
MARKET VIEW
THREE MORE REASONS TO OWN U.S. SMALL- AND MID-CAP STOCKS
Investors who are looking to avoid the adverse effects that a stronger U.S. dollar could have on their equity portfolios  

may want to consider increasing their exposures to U.S. small- and mid-cap stocks.

TUESDAY, DECEMBER 27, 2016

Historically, U.S. small- and mid-cap stocks (“smid-caps”) have 
delivered long-term outperformance and provided diversification 
benefits for many investors. With a strengthening U.S. dollar, poten-
tial corporate tax reform, and evidence of an accelerating U.S. 
economy, there may be no better time than today for investors to 
increase their exposures to this under-owned asset class.

Following the election of Donald Trump and the U.S. Federal 
Reserve’s (Fed) decision to raise its benchmark rate on December 
14, 2016, the U.S. dollar has raced higher, reaching a 14-year high 
on December 20, 2016.

In general, a strengthening dollar tends to adversely affect  
multinational companies, which often are large caps (as represented 
by the Russell Top 200 Index) that derive a significant portion of their 
revenues from across the globe, as a stronger home currency makes 
their goods and services less competitive abroad, and converting 
foreign earnings into U.S. dollars yields lower profits. As Chart 1 illus-
trates, the last time the dollar rallied this aggressively was in the 
middle of 2015, and, as we can see in Chart 2, earnings and revenues 
for multinational companies experienced year-over-year declines 
during this period, while their more domestically oriented counter-
parts continued to experience growth.
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CHART 1. WHEN THE U.S. DOLLAR RISES…
U.S. DOLLAR INDEX (DXY), 2001–16  
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Source: Bloomberg. As of December 23, 2016.

CHART 2. ...MULTINATIONAL COMPANIES TYPICALLY BECOME LESS COMPETITIVE.
SALES AND EARNINGS GROWTH BY GEOGRAPHIC FOCUS YEAR-OVER-YEAR PERCENTAGE GROWTH AS OF DECEMBER 31, 2015
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Source: Bloomberg. Data as of December 31, 2015. U.S.-focused as represented by the Russell 2500® Index. Multinational as represented by the Russell Top 200® Index.
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. 

https://www.lordabbett.com/content/lordabbett/en/perspectives/marketview/smid-caps-three-things-you-need-to-know.html


Investors who are looking to avoid the adverse effects that a 
stronger dollar could have on their equity portfolios may want to 
consider increasing their exposures to U.S. smid-cap stocks, which 
tend to derive a much greater percentage of their revenues from the 
United States.

While the U.S. dollar’s strength is partially a function of  
relatively higher domestic interest rates, compared to the global 
economy, it also is a potentially bullish indicator of investor expec-

tations for continued U.S. GDP (gross domestic product) growth, 
after the domestic economy expanded by 3.2% year over year in the 
third quarter of 2016. As Chart 3 illustrates, smid-cap companies 
tend to be primarily focused on the U.S. economy, providing  
investors pure exposure to potential domestic growth acceleration. 
In addition, President-elect Trump has indicated a desire to engage 
in fiscal stimulus through infrastructure investments, which could 
further support economic expansion and boost domestically 
oriented companies.
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CHART 3. U.S. SMID-CAP COMPANIES BENEFITED FROM U.S. GROWTH
REVENUE EXPOSURE BY MARKET CAPITALIZATION. BASED ON FISCAL-YEAR 2015 REVENUE ESTIMATES.
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Finally, U.S. smid-cap stocks may be larger beneficiaries from 
corporate tax reform than their large-cap peers, due once again to 
their greater amount of domestic exposure. Since 2000, the United 
States is one of only three major, developed countries1 to have not 
cut its corporate tax rate, and its effective rate today is the highest 

among these developed economies. As such, companies that are 
primarily focused on the United States (like most small- and 
mid-cap companies) continue to face a larger tax overhang than 
their multinational counterparts, but are likely to be the larger 
beneficiaries of potential corporate tax reform.

Source: Bloomberg. Small caps stocks are represented by the Russell 2000® Index. Mid cap stocks are represented by the Russell Midcap® Index. Large cap stocks are represented by the Russell Top 200® Index
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. 
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CHART 4. THE UNITED STATES HAS BEEN A LAGGARD IN CUTTING CORPORATE TAX RATES SINCE 2000
CORPORATE TAX RATES, BY OECD COUNTRY, SINCE 2000.

Source: Organization for Economic Cooperation and Development.
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IMPORTANT INFORMATION
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 Russell 2500® Index measures the performance of 2,500 small- and mid-cap companies in 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.

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 interest 
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.

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.  

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. 

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. Read-
ers 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.

Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett Funds. This and other important information is contained in the Fund’s summary prospectus 
and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your investment professional, Lord Abbett Distributor LLC at 888-522-2388 or visit us at  
lordabbett.com. Read the prospectus carefully before you invest.
Copyright © 2016 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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In sum, U.S. smid-cap stocks tend to be much more U.S. 
focused than their large-cap peers, and for several reasons, this 
domestic orientation may benefit investors today:

 1.  As the United States embarks on a path toward interest rate 
normalization prior to much of the global economy, it is likely 
the dollar will continue to strengthen, which may adversely 
affect multinational companies more than their U.S.-oriented 
counterparts.

 2.  The United States is exhibiting signs of accelerating GDP 
growth and president-elect Donald Trump has indicated a 
desire for increased fiscal stimulus via infrastructure 
spending. These two developments bode well for companies 
that are exposed primarily to the U.S. economy.

 3.  Lastly, the U.S. corporate tax rate is the highest among major 
developed economies, and hasn’t been reformed in nearly 
two decades. Companies that derive the majority of their 
revenues from U.S. sources stand to benefit most from a 
potential corporate tax reduction.


