
MARKET VIEW
STOCKS IN THE MIDDLE FOR YOU

Mid-cap stocks historically have posted better risk-adjusted returns than small and large caps. 
So, why don’t more investors own them?
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When is “middle” actually “above average”? When it comes to the 
performance of mid-cap stocks, which represent one of the most 
attractive segments of the equity market over the long term.

The mid-cap category—companies with market capitalizations of 
between $3 billion and $30 billion—typically 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.

Here’s where the “above average” part comes in. Over the past  
25 years, mid-cap stocks consistently have delivered better risk-
adjusted returns than both large- and small-cap equities, through a 
variety of market conditions. (See Chart 1.)

And yet, mid-cap stocks are often overlooked as investors  
place a greater focus on the small- and large-cap categories. U.S. 
investors tend to be underexposed to this segment of the market.
(See Chart 2.) While mid caps comprise 28% of U.S. equity market 
capitalization, they comprise only 15% of U.S. equity mutual  
fund assets.

Those who focus on the large- and small-cap ends of the spectrum, 
however, may be missing out on the chance for outperformance.  
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 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.

As one recent investment research report noted, “The current 
environment is particularly conducive to mid caps.”1 The report 
noted a “robust” level of merger and acquisition activity, as larger 
companies seeking growth take advantage of low financing costs to 
snap up faster-growing mid-cap firms.

For investors who may be concerned about the effect of slowing 
global economic growth on U.S. companies, mid caps have another 
attractive attribute: significant revenue exposure to the United 
States. Some 69% of revenues of companies in the Russell MidCap 
Index are generated in the United States, versus 59% for the  
large-cap Russell Top 200 Index, according to FactSet.
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CHART 1. MID CAPS HISTORICALLY HAVE POSTED BETTER 
RETURNS WITH LESS RISK
TOTAL RETURN AND STANDARD DEVIATION FOR INDICATED MARKET-CAP 
CATEGORIES, OCTOBER 1990-SEPTEMBER 2015
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Over the past 25 years, mid-cap stocks 
have provided the highest risk-adjusted 
returns among the equity styles shown.

Sharpe Ratio
Oct. 1990 to
Sept. 2015

Small Caps 0.48

Mid Caps 0.63

Large Caps 0.50

Source: Bloomberg, FactSet, Morningstar. AUM=Assets under management.  
Large caps represented by the Russell Top 200 Index; mid caps by the Russell 
Midcap Index; and small caps by the Russell 2000 Index.

CHART 2. INVESTORS ARE UNDEREXPOSED TO MID CAPS
SHARE OF THE U.S. EQUITY MARKET AND TOTAL EQUITY MUTUAL FUND 
ASSETS UNDER MANAGEMENT BY MARKET-CAP CATEGORY, AS OF  
SEPTEMBER 30, 2015

Source: Morningstar. Mid caps are represented by the Russell Midcap Index, large caps 
are represented by the Russell 1000® Index, and small caps are represented by the  
Russell 2000 Index.

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 may be less liquid than large-
cap company stocks. Mid-cap companies typically experience a higher risk of failure than large-cap companies.
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Investors who are searching for potentially higher, long-term 
returns with less volatility than small caps and higher potential 
earnings growth than large caps may do well to add mid-cap stocks 
to their asset allocation. But they may wish to consider an actively 
managed approach when doing so. Why? “We believe that markets 
are inefficient, especially as you move down the market-cap 

spectrum,” note Lord Abbett Partners and Portfolio Managers 
Justin Maurer and Thomas Maher. “Active management allows 
skilled managers to exploit these opportunities.”

We will explore two key categories of mid-cap stocks—growth 
and value—in greater detail in an upcoming Market View.

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 also may 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.  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. Projections should not be considered a guarantee.

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.

Standard deviation is a measure of volatility. Applied to an asset’s return, it provides a measure of the range of those returns. A higher standard deviation means a greater range of returns.

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 3000® Index measures the performance of the largest 3000 U.S. companies representing 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 Top 200® Index measures the performance of the largest cap segment of the U.S. equity universe. The Russell Top 200 Index is a subset of the Russell 3000® Index. It includes approximately 200 of the largest 
securities based on a combination of their market cap and current index membership and represents approximately 68% of the U.S. market. The Russell Top 200 Index is constructed to provide a comprehensive and unbiased 
barometer for this very large cap segment and is completely reconstituted annually to ensure new and growing equities are reflected.

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 prior to making an investment decision.
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INVESTMENT-LED. INVESTOR-FOCUSED.

1“Why Are Investors Overlooking U.S. Mid Cap Stocks?” MarketWatch, November 10, 2015.
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