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A CASE FOR MID-CAPS

WHY HAVE EXPOSURE TO MID-CAPS?

DEFINING MID-CAPS

EXECUTIVE SUMMARY
We believe an effective asset allocation strategy should include exposure to Small-cap, large-cap and often overlooked 
mid-cap stocks. At WT Wealth Management most models currently include and asset allocation to Mid-cap equities. 

Mid-cap stocks have historically delivered strong returns relative to large and small caps, yet investors remain 
underexposed to this part of the equity market capitalization structure. Our intention is to offer a perspective on how 
this asset class can potentially offer investors: Diversification benefits and improved risk-adjusted performance potential. 

In our opinion, mid-cap companies are in the “sweet spot” of the growth life cycle, having relative stability with a 
certain degree of scalability in their business. An appealing asset class for today’s markets as fundamentals are healthy, 
valuations are attractive and mergers & acquisitions (M&A) could start to increase, which could benefit mid-cap stocks

Mid-cap companies are typically defined as having a market capitalization between $2 billion and $10 billion. In many 
cases, mid-cap companies tend to be more financially stable than their Small-cap counterparts, since they have moved 
beyond the volatile start-up phase, and just as stable as larger-cap companies. However, unlike large-cap firms, mid-cap 
companies offer greater growth potential as their businesses continue to develop from less established entities to more 
mature companies.

Mid-cap stocks can potentially offer an attractive long-term risk/return tradeoff. Over the last 20 years, mid-cap stocks 
have outperformed small-cap stocks and with lower volatility, while offering higher returns than large-cap stocks with 
only slightly higher volatility. Thus, mid-cap stocks have delivered the strongest risk-adjusted performance as measured 
by Sharpe Ratio relative to small and large-cap stocks (see Exhibit 1 below).

Exhibit 1: 20-Year Annualized Return vs. 20-Year Annualized Standard Deviation as of November 30, 2013.

**Source: iShares as of 11/30/13; Large-cap = S&P 500, Mid-cap = S&P 400, Small-cap = S&P 600. Performance shown is not representative of the 
performance of any particular investment. It is not possible to invest directly in an index.

This material is provided for informational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell 
securities. These examples are for illustrative purposes only and are not actual results. If any assumptions used do not prove to be true, results may vary 
substantially. The information provided herein should not be construed as providing any assurance or guarantee as to returns that may be realized in the 
future from investments in any asset or asset class described herein.
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Asset Class 20 Year Avg. Annual Return 20 Year Standard Deviation Cumulative Return%

Large-cap 9.12 15.25 469.11

Mid-cap 12.01 17.60 857.28

Small-cap 11.01 18.84 700.74
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SLOW CHANGE IN SENTIMENT

IS THERE A COMPELLING CASE TO INVEST IN MID-CAPS TODAY? 

DISCLOSURE, WARRANTIES & DISCLAIMERS

As retail investors have recognized the benefits of investing in mid-cap equities, they have responded by increasing their 
mid-cap equity allocation. Despite this increase, we believe investors remain under-exposed to mid-cap equities when 
considering the strong risk-adjusted returns and potential improvement in portfolio diversification and performance 
characteristics.

Over the last twenty years, retail investors have nearly doubled their mid-cap allocation from approximately 8% to 
12%, yet it has remained around 12% over the last seven years.  While investors have allocated approximately 12% of 
their portfolios to mid-cap equities, this remains well below the composition of mid-caps within the portfolios of many 
institutional managers at 20%.

Despite this increase in recent years, we believe investors still remain under-exposed to mid-cap equities when 
considering the strong risk-adjusted returns and potential improvement in portfolio diversification and performance 
characteristics.

Mid-cap companies tend to be target rich areas for acquisitions for larger companies for a variety of reasons. Larger 
companies often target smaller rivals to increase their market opportunity, enhance competitive positioning, and 
augment growth. 

While announced US M&A deals in 2012 were down slightly from the prior year, the number of deals picked up in the 
fourth quarter, increasing 13% from 2011. In 2013, deals are getting done, but at smaller sizes. In addition, corporate 
balance sheets are flush with cash, as cash/assets is near 11% for the S&P 500 Index, ex-financials, the highest level 
witnessed over the last four decades. 

The combination of healthy balance sheets along with low interest rates to facilitate cheap debt financing, should 
support continued acquisition activity

There are no warranties implied.

Any opinions expressed on this website are the opinions of WT Wealth Management and its associates only.  Material 
listed on this website is neither an offer to buy or sell securities nor should it be interpreted as personal financial advice. 
You should always seek out the advice of a qualified investment professional before deciding to invest. Investing in 
stocks, bonds, mutual funds and ETF’s carry certain specific risks and part or all of your account value can be lost.  

At WT Wealth Management we strongly suggest having a personal financial plan in place before making any investment 
decisions including understanding your personal risk tolerance and having clearly outlined investment objectives.

WT Wealth Management is a registered investment adviser located in Jackson, WY.  WT Wealth Management may only 
transact business in those states in which it is registered, or qualifies for an exemption or exclusion from registration 
requirements. WT Wealth Managements web site is limited to the dissemination of general information pertaining to its 
advisory services, together with access to additional investment-related information, publications, and links. Accordingly, 
the publication of WT Wealth Management web site on the Internet should not be construed by any consumer and/or 
prospective client as WT Wealth Management solicitation to effect, or attempt to effect transactions in securities, or the 
rendering of personalized investment advice for compensation, over the Internet. Any subsequent, direct communication 
by WT Wealth Management with a prospective client shall be conducted by a representative that is either registered or 
qualifies for an exemption or exclusion from registration in the state where the prospective client resides. For information 
pertaining to the registration status of WT Wealth Managment, please contact the state securities regulators for those 
states in which WT Wealth Management maintains a registration filing. A copy of WT Wealth Management’s current 
written disclosure statement discussing WT Wealth Management’s business operations, services, and fees is available 
at the SEC’s investment adviser public information website – www.adviserinfo.sec.gov or from WT Wealth Management 
upon written request. WT Wealth Management does not make any representations or warranties as to the accuracy, 
timeliness, suitability, completeness, or relevance of any information prepared by any unaffiliated third party, whether 
linked to WT Wealth Management’s web site or incorporated herein, and takes no responsibility therefor. All such 
information is provided solely for convenience purposes only and all users thereof should be guided accordingly.

2 of 2

This material is provided for informational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell 
securities. These examples are for illustrative purposes only and are not actual results. If any assumptions used do not prove to be true, results may vary 
substantially. The information provided herein should not be construed as providing any assurance or guarantee as to returns that may be realized in the 
future from investments in any asset or asset class described herein.


