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Executive Summary

Despite the fact that U.S. mid cap stocks have outperformed their large and 

small cap counterparts over the last 5-, 10-, 15-, 20- and 25-year time periods, 

many institutional portfolios still maintain a relatively low allocation to 

the asset class.1 We believe that long-term investors should reconsider 

the role of mid cap stocks in a well diversified portfolio because they may 

offer distinctive features large caps and small caps do not. For example, on 

a historical basis the U.S. mid cap universe has offered meaningfully higher 

excess return potential than the extensively researched world of U.S. large 

caps. At the same time, mid caps have historically exhibited less volatility 

than their small cap counterparts. The following discussion looks at the 

historical performance of mid caps compared with that of other capitalization 

ranges and why current valuations might make this an attractive time to 

consider including more exposure to mid cap stocks.

U.S. Mid Cap Stocks as an Investment Sweet Spot

We believe U.S. mid cap stocks and their associated companies offer 

distinctive features that set them apart from other capitalization 

ranges, including:

gains than larger cap companies

problematic divisions

large companies

Past performance is no guarantee of future 
results. 
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since Wall Street coverage is far more limited for U.S. mid caps than for U.S. 

ago. 

Strong Performance in Both Up and Down Markets

The U.S. mid cap universe

remains an inefficient and 

under-researched sector, 

since Wall Street coverage 

is far more limited for U.S. 

mid caps than for U.S. 

large caps.

Annualized Returns
Periods Ended

December 31, 2011

1 3 5 10 15 20 25 Since 
Year Years Years Years Years Years Years Inception*

Mid Cap -1.55% 20.17% 1.41% 6.99% 8.44% 10.24% 10.92% 13.09%

Small Cap -4.18% 15.63% 0.15% 5.62% 6.25% 8.52% 8.67% 11.23%

Large Cap 1.50% 14.81% -0.02% 3.34% 5.68% 7.99% 9.35% 11.31%

*January 1, 1979 inception date for each index.

Source: TBCAM, using Russell, ZEPHYR Style Advisor data. Past performance is no guarantee of future results.
Investors cannot invest directly in any index.

Exhibit 1 – U.S. Mid Cap Stocks Have Historically Outperformed U.S. Large and Small Caps
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For many investors, the excess 

return generated by mid caps over 

large caps may be an acceptable 

trade-off for higher volatility.

Risk/Return Trade-Off

represented time period. 

Exhibit 2 – Mid Caps Have Achieved Strong Relative Performance Results  
in Both Up and Down Months

Average Number Average Number
Return of Return of

Up Months Down Months

Mid Cap 4.1% 247 –3.8% 149

Small Cap 4.7% 242 –4.6% 154

Large Cap 3.6% 253 –3.6% 143

Source: TBCAM, using Russell, ZEPHYR Style Advisor data. Past performance is no guarantee of future results.
Investors cannot invest directly in any index.
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Exhibit 3 – Mid Caps Have Historically Achieved Higher Returns With Only
Modestly Higher Standard Deviation Versus Large Caps

Source: TBCAM, using Russell, ZEPHYR Style Advisor data. Past performance is no guarantee of future results. 
Investors cannot invest directly in any index. Standard Deviation is a statistical measure of the degree to which 

an individual portfolio return tends to vary from the mean, based on the entire population. The greater degree 

of dispersion, the greater degree of risk. In mutual funds, the standard deviation tells us how much the return on 

the fund is deviating from the expected normal returns.

January 1, 1979, through December 31, 2011
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The Emergence of New Levels of Margin Performance and 
Earnings Growth for Mid Cap Companies

large companies offer more mature products and face the challenge of 

higher than large caps.

We believe these trends might continue into the future and offer another 

potential driver of strong performance for mid caps in the latter part of 

Mid Cap Large Cap

EPS Growth 23.2% 16.4%

Exhibit 5

Source: FactSet, 12/31/01 - 12/31/11.

Mid Cap Small Cap

Operating Margin 17.3% 13.8%

Net Margin 8.67% 6.0%

Exhibit 4

Source: FactSet, 12/31/01 - 12/31/11.
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After the recent market 

turbulence, we believe 

valuations for small, mid 

and large cap domestic 

asset classes have become 

quite compelling.

Mid Cap Valuations Currently Compelling Across the Board

large cap domestic asset classes have become quite compelling. The more 

book ratio is also attractive for each class.

Clean Sweep: Each Mid Cap Style Has Historically 
Outperformed Its Small and Large Cap Counterparts

     Estimated
  P/E P/E 3-5 year 2012 P/E 

Price/ Price/ 2011 2012 EPS to Growth
Sales Book EPS EPS Growth Ratio

Mid Cap 1.0X 1.9X 14.1X 12.6X 13.3% 1.0X

Small Cap 0.9 1.7 15.3 13.1 15.1% 0.9X

Large Cap 1.2 2.0 12.3 11.5 12.1% 1.0X

Exhibit 6 – Valuation Comparisons Between Asset Classes  

Source: FactSet, as of December 31, 2011.
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Russell Midcap Growth

Russell 2000 Growth

Russell 1000 Growth

Russell Midcap Value

Russell 2000 Value

Russell 1000 Value

Exhibit 7 – Over a 25 Year Period, Each Mid Cap Style Achieved Higher 
Relative Cumulative Returns

Source: ZEPHYR Style Advisor, as of December 31, 2011. Past performance is no guarantee of future results.
Investors cannot invest directly in any index.
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Why Mid Caps, Why Now? 

Michael K. Arends, CFA, CPA, Director

Michael is a Portfolio Strategist supporting the U.S. Opportunistic Value strategies. 

Michael joined The Boston Company and the Opportunistic Value Team in 2008. 

Prior to joining the company, Michael’s experience included positions first in equity 

research, later in portfolio management and most recently in client service and 

product management. His background includes various equity responsibilities at 

Kemper Financial Services, Phoenix Investments and Putnam Investments.

Michael earned his BBA from Southern Methodist University and his MBA from 

Indiana University. Michael is a CFA charter holder.

Joseph R. Duffy, Vice President

Joe is a Senior Product Specialist at The Boston Company. He is responsible for 

positioning and communicating the firm’s products in the marketplace.

Previously at The Boston Company, Joe was a Product Manager where he provided 

market research, analysis and project support to successfully enhance the development 

and promotion of the firm’s products and services. Prior to his role as a Product 

Manager, he was a Client Service Analyst where he was responsible for generating 

a diverse range of analytical data and creating performance attribution reporting 

materials. Prior to joining The Boston Company, Joe worked as a Senior Portfolio 

Accountant at Standish/Mellon Asset Management where he was responsible for 

account maintenance, trade processing, cash and asset reconciliations. Previous to 

that role, Joe served as a Trust Specialist within the firm’s parent company, Mellon 

Financial Corporation.

Joe received a BA in Finance from Bryant University and an MBA from Bentley University.

We believe mid cap stocks 

are an important component 

for long-term investors seeking 

diversification and attractive 

risk-adjusted returns.
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David J. Selbovitz

David is a Client Service Analyst at The Boston Company working with BNY Mellon’s 

internal distribution channels such as Dreyfus, Private Wealth Management, Taft-

Hartley, Mellon Pension Services and BNYM Asset Management International. 

Prior to joining The Boston Company, David served as an Accounting and Reporting 

Specialist within the firm’s parent company, BNY Mellon. He was responsible for 

account maintenance, trade processing and cash and asset reconciliations for a 

corporate trust. Previously, David was an Investment Analyst at Sentinel Financial 

Group, an independent employee benefits firm, where he worked with the Chief 

Investment Officer and Executive Director of Wealth Management, drafting 

retirement plan proposals and analyzing the investment models that were offered 

to plan participants.

David graduated Magna cum Laude with a BS in Economics and Finance from 

Bentley University and is completing his MBA at Babson College. David is a 

Level I Candidate in the CFA Program and a member of the Bentley Honor Society 

and the International Economics Honor Society. 
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Index Definitions

The Russell 1000 Index measures the performance of the large-cap segment of the U.S. 

equity universe. It is a subset of the Russell 3000® Index and includes approximately 1000 

of the largest securities based on a combination of their market cap and current index 

membership. The Russell 1000 represents approximately 92% of the U.S. market. The 

Russell 1000 Value Index measures the performance of those Russell 1000 companies 

with lower price-to-book ratios and lower forecasted growth values, and the Russell 1000 

Growth Index measures the performance of those Russell 1000 companies with higher 

price-to-book ratios and higher forecasted growth values.

The Russell 2000 Index measures the performance of the small-cap segment of the U.S. 

equity universe. The Russell 2000 is a subset of the Russell 3000 Index representing 

approximately 10% of the total market capitalization of that index. It includes approximately 

2000 of the smallest securities based on a combination of their market cap and current 

index membership. The Russell 2000 Value Index measures the performance of those 

Russell 1000 companies with lower price-to-book ratios and lower forecasted growth 

values, and the Russell 2000 Growth Index measures the performance of those Russell 

2000 companies with higher price-to-book ratios and higher forecasted growth values.

The Russell Midcap Index measures the performance of the mid-cap segment of the U.S. 

equity universe. The Russell Midcap is a subset of the Russell 1000® Index. It includes 

approximately 800 of the smallest securities based on a combination of their market cap 

and current index membership. The Russell Midcap represents approximately 31% of the 

total market capitalization of the Russell 1000 companies. The Russell Midcap Value Index 

measures the performance of those mid-cap companies with lower price-to-book ratios 

and lower forecasted growth values, and the Russell Midcap Growth Index measures the 

performance of those mid-cap companies with higher price-to-book ratios and higher 

forecasted growth values.

Each of these Russell indices is constructed to provide a comprehensive and unbiased 

barometer of their respective market. The Indexes are completely reconstituted annually to 

ensure stocks do not distort the performance and characteristics of their true respective market. 

The Indexes are a trademark of the foregoing licenser and are used herein solely for 

comparative purposes. The foregoing index licenser does not sponsor, endorse, sell 

or promote the investment strategies or products mentioned in this paper, and it makes 

no representation regarding the advisability of investing in the products or strategies 

described herein.



This article does not constitute investment advice, is not predictive of future 

performance, and should not be construed as an offer to sell or a solicitation 

investment advice given based on the information supplied. 

Past performance is not a guide to future performance. The value of 

and should not be construed, as an offer or solicitation of services or products 

The investment products and services 
mentioned here are not insured by the FDIC (or any other state or federal 
agency), are not deposits of or guaranteed by any bank, and may lose value.
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principal risks

revenues tend to be less predictable, and their share prices more volatile than 
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