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U.S. Mid Cap Stocks: The Overlooked “Sweet Spot” in Your Portfolio

When most investors think about U.S. stocks, their attention gravitates
toward the household names of the S&P 500. Yet, nestled between the
giants of large caps and the upstarts of small caps lies a segment that has
quietly outperformed both over the long run: mid cap stocks. As of 2024,
mid caps remain an underappreciated and underallocated asset class,
despite their compelling blend of growth, stability, and diversification
potential.

What Are Mid Cap Stocks?

Mid cap stocks are companies with market capitalizations typically
between 51 billion and $60 billion. They represent about 20% of the U.S.
equity market, but only 9% of investor exposure as of year-end 20242
These companies are often leaders in their industries, with enough
operational history to have proven their business models, but still small
enough to offer significant growth potential.

Historical Returns and Risk

The performance story of mid caps is remarkable—especially over longer
horizons. Over the 25 years preceding August 2024, the S&P MidCap 400
delivered a total return of 985%, sharply outpacing the S&P 500’s 563%
and the Russell 2000’s 608%'. While large caps have led the market over
the past decade (S&P 500 up 244% vs. 165% for mid caps and 131% for
small caps), mid caps have historically shined over 20-, 25-, and 30-year
periods’.

Mid caps are often described as the “sweet spot” for investors: they offer
higher growth potential than large caps, but with less volatility than small
caps®. Their returns tend to be less correlated with the largest stocks,
providing valuable diversification. In addition, mid caps have historically



delivered a favorable risk/reward profile, with ample liquidity and
reasonable valuations compared to their larger peers3.

Why Mid Caps Matter Now

In 2024, the market’s gains were heavily concentrated in a handful of
mega-cap tech stocks. This concentration risk makes diversification even
more important. Mid caps, with their lower profile and less analyst
coverage, offer opportunities for price discovery and value that are often
missing in the crowded large cap space3.

Valuations for mid caps are also attractive. As of December 31, 2024, the
forward price-to-earnings ratio for the S&P MidCap 400 Value Index was
13.55—a 14% discount relative to the S&P MidCap 400 Index’s 15.76, and
a wider discount than the 20-year average3. Analysts expect mid caps to
generate accelerating earnings growth into 2025, especially as the Federal
Reserve’s interest rate cuts begin to stimulate economic activity?.

Historically, small and mid caps have outperformed large caps in the
months following Fed rate cuts, as lower borrowing costs spur growth and
investment?.

The Role of Mid Caps in a Portfolio

Mid caps can serve as a dynamic growth engine and a diversifier within an
equity allocation. Their blend of established business models and room
for expansion means they can weather downturns better than small caps,
while still capturing more upside than many large caps during economic
recoveries. Many advisors recommend a dedicated allocation to mid
caps—often 10—-20% of your equity portfolio, depending on your goals
and risk tolerance?.

Why Funds and ETFs Are the Smart Way to Own Mid Caps

Given the sheer number of mid cap companies (over 2,000 in the U.S.
alone?) and the lower analyst coverage, it’s difficult for individual
investors to consistently pick winners. Mid cap mutual funds and ETFs,
such as the iShares Core S&P Mid-Cap ETF (IJH) or Vanguard Mid-Cap ETF
(VO), provide instant diversification and professional management at low
cost®. These funds spread your investment across hundreds of mid cap
companies, reducing the risk associated with any single stock.

Risks and Considerations



Mid caps, while less volatile than small caps, can still experience sharp
swings—especially during economic downturns or periods of tightening
credit. They may also be more sensitive to changes in interest rates and
economic growth than their large cap peers. Still, for investors with a
long-term horizon and a willingness to ride out short-term volatility, mid
caps offer a compelling risk/reward balance.

Points to Remember

Mid cap stocks have outperformed both large and small caps over long
periods, but remain underrepresented in most portfolios.

They offer a unique combination of growth potential and stability, making
them the “sweet spot” of U.S. equities.

Current valuations are attractive, and mid caps are poised to benefit from
a more favorable interest rate environment.

The best way to access mid caps is through diversified mutual funds or
ETFs, which provide broad exposure and professional management.

A dedicated allocation to mid caps can enhance both the growth and
diversification of your portfolio.
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