
MARKET VIEW
SMID CAPS: THREE THINGS YOU NEED TO KNOW

Some may think of this strategic combination of small- and mid-cap stocks as a way to participate in  
U.S.-focused companies—but it has other potential advantages. 
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Recent headlines about the United Kingdom’s prospect of a 
“hard Brexit” (regarding its decision to leave the European Union), 
given the contentious rhetoric from U.K. and EU leaders, have 
revived investor concerns about the global economy. That’s why in 
an earlier Market View we spotlighted a strategy of potential 
interest to investors who would prefer to take a more U.S.-focused 
approach: a so-called “smid-cap” strategy, which combines U.S. 
small- and mid-cap stocks. We noted in the earlier piece that 
companies in those two categories derive a higher percentage of 
revenues from the United States than their large-cap counter-
parts. Forecasts for slow and steady growth for the U.S. economy 
stand in better contrast to the unsettled picture for other devel-
oped and global economies.

Beyond their U.S. focus, however, we believe there are addi-
tional reasons to consider smid-caps. In this Market View, we’ll 
spotlight three of them.

1. A RECORD OF HISTORICAL OUTPERFORMANCE

We’ve made this point before, but it bears repeating: the stocks 
of U.S. mid- and small-sized companies consistently outper-
formed over longer time periods. As Table 1 illustrates, when 
looking at trailing 10-year periods, small and mid caps have 
occupied the top two slots on the equity-style leaderboard for a 
large majority of the past 10 years.

And based on year-to-date return data from Bloomberg for 
2016 (through October 5), the trend has largely continued, with 
both small and mid caps posting strong performances in the after-

math of early-year market volatility. (The February 22nd Market 
View spotlighted the appeal of smid-caps in the aftermath of the 
January–February market downturn.) 

2. AN UNDERFOLLOWED AND UNDER-OWNED ASSET CLASS

U.S. small- and mid-cap stocks represent an underfollowed, 
and under-owned, area of the market, potentially creating an 
opportunity for long-term investors. Stocks in these asset classes 
typically receive less attention from Wall Street analysts than their 
large-cap counterparts. For example, a 2015 research report 
found that around 20% of small-cap stocks do not have any 
coverage from brokerage firms, “which would be unthinkable in 
large- or mega-cap equities.”1 The relative lack of research on 
small-cap companies may lead many market participants to 
exclude them from consideration as investments. That, in turn, 
may present opportunities for active managers with experience in 
evaluating lesser-known small-cap equities. 

As for mid caps, an industry researcher recently noted that the 
asset class “tend[s] to be overlooked,” as most media attention is 
focused on large-cap stocks.2 “The tendency to give mid caps 
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Performance quoted represents past performance. Past performance is not a reliable indicator or a guarantee of future results. Performance during other time periods may have been different or negative.

The historical data shown in the chart are for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not reflect the deduction of fees or 
expenses, and are not available for direct investment. Small cap and mid cap company stocks tend to be more volatile and can be less liquid than large cap company stocks. Due to market volatility, the market may not perform in a 
similar manner in the future.

Source:  Zephyr.
1Russell 2000® Index.  2Russell Midcap® Index.  3Russell Top 200® Index.  4S&P 500® Index.  

TABLE 1. MID- AND SMALL-CAPS HAVE AN HISTORICAL RECORD OF LONG-TERM OUTPERFORMANCE 
EQUITY 10-YEAR ROLLING RETURNS BY STYLE FOR 2005—2015

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

12.49 12.14 9.91 3.18 4.98 6.54 6.99 10.65 10.22 9.56 8.00

9.26 9.44 7.08 3.02 3.51 6.33 5.62 9.72 9.07 7.77 7.31

9.07 8.42 5.91 -1.38 -0.95 1.41 2.92 7.10 7.41 7.67 7.18

8.35 7.58 5.04 -2.45 -2.26 0.18 2.06 6.38 6.85 7.33 6.80

S&P 5004Large Cap3Mid Cap2Small Cap1

https://www.lordabbett.com/en/perspectives/marketview/us-stocks-small-mid-caps-home-court-advantage.html
https://www.lordabbett.com/en/perspectives/marketview/us-stocks-small-mid-caps-home-court-advantage.html
https://www.lordabbett.com/en/perspectives/marketview/us-stocks-small-mid-caps-home-court-advantage.html
https://www.lordabbett.com/en/perspectives/marketview/equities-making-the-case-for-smid-cap-strategy.html
https://www.lordabbett.com/en/perspectives/marketview/equities-making-the-case-for-smid-cap-strategy.html


short shrift leads to mis-pricing of the stocks, and that creates 
opportunities for bigger gains,” the researcher added.

Small and mid caps also appear to receive less attention from 
retail investors, who typically place a greater focus on the large-
cap segment of the market. (See Chart 1.) While small and mid 
caps comprise 35% of U.S. equity market capitalization, they rep-
resent only 23% of U.S. equity mutual fund assets.

What implications does this have for the smid-cap investor? 
The fact that small- and mid-cap stocks often fly under the market 
radar may provide an opportunity for active managers to identify 
the market inefficiencies that can help them identify attractively 
valued stocks in those categories. 

3. DIVERSIFICATION AND THE POTENTIAL FOR  
REDUCED VOLATILITY

As we have noted in earlier Market Views, small- and mid-cap 
stocks generally are added to portfolios to enhance returns and 
diversify large-cap equity allocations. To be sure, the two catego-
ries do have well-noted risks. Smaller companies typically involve 
greater risks from fluctuations in business conditions and illiquid-
ity in stock trading than larger firms. Also, smaller companies 
have more limited product lines, market exposure, or financial 
resources than large-cap companies.

But combining the available pool of U.S. small- and mid-cap 
companies results in a larger investment universe, enhancing the 

opportunity for portfolio diversification. Diversification across 
these different styles may provide better downside protection in 
volatile markets than might each style independently.

Here’s how that might work: Investors should note that, in any 
given year, returns will fluctuate across these small- and mid-cap 
strategies. However, using a smid-cap strategy, whereby mid-cap 
stocks are paired with small caps, results in a stronger risk/
reward profile than small caps alone, and may reduce volatility. As 
Chart 2 illustrates, smid-cap strategies offered higher returns 
than small caps over a 20-year period, with lower volatility (as 
measured by standard deviation). This is especially relevant for 
investors who are weighing an increased allocation to small caps 
in their portfolio—a smid-cap strategy potentially could harness 
the return potential of small caps, while mitigating their charac-
teristic volatility.

In closing, let’s revisit the diversification theme. A smid-cap 
strategy, by its very nature, is a broad-based investment approach 
that straddles style borders, combining investments in small- and 
mid-sized capitalization companies and often selecting from 
within that universe a combination of value, core, and even growth 
stocks. In drawing from the growth, value, and blend categories 
with small- and mid-cap stocks, a smid-cap strategy focuses on 
the equity styles that consistently ranked at the top of long-term 
returns. Think of it as a way to check a number of key style boxes 
through a single strategy.
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CHART 1. INVESTORS ARE UNDEREXPOSED TO  
SMALL AND MID CAPS
SHARE OF THE U.S. EQUITY MARKET AND U.S. EQUITY MUTUAL FUND 
ASSETS UNDER MANAGEMENT BY MARKET-CAP CATEGORY,  
AS OF JUNE 30, 2016 

Large Cap

Small & Mid Cap

PERCENT OF U.S. EQUITY1 MARKET

65%

65%

35%

PERCENT OF MUTUAL FUND2 AUM

77% 23%

1Source: Bloomberg. Market cap of Russell Top 200® Index (Large Cap), Russell Midcap® Index (Mid Cap), and Russell 
2000® Index (Small Cap). 
2Source: Simfund. This depicts Morningstar categories. 

AUM=Assets under management.

Past performance is no guarantee of future results. The historical data shown are for illustrative purposes only and 
do not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do 
not reflect the deduction of fees or expenses, and are not available for direct investment. Small cap and mid cap company 
stocks tend to be more volatile and can be less liquid than large cap company stocks.

CHART 2. COMPARED TO SMALL CAPS, A SMID-CAP 
STRATEGY HISTORICALLY HAS PROVIDED HIGHER  
RETURN WITH LESS VOLATILITY
TOTAL RETURN AND STANDARD DEVIATION FOR THE INDICATED  
CATEGORIES, OCTOBER 1, 1996—SEPTEMBER 30, 2016

Source: Russell Investment and Zephyr Style Advisor. Small caps are measured by the Russell 2000® Index. The smid-cap 
strategy is represented by the Russell 2500™ Index.

Performance quoted represents past performance. Past performance is not a reliable indicator or a guarantee 
of future results.
The historical data shown in the chart are for illustrative purposes only and do not represent any specific portfolio 
managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not reflect the deduction of fees or 
expenses, and are not available for direct investment. Due to market volatility, the market may not perform in a similar 
manner in the future. Small-cap and mid-cap company stocks tend to be more volatile and can be less liquid than 
large-cap company stocks.
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1”Small Caps, Large Opportunity,” Lazard Asset Management, February 12, 2015.
2Steven Goldberg, “Mid-Cap Stocks Are the Market’s Sweet Spot,” Kiplinger.com, September 21, 2016.



IMPORTANT INFORMATION
Standard deviation is a measure of a measure of volatility. It indicates the variability of an investment’s returns.

The Russell 2500™ Index is a market cap weighted index that includes the smallest 2,500 companies covered in the Russell 3000 Index, which measures the performance of the largest 3000 U.S. companies represent-
ing approximately 98% of the investable U.S. equity market.

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.

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 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 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.

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

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. While 
growth stocks are subject to the daily ups and downs of the stock market, their long-term potential as well as their volatility can be substantial. Value investing involves the risk that the market may not recognize that 
securities are undervalued, and they may not appreciate as anticipated. Mid- and small-cap company stocks tend to be more volatile and may be less liquid than large-cap company stocks. Mid- and small-cap companies 
also may have more limited product lines, markets, or financial resources, and typically experience a higher risk of failure than large companies. The value of an investment in fixed-income securities will change as inter-
est rates fluctuate and in response to market movements. As interest rates fall, the prices of debt securities tend to rise. As rates rise, prices tend to fall.

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

No investing strategy can overcome all market volatility or guarantee future results.

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.  

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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