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Puzzling Over Mid Caps 
 
While much ink has been spilled on small caps’ recent run, precious little has been said about the 

concurrent mid-cap rally, perhaps due to mid caps’ persistent second-class status in the investment world. 
The recent mid-cap rally has been the longest and most powerful relative to large caps since our data series 
begin in 1979 (Table A).1  Specifically, since bottoming relative to the Top 200® Index in October 1999, the 
Russell Midcap® Index has outperformed the large-cap index by a whopping 12.8 percentage points on 
average per year—the most significant outperformance on record.  There were only two other periods of 
mid-cap outperformance that extended beyond one year:  an annual average of 11.0 percentage points from 
November 1990 through year-end 1993, and 7.8 percentage points scored from January 1979 to May 1983.2  
 

Even more impressive is that mid caps have also outperformed small caps recently, as there are few 
instances in which mid caps outperform (or underperform) both large caps and small caps. Since 1979, there 
were only five years in which mid caps outperformed both small caps and large caps, the three most 
significant of which occurred in the last five years.  In 2000, the Midcap® Index outperformed the Top 200® 
by 20.3 percentage points and the Russell 2000® by 11.3 points, as the capitalization sectors returned 8.2%,  
-12.0%, and -3.0%, respectively.  By comparison the 2002 and 2004 mid-cap rallies were relatively tame, 
with mid caps outperforming large caps by 7.2 percentage points and small caps by 4.3 points, as the 
capitalization sectors returned -16.2%, -23.4%, and -20.5%, respectively, in 2002, and mid caps besting large 
caps by 7.5 points and small caps by 2.9 points, as the capitalization sectors returned 8.7%, 1.1%, and 5.8%, 
respectively. 
  

Unfortunately, we found no smoking gun that would explain mid-caps’ recent run per se, as the 
drivers of equity performance appear to have shifted several times since the start of 2000, yet mid caps 
outperformed large caps in each year. For example, equities with high P/Es or no earnings underperformed in 
2000-02, outperformed in 2003, and produced mixed results in 2004.  Similarly, the importance of sector 
weights and returns, as expressed by sector return contributions, differed each year.  For example, in 2003 
returns for the consumer discretionary and information technology sectors in the Midcap® and Top 200® 
indices explained roughly 7 of the 13 percentage points of outperformance of the Midcap® index relative to 
the Top 200®, but in 2002, these same two sectors detracted approximately 2 percentage points from mid-
caps’ lead over large caps, which was 7.2 percentage points for the year. However, there were a few 
consistent sector trends:  The contribution from both financials and consumer discretionary was greater for 
mid caps than for large caps each year from 2000 to 2004, as mid caps outperformed large caps each year in 
both sectors.  In addition, mid caps had a higher weighting to consumer discretionary than did large caps in 
each year, but relative weightings to financials were mixed, with mid caps underweight financials from 2000 
to 2002 and overweight from 2003 to 2004.  Finally, we looked at earnings growth (Table C), which is now 
significantly higher for mid caps than large caps, but relative earnings growth rates are highly volatile and 
have varied considerably since 2000.   
 

                                                           
1 We used the Russell Midcap® Index for our analysis, although other mid-cap indices showed similar tendencies.  
2 The Russell Top 200® and Midcap® indices together make up the Russell 1000®: the Top 200® consists of the 
largest 200 companies and the Midcap® the bottom 800. 
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While the reasons for mid-cap equities’ outperformance are certainly unclear, the sector’s recent 
dominance may cause some to question whether mid cap has broken out as an independent investment sector.  
We continue to believe that mid-cap stocks represent the middle of a continuum between large cap and small 
cap and do not have independent properties.  We expect mid-cap stock returns will continue to fall in 
between those of small cap and large cap most of the time as they generally have in the past. 
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