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REAL MID-CAP DEFINED 

� e capitalization of the U.S. equity investment universe, as represented by the Russell 
3000® Index, is approximately: 
• 8% small-cap companies with capitalizations under $2 billion; 
• 20% mid-cap companies with capitalizations between $2 billion and $10 billion; and 
• 72% large-cap companies with capitalizations above $10 billion. 

Investors o! en underutilize up to 20% of stocks in the U.S. equity universe because they 
do not consider Mid-Cap stocks to be a distinct asset class. � eir exposure to Mid-Cap 
stocks o! en comes incidentally from broadly de" ned allocations to Small- and Large-Cap 
equities. Investors who appreciate the advantages of Mid-Cap stocks will generally want a 
higher allocation to the space. 

SUPERIOR RISK-ADJUSTED RETURNS 

As shown below, Mid-Cap stocks have delivered higher average returns than either Large- 
or Small-Cap stocks, while exhibiting volatility comparable to Large-Cap stocks and lower 
than Small-Caps. � ese attractive risk-adjusted returns appear to be rooted in fundamental 
characteristics of maturing growth companies that reside speci� cally in this underutilized 
space. 
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Mid-Cap equities historically 
have had superior risk-adjusted 
returns relative to other 
domestic equity asset classes
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Past performance does not guarantee 
future results. An investment cannot 
be made in an index.

Period 1926-2010
Small-

Cap
Mid-
Cap

Large- 
Cap

Average Annual Returns 12% 14% 10%

Standard Deviation 20% 18% 20%

Return/Risk Ratio .59% .75% .48%

Data source: FactSet, Russell, as of 12/31/2010

Data source: Ibbotson Associates CRSP Data, as of 12/31/2010

Return and Risk 1926-2010



ATTRACTIVE FUNDAMENTALS 

Earnings Growth 
Mid-Cap status is an important stage in a company’s development. In order to attain a 
multi-billion dollar market cap, this group will generally have progressed past the opera-
tional and � nancial risks of infancy. Yet, the accompanying chart depicts, Mid-Caps still 
have plenty of runway le�  for growth. 

Positive Cash Flow
Maturing Mid-Cap companies are o� en cash-! ow positive and self-� nancing. " is is im-
portant because it shows that a company has moved beyond requiring dilutive infusions of 
capital to fund growth. As a result, shareholders potentially capture a greater level of return. 
When not self-funding, more mature companies will generally have excellent � nancing al-
ternatives via the public debt and equity markets. As shown below, over the past 19 years, 
Mid-Cap companies have increased their share counts at about half the rate of Small-Cap 
companies and relied signi� cantly less on secured debt (a riskier form of credit). 

Seasoned Management Teams 
Established companies have typically bridged the transition from entrepreneur-led to pro-
fessional management teams. " ese experienced executives possess the skill set necessary 
to take the business to the next level. " is important step also establishes credibility in the 
public markets, enhancing the likelihood that the company remains a successful investment.
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Past performance does not guarantee 
future results. 

EPS: Earnings Per Share is the portion 
of a company’s profit allocated to each 
outstanding share of common stock.

Our research shows that the 
Mid-Cap equity universe has 
an abundance of mid-lifecycle, 
financially sound, high-growth 
companies, with the potential 
to sustain earnings growth 
over time

Data source: FactSet, Compustat, Russell, as of 12/31/2010
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Data source: FactSet, Compustat, as of 12/31/2010 Data source: FactSet, Compustat, as of 12/31/2010

5-Year EPS Growth



The “Sweet Spot” of the Active Investment Universe? 

Active Mid-Cap managers have an opportunity to select companies early in their growth 
and maturation cycle. We examined the returns of 900 stocks in the Standard & Poor’s Mid-
Cap and Large-Cap indices. As shown below, the stocks that migrated from the S&P Mid-
Cap 400 Index to the S&P 500 Index performed better than the S&P 500 Index. However, 
the bulk of these stocks’ more favorable performance was achieved while the stocks were 
Mid-Cap stocks in the process of growing into Large-Cap status. 

Looking at the total investment universe, there is less competition over investment op-
portunities in the Mid-Cap area. � ere are fewer active investment managers and fewer 
sell-side analysts working in the Mid-Cap arena than in Large-Cap, so the menu is less 
picked over. 

� e Morningstar database of active managers shows approximately 30% more Large-Cap 
managers than Mid-Cap managers. � e Reuters database of sell-side earnings estimates in-
dicates that from 1990 to 2009, Large-Cap companies had twice as many analysts following 
them as Mid-Cap companies even though there are almost three times more companies in 
the Mid-Cap universe. � e lower level of competition in the Mid-Cap area for an invest-
ment idea suggests that stock pricing may be less e�  cient among Mid-Cap stocks than 
Large-Caps and o� er active managers opportunities to add value. 

Compared with many Small-Cap stocks, Mid-Caps frequently o� er su�  cient, good qual-
ity information to facilitate analysis. � e chart below depicts how investors tend to penal-
ize earnings disappointments of Small-Cap companies much more than those of Mid-and 
Large-Cap companies. We attribute this e� ect to lower transparency and lower liquidity 
of Small-Cap stocks. With less good quality information and analysis available, Small-Cap 
investors may be more vulnerable to surprises and the adverse stock reaction that results. 

� is combination of fundamental and market characteristics underpins Mid-Cap stocks’ 
favorable risk-reward ratio.
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Past performance does not guarantee 
future results. 

While both growth and value 
Mid-Cap stocks offer attractive 
opportunities, we believe the 
case for Mid-Cap growth 
investing is particularly 
compelling
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Skilled, Active Management is Key

In an investment universe with potential to identify fundamentally strong investment op-
portunities, active management is key. � ere is evidence that active management is more 
successful and more important in growth investing than in value. 

In a research paper, Janet Robovsky, a Practice Leader with Watson Wyatt Worldwide, con-
cludes, “Style does matter, and should be considered when making the active/passive deci-
sion.” Robovsky studied active manager performance versus index returns going back to the 
mid-1980s and observes: 

“... there are times when the Index has been in the top quartile (the � ve year period ending 
December 1998), when an investor would have been better o�  with an index fund. � ere 
have been more times, however, when the Index was in the 3rd or 4th quartile, and ac-
tive management was the better strategy. We also charted the VIX which is a measure of 
implied market volatility. Not surprisingly, the higher the volatility of the market, the more 
likely it was for active managers to perform better than the Index..., unlike the Growth 
Index, where active management has been the better approach, the results for the Value 
Index are much more mixed.“1 

 
We have also found that active managers are more di! erentiated in the Mid- and Small-Cap 
spaces where there tends to be greater dispersion in stock performance, indicating greater 
opportunity for outperformance. � is manager di! erentiation, as illustrated in the graph 
on the following page, is an essential component to active management. Skilled, active Mid-
Cap growth managers can add value compared to their Large-Cap growth counterparts 
especially during more volatile markets where investors require excellent risk-adjusted re-
turns. Given this, a passive investment strategy in the Mid-Cap growth space could lead to 
missed opportunities for outperformance.
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Past performance does not guarantee 
future results. 
1Robovsky, J. (2009, May 12) In Search 
of Alpha. Asset Classes, 2. Retrieved 
from http://www.benefitscanada.com/
investments/asset_classes.  There is 
no assurance that any investment or 
investment strategy will achieve its 
objectives.

Within the Mid-Cap growth 
space, sufficient dispersion 
exists in the performance of 
active managers to suggest 
that good manager selection 
has the potential to enhance 
investor returns

Data source: Bloomberg, Morningstar, as of 12/31/2010
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Conclusion

Mid-cap stocks have generated attractive risk-adjusted returns over long periods. Mid-cap 
stocks provide much of the liquidity, transparency, and stability associated with Large-Cap 
stocks, coupled with certain advantages relative to Small-Cap stocks. 

Speci� cally, the Mid-Cap area appears to be: (1) less e�  cient than Large-Cap; (2) transpar-
ent enough for credible and thorough analysis; and (3) liquid enough that investment strat-
egies are not distorted by the trading costs, maneuverability, and scale issues that Small-Cap 
managers face.

� is compelling performance re� ects attributes of the companies themselves, not just their 
segment of the market. � e companies have moved beyond infancy, with its many risks, but 
many have business models with plenty of runway le�  for growth. 

With these advantages, many investors would bene� t from a targeted allocation to this 
space. It is an area where skilled investment management can pay o�  by uncovering the 
hidden gems that are found in this attractive class of stocks.
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Returns represent past performance and are not a guarantee of future performance. Refer-
ences to indexes are made for comparison purposes. Indexes are unmanaged and cannot be in-
vested in directly. Index performance does not include fees or expenses. Financial and statistical 
information provided is obtained or derived from sources deemed reliable but is not guaranteed 
as to accuracy or completeness.

Mid- and Small-Cap investing involve special risks. Mid- and Small-Cap funds are designed 
for investors who can accept short-term fluctuations in principal and earnings and can 
assume the higher risk typically associated with an aggressive-growth fund. Mid- and 
Small-Cap stocks are more volatile and drop more in down markets than Large-Cap stocks. 
Growth stocks can perform differently from the market as a whole and can be more vola-
tile than other types of stocks.

The Russell Midcap® Growth Index generally represents the U.S. market for medium-capital-
ization growth stocks. The Russell 3000® Index measures the performance of the 3,000 largest 
U.S. companies based on total market capitalization which represents approximately 98% of 
the investable U.S. equity market. The S&P 400 Mid-Cap Index is a group of 400 domestic stocks 
chosen for their market size, liquidity and industry group representation. The S&P 500 Index is 
the Standard & Poor’s composite index of 500 stocks, a widely recognized, unmanaged index of 
common stock prices. The Russell 2000 Growth Index represents the smallest 2000 stocks with 
the highest price-to-book ratio and future earnings according to the Frank Russell Company.  

Standard deviation is the statistical measurement of dispersion about an average, which depicts 
how widely a stock or portfolio’s returns varied over a certain period of time.

Risk/return ratio is the relationship between the amount of return gained on an investment and 
the amount of risk undertaken in that investment.

Opinions and projections contained herein reflect our opinion as of the date of the analysis and 
are subject to change without notice. This report is distributed for information purposes only 
and is not intended to be relied upon as a forecast, research, or investment advice. It is not a 
recommendation, offer, or solicitation to buy or sell any securities or to adopt any investment 
strategy.

MTB Investment Advisors, Inc., a subsidiary of Manufacturers and Traders Trust Company (“M&T 
Bank”), is the investment advisor to the MTB Group of Funds. ALPS Distributors, Inc., which is not 
affiliated with M&T Bank, is the distributor of the MTB Group of Funds.

This does not constitute an offer to sell or a solicitation of an offer to buy securities.
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For complete information, please 
download the Fund’s prospectus 
available on www.mtbfunds.com 
or call 1-800-836-2211. You 
should consider a fund’s invest-
ment objectives, risks, charges 
and expenses carefully before 
you invest. Information about 
these and other important sub-
jects is contained in a fund’s pro-
spectus, which you should read 
carefully before investing.

Not FDIC Insured • No Bank Guarantee • May Lose Value



MTB001895 (2/12)


