RETURNS
AVERAGE ANNUAL RETURNS BY EQUITY STYLE BOX, AS OF  
DECEMBER 31, 2014

CHART 1. MID-CAP VALUE HAS PROVIDED HIGH RETURNS 
WITH RELATIVELY LOW VOLATILITY
RISK VERSUS REWARD BY EQUITY STYLE BOX,  
JANUARY 1, 1990–DECEMBER 31, 2014

Source: Zephyr.
1 Russell 1000 Value Index. 
2 Russell 1000 Index. 
3 Russell 1000 Growth Index.
4  Russell Midcap Value Index. 
5 Russell Midcap Index. 

6 Russell Midcap Growth Index.
7 Russell 2000 Value Index. 
8 Russell 2000 Index. 
9 Russell 2000 Growth Index.
10 S&P 500 Index.

Source: Zephyr.
Note: Standard deviation is a measure of volatility. It indicates the variability of an 
investment’s returns.

5-Year 10-Year 20-Year 25-Year

17.43% 9.56% 12.53% 11.97%

17.19% 9.43% 12.01% 11.66%

16.94% 9.43% 10.95% 11.12%

16.80% 8.54% 10.51% 10.37%

15.81% 8.49% 10.33% 10.12%

15.64% 7.96% 10.04% 9.83%

15.55% 7.77% 9.85% 9.75%

15.45% 7.67% 9.63% 9.62%

15.42% 7.30% 9.04% 9.10%

14.26% 6.89% 7.83% 7.92%
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IMPORTANT INFORMATION
A Note about Risk: The value of investments in equity securities will fluctuate in response to general economic conditions and to changes in the prospects of particular companies and/or sectors in the economy. Small-cap 
and mid-cap company stocks tend to be more volatile and may be less liquid than large-cap company stocks. Small-cap companies may also have more limited product lines, markets, or financial resources and typically 
experience a higher risk of failure than large-cap companies. Mid-cap companies typically experience a higher risk of failure than large-cap companies. Investing in international securities generally poses greater risk than 
investing in domestic securities, including greater price fluctuations and higher transaction costs. No investing strategy can overcome all market volatility or guarantee future results.
Market forecasts and projections are based on current market conditions and are subject to change without notice.
Style boxes, created by Morningstar, are tools for investors to use to determine the asset allocation and risk-return structures of their portfolios and/or how a security fits into their investing criteria. An equity style box is 
designed to visually represent the investment characteristics of various types of equity securities and their respective mutual funds. 
The Russell 1000® Value Index measures the performance of the large-cap value segment of the U.S. equity universe. It includes those Russell 1000 companies with lower price-to-book ratios and lower expected growth 
values. The Russell 1000 Value Index is constructed to provide a comprehensive and unbiased barometer for the large-cap value segment. The index is completely reconstituted annually to ensure that new and growing equi-
ties are included and that the represented companies continue to reflect value characteristics.
The Russell 1000® Index measures the performance of the large-cap segment of the U.S. equity universe. It is a subset of the Russell 3000® Index and includes approximately 1,000 of the largest securities based on a 
combination of their market cap and current index membership. The Russell 1000 represents approximately 92% of the U.S. market. The Russell 1000 Index is constructed to provide a comprehensive and unbiased barometer 
for the large-cap segment and is completely reconstituted annually to ensure that new and growing equities are reflected.
The Russell 1000® Growth Index measures the performance of the large-cap growth segment of the U.S. equity universe. It includes those Russell 1000 companies with higher price-to-book ratios and higher forecast 
growth values. The Russell 1000 Growth Index is constructed to provide a comprehensive and unbiased barometer for the large-cap growth segment. The index is completely reconstituted annually to ensure that new and 
growing equities are included and that the represented companies continue to reflect growth characteristics.
The Russell Midcap Value Index measures the performance of the mid-cap value segment of the U.S. equity universe. It includes those Russell Midcap Index companies with lower price-to-book ratios and lower forecast 
growth values. The Russell Midcap Value Index is constructed to provide a comprehensive and unbiased barometer of the mid-cap value market. The index is completely reconstituted annually to ensure that larger stocks do 
not distort the performance and characteristics of the true mid-cap value market.
The Russell Midcap Index measures the performance of the mid-cap segment of the U.S. equity universe. The Russell Midcap Index is a subset of the Russell 1000® Index. It includes approximately 800 of the smallest 
securities based on a combination of their market cap and current index membership. The Russell Midcap Index represents approximately 31% of the total market capitalization of the Russell 1000 companies. The Russell 
Midcap Index is constructed to provide a comprehensive and unbiased barometer for the mid-cap segment. The index is completely reconstituted annually to ensure that larger stocks do not distort the performance and 
characteristics of the true mid-cap opportunity set.
The Russell Midcap Growth Index measures the performance of the mid-cap growth segment of the U.S. equity universe. It includes those Russell Midcap Index companies with higher price-to-book ratios and higher 
forecast growth values. The Russell Midcap Growth Index is constructed to provide a comprehensive and unbiased barometer of the mid-cap growth market. The index is completely reconstituted annually to ensure that larger 
stocks do not distort the performance and characteristics of the true mid-cap growth market.
The Russell 2000® Value Index measures the performance of small-cap value segment of the U.S. equity universe. It includes those Russell 2000 companies with lower price-to-book ratios and lower forecast growth 
values. The Russell 2000 Value Index is constructed to provide a comprehensive and unbiased barometer for the small-cap value segment. The index is completely reconstituted annually to ensure that larger stocks do not 
distort the performance and characteristics of the true small-cap opportunity set and that the represented companies continue to reflect value characteristics.
The Russell 2000® Index measures the performance of the small-cap segment of the U.S. equity universe. The Russell 2000 Index is a subset of the Russell 3000® Index representing approximately 10% of the total market 
capitalization of that index. It includes approximately 2,000 of the smallest securities based on a combination of their market cap and current index membership. The Russell 2000 is constructed to provide a comprehensive 
and unbiased small-cap barometer and is completely reconstituted annually to ensure that larger stocks do not distort the performance and characteristics of the true small-cap opportunity set.
The Russell 2000® Growth Index measures the performance of the small-cap growth segment of the U.S. equity universe. It includes those Russell 2000 companies with higher price-to-value ratios and higher forecast 
growth values. The Russell 2000 Growth Index is constructed to provide a comprehensive and unbiased barometer for the small-cap growth segment. The index is completely reconstituted annually to ensure that larger stocks 
do not distort the performance and characteristics of the true small-cap opportunity set and that the represented companies continue to reflect growth characteristics. 
The S&P 500® Index is widely regarded as the standard for measuring large-cap U.S. stock market performance and includes a representative sample of leading companies in leading industries.
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
The opinions in Market View are as of the date of publication, are subject to change based on subsequent developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon as a 
forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment strategy, and is not intended to predict or depict the performance of any investment. Readers 
should not assume that investments in companies, securities, sectors, and/or markets described were or will be profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the 
information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness of the information. Investors should consult with a financial advisor before making an investment decision.
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for up-and-coming small caps. This natural refresh cycle means 
that the mid-cap category is populated with companies offering the 
high earnings-growth potential of small caps and the stability  
typically associated with larger companies. Finally, mid-caps also 
offer professional managers the opportunity to capitalize when 
things go the other way. Large-cap stocks, for example, may fall into 
the mid-cap stratum during a momentum-driven market downturn, 
despite any change in fundamentals. “There are no such things as 
good or bad stocks, only good or bad prices, “ Backman says, “and a 
valuation-oriented, fundamentally driven mid-cap strategy may be in 
a position to take advantage of these opportunities.” 
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INVESTMENT-LED. INVESTOR-FOCUSED.

Source: Zephyr.
Note: The Sharpe ratio was developed by Nobel laureate William F. Sharpe as a 
measure of risk-adjusted performance. It is calculated by taking an asset class’s 
(or portfolio’s) excess return above the risk-free rate and dividing it by the standard 
deviation of its returns. The greater the Sharpe ratio, the better the risk-adjusted 
performance has been.
1 Russell 1000 Value Index. 
2 Russell 1000 Index. 
3 Russell 1000 Growth Index.
4  Russell Midcap Value Index. 
5 Russell Midcap Index. 

6 Russell Midcap Growth Index.
7 Russell 2000 Value Index. 
8 Russell 2000 Index. 
9 Russell 2000 Growth Index.
10 S&P 500 Index.

TABLE 2. MID-CAP VALUE HAS HISTORICALLY OFFERED 
SUPERIOR RISK-ADJUSTED RETURNS
SHARPE RATIO BY EQUITY-STYLE BOX,  
JANUARY 1, 1990–DECEMBER 31, 2014

5-Year 10-Year 20-Year 25-Year

1.19 0.47 0.61 0.56 

1.18 0.46 0.55 0.52 

1.17 0.45 0.52 0.48 

1.17 0.44 0.48 0.46 

1.15 0.43 0.47 0.45 

1.14 0.42 0.47 0.44 

1.09 0.38 0.36 0.35 

0.90 0.35 0.36 0.35 

0.86 0.32 0.35 0.34 

0.80 0.27 0.22 0.21 
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