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.! 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
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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.

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. Investment management firms often specialize in U.S. large cap or
U.S. small cap equities, with minimal emphasis on expertise in the U.S. mid
cap asset class. Amid this limited analyst coverage, we find greater market
inefficiencies exist in the valuations of the U.S. mid cap universe than for
other market cap ranges. We believe this helps explain the outperformance
illustrated in Exhibit 1. Note that even after the recent U.S. equity market
volatility and the strong performance run of large cap stocks, mid caps have
remained the long-term return leader. Indeed, mid caps have outperformed
small caps by 186 basis points since the launch of the Russell indices 33 years
ago.

Strong Performance in Both Up and Down Markets

Critical to the strong, long-term returns of mid cap stocks has been their ability
to provide solid relative performance in up and down market environments.
As shown in the following chart, mid caps have delivered competitive returns
in rising markets, but more importantly, declined only slightly more than large
cap equities in down periods and not nearly as dramatically as small caps.

Exhibit 1 - U.S. Mid Cap Stocks Have Historically Outperformed U.S. Large and Small Caps

Annualized Returns
Periods Ended
December 31, 2011

1 3 ) (0] 15 20 25 Since

Year Years Years Years Years Years Years Inception*

Mid Cap -1.55%  2017% 141%  699%  844% 10.24% 10.92% 13.09%
Small Cap -418% 15.63% 015%  5.62% 6.25%  8.52% 8.67% 11.23%
Large Cap 1.50%  14.81% -0.02% 3.34% 568% 799% 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.




For many investors, the excess
return generated by mid caps over
large caps may be an acceptable

trade-off for higher volatility.

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

January 1, 1979, through December 31, 2011

Average Number Average Number
Return of Return of

Up Months Down Months
Mid Cap 41% 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.

Risk/Return Trade-Off

For many investors, the excess return generated by mid caps over large caps
may be an acceptable trade-off for higher volatility. It is also important to note
that part of the increase in standard deviation (a measure of volatility of the
return stream) is also a function of the higher excess returns delivered over the
represented time period.

Exhibit 3 - Mid Caps Have Historically Achieved Higher Returns With Only
Modestly Higher Standard Deviation Versus Large Caps

January 1979 - December 2011 (Single Computation)
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© Russell Midcap (Mid Caps) ® Russell 2000 (Small Caps) @ Russell 1000 (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.




The Emergence of New Levels of Margin Performance and
Earnings Growth for Mid Cap Companies

The 2001 to 2003 time period appears to have laid the foundation for mid cap
companies to achieve new levels of margin performance and earnings growth.
Responding to the challenges of the recessionary environment, mid cap
companies expanded the use of outsourcing to cut production costs without
the expense of large capital spending programs to gain scale. The deflation-
ary impact of the Internet revolution, the plunge in technology hardware costs
caused by Y2K over investment and the productivity enhancements driven by
continuing technological advancements had an immediate and long-lasting
effect on mid cap profit margins. Scalability, increased product diversity and
broader exposure to global markets have also enabled mid cap companies to
deliver higher pre- and after-tax margins than their small cap competitors.
Note the margin difference in Exhibit 4:

Exhibit 4

Mid Cap Small Cap
Operating Margin 17.3% 13.8%

Net Margin 8.67% 6.0%

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

Large cap companies had already attained benefits of scale, technological
advancements, geographic expansion, market share penetration and attention
to costs, so progress from already high levels was more difficult. In addition,
large companies offer more mature products and face the challenge of
demonstrating meaningful growth off a much bigger operating base. Even
though large companies demonstrated 16.4% earnings-per-share growth over
the past 10 years, the combination of limited margin expansion and mature
products produced a growth rate that meaningfully lagged mid cap results.
Note that mid cap companies delivered an EPS growth rate 680 basis points
higher than large caps.

Exhibit 5

Mid Cap Large Cap

EPS Growth 23.2% 16.4%

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

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
recessionary cycles.



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

After the recent market turbulence, we believe valuations for small, mid and
large cap domestic asset classes have become quite compelling. The more
stable valuation metrics, such as price-to-sales and price-to-book ratios,
indicate attractive opportunities for most U.S. equities. On a price-to-sales
basis, each asset class is generally valued around one-time sales. The price-to-
book ratio is also attractive for each class.

We believe whether domestic equities will be attractive on the more volatile
P/E and P/E-to-growth metrics hinges on the status of the U.S. economy in
2012. Assuming the U.S. does not experience a recession in 2012, in our view
all equity classes appear to be undervalued on 2012 P/Es and their respective
P/E-to-growth ratios.

Exhibit 6 - Valuation Comparisons Between Asset Classes

Estimated
743 3-5 year 2012 P/E
Price/ Price/ 2012 EPS to Growth
Sales Book EPS Growth ELT
Mid Cap 1.0X 1.9X 141X 12.6X 13.3% 1.0X
Small Cap 0.9 1.7 15.3 13.1 151% 0.9X
Large Cap 1.2 2.0 12.3 1.5 121% 1.0X

Source: FactSet, as of December 31, 2011.

However, with valuation metrics so close across each asset class, and the 2012
outlook somewhat uncertain, we believe it makes sense to consider mid caps
and the higher reward-to-risk ratio they have demonstrated over time.

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

Another consideration for mid caps is the historical performance of each mid
cap style category relative to its large and small cap counterparts. As the
cumulative return graphs on the next page demonstrate, mid cap has outper-
formed its small and large cap siblings in the core, value and growth styles.



Exhibit 7 - Over a 25 Year Period, Each Mid Cap Style Achieved Higher
Relative Cumulative Returns
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Source: ZEPHYR Style Advisor, as of December 31, 2011. Past performance is no guarantee of future results.
Investors cannot invest directly in any index.




We believe mid cap stocks
are an important component
for long-term investors seeking
diversification and attractive

risk-adjusted returns.

Why Mid Caps, Why Now?

We believe mid cap stocks are an important component for long-term
investors seeking diversification and attractive risk-adjusted returns. As we
have shown, mid cap stocks have historically outperformed their large and
small cap counterparts. We believe this is a positive reflection of the stocks
and companies that comprise this universe, and reflects the inefficiencies in
this space that can be exploited by skillful managers. In the current low growth
environment with potentially modest market returns, we believe mid caps
could provide the additional capital appreciation many investors seek.
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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.



The statements and opinions expressed in this article are those of the
authors as of the date of the article, are subject to change as economic and
market conditions dictate, and do not necessarily represent the views of BNY
Mellon, BNY Mellon Asset Management or any of their respective affiliates.
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
to buy any security or make an offer where otherwise unlawful. BNY Mellon
Asset Management and its affiliates are not responsible for any subsequent
investment advice given based on the information supplied.

Past performance is not a guide to future performance. The value of
investments and the income from them is not guaranteed and can fall as well
as rise due to stock market and currency movements. When you sell your
investment you may get back less than you originally invested.

Products or services described in this document are provided by BNY Mellon,
its subsidiaries, affiliates or related companies and may be provided in various
countries by one or more of these companies where authorized and regulated
as required within each jurisdiction. However, this material is not intended,
and should not be construed, as an offer or solicitation of services or products
or an endorsement thereof in any jurisdiction or in any circumstance that is
otherwise unlawful or unauthorized. 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.

BNY Mellon Asset Management is one of the world's leading asset
management organizations, encompassing BNY Mellon's affiliated investment
management firms and global distribution companies. BNY Mellon is the
corporate brand of The Bank of New York Mellon Corporation. The Boston
Company Asset Management, LLC, The Dreyfus Corporation and MBSC
Securities Corporation are subsidiaries of The Bank of New York Mellon
Corporation. BNY Mellon Asset Management Retirement & Sub- Advisory
Services is a division of MBSC Securities Corporation. MBSC Securities
Corporation, a registered broker-dealer and FINRA member, is the distributor
for the Dreyfus Funds.



The following are some principal risks associated with mutual funds that may
engage in investments or strategies related to the topic of this white paper:

Equity funds are subject generally to market, market sector, market liquidity,
issuer and investment style risks, among other factors, to varying degrees.

Small and midsize companies carry additional risks because their earnings and
revenues tend to be less predictable, and their share prices more volatile than
those of larger, more established companies. They also tend to be less liquid
than larger company stocks.
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