
MARKET VIEW
SMID-CAP EQUITIES: REVISITING THE CASE  

FOR INCREASED SMALL- AND MID-CAP EXPOSURE
Here’s why long-term investors may be wise to consider boosting their strategic allocations  

to historically attractive segments of the equity market.
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It has been a strong year for domestic equities, with large-cap 
stocks pacing the market. Year to date, large caps (as represented by 
the Russell Top 200 Index) have outperformed small-cap stocks (as 
represented by the Russell 2000 Index) by 4.20%, as of September 29, 
2017. This has continued a trend that has persisted for the past 
several years, as investor demand for stability and income amid 
global economic uncertainty and aggressive central bank policies 
has benefited large-cap stocks. In addition, a weakening U.S. dollar 
in 2017 has further supported mega-cap, multinational companies, 
which tend to derive a large portion of their revenues from overseas 
markets. However, observant investors will note that this superior 

relative performance in recent years is rather anomalous—over the 
past 20 years, small caps have outperformed large caps in 13 
calendar years, and by more than 63% on a cumulative basis.

Of course, this excess return has come with additional volatility, 
as illustrated in Chart 1. Investors who could benefit from the long-
term return enhancement of smaller-cap stocks, yet are wary of 
this additional risk, may consider blending in some mid-cap 
exposure to potentially reduce volatility and enhance returns. As 
Chart 1 also highlights, the diversification benefits of a “smid”-cap 
approach (as represented by the Russell 2500 Index) has provided 
investors with an attractive risk/return profile over the long term.
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Source: Morningstar. Large-cap stocks represented by the Russell Top 200 Index. Small-/mid-cap (smid) stocks represented by the Russell 2500 Index.  Small-cap stocks represented by Russell 2000 Index.
Past performance is not a reliable indicator or a guarantee of future results. For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Diversification 
does not guarantee a profit or protect against loss in declining markets. Small and Mid-cap company stocks tend to be more volatile and may be less liquid than large-cap company stocks.

CHART 1. ADDING MID CAPS TO SMALL-CAP EXPOSURE HISTORICALLY HAS ENHANCED RETURNS AND REDUCED RISK
TOTAL RETURN AND STANDARD DEVIATION FOR INDICATED ASSET CLASSES, 9/1/1997-8/31/2017
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This relative outperformance of small- and mid-cap stocks has 
been remarkably persistent as well: small- and mid-cap stocks 
have outperformed large-cap stocks in 95% of rolling 10-year 
periods over the last 20 years ended June 30, 2017, according to 
data from Morningstar. However, despite the merits of small- and 
mid-cap exposure, particularly for those investors with long-term 
time horizons, we continue to see that many investors remain 
under-allocated to these stocks today. (See Chart 2.)

For investors looking to close this allocation gap, a “smid”-cap 
approach that allocates to both segments of the market may be a 
potential solution, as historically it has proved difficult historically to 
time small- versus mid-cap outperformance. (See Table 1.)

Instead, a balanced approach that maintains consistent, opti-
mized exposure to small- and mid-cap stocks, across the value-
growth spectrum, may be an efficient and risk-conscious method to 
capitalize on the long-term opportunity in these attractive areas of 
the market.

Finally, the opportunity in small- and mid-cap stocks is not 
unique to domestic equities. As we will discuss in an upcoming 
Market View, international smaller company stocks also present a 
compelling long-term risk/return profile relative to their large-cap 
peers, yet remain an overlooked and under-covered segment of the 
market as well.
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1Source: Bloomberg. Market cap of Russell Top 200 Index (Large Cap), Russell Midcap Index (Mid Cap), and Russell 2000 Index (Small Cap).
2Source: Simfund. Asset classes are represented by respective Morningstar categories mentioned above.
Data as of 06/30/2017. The percentage allocation shown are for illustrative purposes only, and does not represent any specific portfolio managed by Lord Abbett or any particular investment and are not a recommendation of any 
security or investment advice. Neither diversification nor asset allocation can guarantee a profit or protect against loss in a declining market.

CHART 2. MANY INVESTORS REMAIN UNDER-ALLOCATED TO SMALL- AND MID-CAP STOCKS
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TABLE 1. TIMING SMALL-  VS. MID-CAP OUTPERFORMANCE HAS PROVEN DIFFICULT
TOTAL RETURN FOR INDICATED ASSET CLASSES, 1997–2016

Source: Morningstar. Calendar year returns over a 20-year period.
Large-cap stocks represented by the Russell Top 200 Index. Small-/mid-cap stocks represented by the Russell 2500 Index. Mid-cap stocks represented by Russell Mid Cap Index. Small-cap stocks represented by Russell 2000 Index.
Past performance is not a reliable indicator or a guarantee of future results. For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Instances of high double-
digit returns were achieved primarily during favorable market conditions and may not be sustainable over time. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Mid-Cap 
Stocks 29.01 10.09 18.23 8.25 -5.62 -16.19 40.06 20.22 12.65 15.26 5.6 -41.46 40.48 25.48 -1.55 17.28 34.76 13.22 -2.44 13.8

Small-Cap 
Stocks 22.36 -2.55 21.26 -3.02 2.49 -20.48 47.25 18.33 4.55 18.37 -1.57 -33.79 27.17 26.85 -4.18 16.35 38.82 4.89 -4.41 21.31



INVESTMENT-LED. INVESTOR-FOCUSED.
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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. No investing 
strategy can overcome all market volatility or guarantee future results.

Diversification does not guarantee a profit or protect against loss in declining markets.

Forecasts and projections are based on current market conditions and are subject to change without notice. Projections should not be considered a guarantee.

This article may contain assumptions that are “forward-looking statements,” which are based on certain assumptions of future events. Actual events are difficult to predict and may differ from those assumed. There can  
be no assurance that forward-looking statements will materialize or that actual returns or results will not be materially different from those described here.

Statements concerning financial market trends are based on current market conditions, which will fluctuate. There is no guarantee that markets will perform in a similar manner under similar conditions in the future.  
Past performance is not a guarantee or a reliable indicator of future results.

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 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 2500™ Index is a market cap weighted index that includes the smallest 2,500 companies covered in the Russell 3000 universe of United States-based listed equities.

Standard deviation is a measure of the dispersion of a set of data from its mean. The more spread apart the data, the higher the deviation.

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

The information provided is not directed at any investor or category of investors and is provided solely as general information about Lord Abbett’s products and services and to otherwise provide general investment education. 
None of the information provided should be regarded as a suggestion to engage in or refrain from any investment-related course of action as neither Lord Abbett nor its affiliates are undertaking to provide impartial investment 
advice, act as an impartial adviser, or give advice in a fiduciary capacity. If you are an individual retirement investor, contact your financial advisor or other fiduciary about whether any given investment idea, strategy, product or 
service may be appropriate for your circumstances.

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 prior to making an investment decision.
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Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is 
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your 
investment professional or Lord Abbett Distributor LLC at 888-522-2388, or visit us at lordabbett.com. Read the prospectus carefully before you invest.
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