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With earnings season just around the corner and the U.S. dollar 
up about 20% over the past nine months, according to Bloomberg, 
investors are wondering whether it makes sense to dial back on 
their exposure to companies operating in international markets. 
After all, in this type of environment it would seem to make sense 
for a U.S. equity portfolio to overweight the stocks of companies that 
are less dependent on overseas revenues. 

Generally speaking, international revenue exposure tends to vary 
considerably by market capitalization. As Chart 1 indicates, for the 
largest-cap stocks (as represented by the Russell Top 200 Index), 
overseas revenues make up more than 41% of total sales. In small 
caps, on the other hand (as represented by the Russell 2000 Index), 
overseas revenues represent less than 22% of total revenues. 

So does this mean investors should play the strong U.S. dollar by 
overweighting small-cap stocks? 

In reality, the source of a company’s revenues is but “one piece of 
the puzzle,” according to Justin Maurer, Lord Abbett Partner & 
Portfolio Manager of the Value Opportunities and Small Cap Value 
funds. International sales exposure is best considered as part of a 
comprehensive analysis of a company’s fundamental prospects, its 
competitive position, its management team, and the like. 

Maurer is mindful of his portfolios’ overall exposure to non-U.S. 
revenues, but stresses the importance of a multidimensional,  

bottom-up approach that looks beyond capitalization. For example, 
Maurer notes, it’s entirely possible for a small-cap manufacturing 
company to be heavily exposed to foreign markets, while a mid- or 
large-cap regional bank could be almost entirely U.S.-centric.

As Chart 2 indicates, large caps, despite their relatively heavy 
dependence on overseas markets, outperformed small caps over 
the past nine months against the backdrop of a rapidly appreciating 
U.S. dollar. Interestingly, mid caps, which also have more interna-
tional exposure than small caps on average, outperformed both 
large and small caps over this period. 

In a previous Market View, we explored the long-term case for 
mid caps as the “sweet spot” of the U.S. equity market. But what 
could be behind the more recent strength in mid caps? Jeff Diamond, 
Lord Abbett Portfolio Manager of the Mid Cap Stock Fund, suggests 
that a number of factors may be supporting this segment of the 
equity market. 

First, mid caps tend to have more earnings growth potential 
than large caps and greater earnings stability than small caps. 
Second, mid caps typically provide greater liquidity than small 
caps—a trait the market values when volatility and uncertainty 
increases. And third, in an environment in which it may be cheaper 
to buy growth than to develop it organically, mid caps are uniquely 
positioned with respect to the merger-and-acquisition wave. Mid 
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CHART 1. SMALL- AND MID-CAP STOCKS CARRY LESS 
EXPOSURE TO INTERNATIONAL MARKETS
PERCENTAGE OF REVENUES RECEIVED FROM U.S. AND  
INTERNATIONAL MARKETS, BASED ON FISCAL YEAR 2013 

CHART 2. OVER THE PAST NINE MONTHS, SMALL CAPS 
HAVE LAGGED LARGE AND MID CAPS
NINE-MONTH CUMULATIVE TOTAL RETURNS, AS OF MARCH 31, 2015

Source: Credit Suisse, Bloomberg. Source: Morningstar.
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caps, of course, may be either targets for large companies or 
potential acquirers of small companies. As potential targets, mid 
caps are large enough to make a meaningful impact to the bottom 
line of a large-cap company—something a small-cap target might 

not be able to deliver. Similarly, mid-cap companies can get a boost 
by looking downstream to potential small-cap targets. In both 
cases, says Diamond, these transactions are often large enough to 
“move the needle.”

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.

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.

The Russell 1000® Index measures the performance of the 1,000 largest companies in the Russell 3000 Index, which represents approximately 92% of the total market capitalization of the Russell 3000 Index. 

The Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell 3000 Index, which represents approximately 10% of the total market capitalization of the Russell 3000 Index.

The Russell Top 200® Index measures the performance of the 200 largest companies in the Russell 1000 Index, which represents approximately 68% of the total market capitalization of the Russell 1000 Index.

The Russell Midcap® Index measures the performance of the 800 smallest companies in the Russell 1000 Index, which represent approximately 31% of the total market capitalization of the Russell 1000 Index.

Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

Neither diversification nor asset allocation can guarantee a profit or protect against loss in declining markets.

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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