
MARKET VIEW
MID-CAPS: VALUE OR GROWTH? A CASE FOR HOLDING BOTH

An equal blend of mid-cap value and mid-cap growth stocks historically 
has provided attractive performance with less variability of returns.

MONDAY, NOVEMBER 30, 2015

Last week in Market View, we explored an under-owned, but  
overachieving, segment of the equity market: mid-cap stocks. We 
noted that the broad mid-cap category, over the past 25 years, has 
posted superior risk-adjusted returns compared with large- and 
small-cap stocks. This time around, we’d like to take a closer look at 
two key styles within the mid-cap universe—growth and value—and 
examine how the two could work together within an investor’s  
equity allocation.

While the two categories exist under the mid-cap umbrella, they 
are quite different in many respects. They typically feature different 
sector and industry compositions, and their performance numbers 
do not move in sync. This variance suggests that the two styles 
actually complement one another, and that combining them may 
prove useful in constructing a long-term mid-cap allocation.

First, let’s look at how the two styles differ in terms of sector const-
ruction. Chart 1 shows just how much the weightings of four widely 
held sectors differ in representative mid-cap growth and mid-cap 
value indexes. For example, the weighting of financial services stocks 
in the mid-cap value index is around 33%, while in its mid-cap growth 
counterpart, the percentage is less than 12%. In the case of the 
consumer discretionary sector, the weighting in the mid-cap growth 
index is nearly 25%, while the value index’s holding is only around 8%. 
This variance suggests that combining the two strategies would help 
diversify a mid-cap allocation by including sectors that perform diffe-
rently in varying economic and market environments.

Next, let’s look at the performance characteristics of the two 
segments. As we have often emphasized in discussing other invest-
ments, the difficulty of predicting short-term performance points to 
the virtue of combining asset classes that may behave differently 
under different conditions. Mid-cap value and mid-cap growth 
provide yet another example. 

Table 1 shows that in the case of mid-cap value and mid-cap 
growth strategies, results often have varied widely from year to year. 
The long-term performance records for both are solidly positive, but 
as Lord Abbett Product Strategist Adam Backman notes, it’s difficult 
to predict which style will outperform in any given year and the 
short-term penalty for being wrong can be meaningful. While the 
average annual difference in performance over the 15-year period is 
just 1% , there are many years (e.g., 1999, 2000, 2001, 2002, 2007, 
2009) in which the performance difference between the two strate-
gies was greater than 10%. 

Table 1 also shows that a 50/50 blend of the two strategies can 
help smooth out those extremes, which could prove appealing for 
investors who value less variability of returns from their equity allo-
cations. The blend provides returns that are, as expected, in between 
those of the two strategies, but not substantially different from 
either. However, with less year-to-year variability, this combination 
could help smooth out returns over the long term. Note also that the 
50/50 blend beats the large-cap S&P 500® Index in most of the 
observed years, and by more than 4% on average.
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CHART 1. MID-CAP STYLES DISPLAY LITTLE OVERLAP IN KEY SECTORS
PERCENTAGE WEIGHTINGS OF SELECTED SECTORS OF INDICATED INDEXES AS OF OCTOBER 30, 2015 

Source: FactSet.

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.

0%

5%

10%

15%

20%

25%

30%

35%

FinancialsUtilitiesInformation TechnologyConsumer Discretionary

 Russell Midcap Growth
 Russell Midcap Value

24.9%

8.4%

20.1%

9.9%

0.1%

11.7% 11.7%

33.3%

https://www.lordabbett.com/en/perspectives/marketview/stocks-in-the-middle-for-you.html
https://www.lordabbett.com/en/perspectives/marketview/stocks-in-the-middle-for-you.html
https://www.lordabbett.com/en/global/biographies/adam-backman.html


While the combination of value and growth within the mid-cap 
category could prove appealing, we thought investors might want to 
know a bit more about investment approaches within each style. We 
turned to Lord Abbett portfolio managers for additional insights on 
their approach to each mid-cap style:

Value—Lord Abbett Portfolio Managers Justin Maurer and  
Tom Maher deploy an experienced team and in-depth fundamental 
research to find stocks “that are most mispriced by the market con-
sensus.” The managers seek companies that may be undergoing 
positive fundamental change, using qualitative screens to identify 
firms that are seeing improvements in sales, operating margins, and 
earnings on a sequential basis. They then take a deeper look into 
potential catalysts that have yet to be reflected in the company’s 
stock price, such as new product introductions, divestitures, acqui-
sitions, and sensitivity to general economic trends. 

Growth—Lord Abbett Portfolio Managers Paul Volovich and  
Tony Hipple and their team sift through three categories of growth 
stocks: stable-growth companies within consumer staples, health-
care services, and telecom services; cyclical growers, which tend to 
be mature and sensitive to the macro economy, and include compa-
nies within consumer discretionary, industrials, and financials; and 
secular growers, which are in the sweet spot of their growth phase 
and less likely to be influenced by the global economy. The managers 
note that mid-cap growth companies tend to be more insulated from 
changing economic conditions, because their growth is still largely 

organic, as they increase their market share, develop new products, 
and expand distribution globally. This has the potential to drive 
earnings growth, regardless of the economic environment.

Summing Up
We’ve detailed the attractiveness of mid-cap stocks and their his-

torical outperformance versus their large- and small-cap peers. 
And we’ve shown that incorporating an equal blend of growth and 
value stocks within the mid-cap segment may provide smoother 
returns over the long term. Investors interested in this “both worlds” 
mid-cap strategy may wish to consider an actively managed 
approach, utilizing managers with expertise up and down the market 
capitalization ladder. That’s especially important for the mid-cap 
segment, which can often be something of a way station for stocks in 
other market-cap segments. Mid-cap managers may have the 
opportunity to snap up former large-cap stocks that have met with 
temporary selling pressure, or ascendant small-cap issues that are 
realizing strong, steady growth. Maurer and Maher’s statement 
from the previous Market View bears repeating: “Active management 
allows skilled managers to exploit these opportunities.” (Although 
historical performance is no guarantee of future results, these insights 
may help you understand the investment management philosophy. 
Investing involves risk, including possible loss of principal.)
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TABLE 1. MID-CAP GROWTH AND VALUE STYLES HAVE DISPLAYED A WIDE VARIABILITY OF RETURNS
ANNUAL AND AVERAGE RETURNS FOR INDICATED INDEXES, 1999–2014

Source: Morningstar. Mid-cap value represented by the Russell Mid Cap Value Index. Mid-cap growth represented by the Russell Mid Cap Growth 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. Performance during other time periods may have been different or negative.

AVG.
RETURN

ANNUAL RETURNS

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

Mid Cap Value 11.9% 51.3% 19.2% 2.3% -9.6% 42.7% 23.7% 12.6% 20.2% 11.4% -38.4% 46.3% 26.4% -1.4% 18.5% 35.7% 14.7%
50/50 Blend  
MCV & MCG 11.4% 23.7% 5.0% -8.6% -18.8% 40.4% 19.6% 12.4% 15.4% 4.8% -41.4% 40.3% 25.6% -1.5% 17.2% 34.6% 13.3%

Mid Cap Growth 10.9% -0.1% -11.7% -20.2% -27.4% 38.1% 15.5% 12.1% 10.7% -1.4% -44.3% 34.2% 24.8% -1.7% 15.8% 33.5% 11.9%
S&P 500 Index 7.0% 21.0% -9.1% -11.9% -22.1% 28.7% 10.9% 4.9% 15.8% 5.5% -37.0% 26.5% 15.1% 2.1% 16.0% 32.4% 13.7%
50/50 Blend vs.  
S&P 500 4.3% 2.6% 14.1% 3.3% 3.3% 11.7% 8.7% 7.5% -0.4% -0.7% -4.4% 13.8% 10.5% -3.6% 1.2% 2.2% -0.3%
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https://www.lordabbett.com/content/lordabbett/en/global/biographies/thomas-maher.html
https://www.lordabbett.com/content/lordabbett/en/global/biographies/paul-volovich.html
https://www.lordabbett.com/content/lordabbett/en/global/biographies/anthony-hipple.html


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 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 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 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 
forecasted 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 larger 
stocks do not distort the performance and characteristics of the true mid-cap growth 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 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 fore-
casted 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 larger stocks 
do not distort the performance and characteristics of the true mid-cap value market.

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 prior to making an investment decision.

Copyright © 2015 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.

Lord, Abbett & Co. LLC | 90 Hudson Street | Jersey City, NJ 07302-3973 | T 1.888.522.2388 | lordabbett.com

MV-11-30-15

3

INVESTMENT-LED. INVESTOR-FOCUSED.


