Alger On the Money
A View on the U.S. Market

An Overlooked Asset Class?
Over three quarters of all U.S. equity fund assets are in large capitalization stocks with the
next largest allocation being small cap stocks. With those two categories making up more
than 90% of fund assets, are investors missing an opportunity? SMid cap stocks, a hybrid
of small and mid cap equities, may be an overlooked part of the market capitalization
spectrum, given they have historically offered what some believe to be the best of both the
small and large cap worlds.
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Source: FactSet covering 6/30/99-6/30/2019. SMid cap stocks are represented by the Russell 2500 Index, large cap stocks by the
Russell 1000 Index and small cap stocks by the Russell 2000 Index.

•O
 ver the past 20 years, U.S. SMid cap stocks have outperformed both their large and small
cap counterparts. Given their smaller size (the weighted average market capitalization of the
Russell 2500 is about $6 billion), some believe it is no wonder that they have been able to
produce higher returns than large caps. But how have SMid caps beaten small caps?
•O
 ne reason why SMid caps have outperformed small caps may be their capacity for further
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SMid cap
may
be mature enough to enjoy better access to capital and often may
have more seasoned management teams than small caps. At the same time, SMid caps may
possess upside potential through M&A or other growth initiatives that can move the needle
more easily than for large caps.
•A
 nother potential benefit of U.S. SMid caps has been their ability to post strong performance
without undue volatility. The standard deviation of SMid caps over the past 20 years has fallen
between those of small caps and large caps, allowing SMid caps to drive a better Sharpe ratio
than both large and small caps.
•A
 s investors strive for higher returns in a low-return world, they may want to allocate more
capital to SMid caps, a potential sweet spot on the market capitalization spectrum.
Inspired by Change, Driven by Growth.
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Past performance is no guarantee of future results.
The Russell 2500 Index measure the performance of the 2,500 smallest companies in the Russell 3000 Index. The Russell 1000 Index measures the performance of the
highest ranking 1,000 stocks in the Russell 3000 Index; they represent about 90% of the total market capitalization of the index. The Russell 2000 Index is a small cap stock
market index of the bottom 2,000 stocks in the Russell 3000 Index. The Russell 3000 Index is a market-capitalization-weighted equity index maintained by the FTSE Russell
that provides exposure to the entire U.S. stock market.
Standard deviation is a quantity calculated to indicate the extent of deviation for a group as a whole.
The Sharpe ratio is an investment’s average return earned in excess of the risk-free rate per unit of volatility or total risk. Generally, the greater the Sharpe ratio, the more
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document is not for distribution in the United States.
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Risk Disclosure: Investing in the stock market involves certain risks, and may not be suitable for all investors. Growth stocks tend to be more volatile than other stocks as
their prices tend to be higher in relation to their companies’ earnings and may be more sensitive to market, political, and economic developments. Technology and healthcare
companies may be significantly affected by competition, innovation, regulation, and product obsolescence, and may be more volatile than the securities of other companies.
Investing in companies of small and medium capitalizations involve the risk that such issuers may have limited product lines or financial resources, lack management depth, or
have limited liquidity. Assets may be focused in a small number of holdings, making them susceptible to risks associated with a single economic, political or regulatory event
than a more diversified portfolio. Foreign securities involve special risks including currency risk and risks related to political, social, or economic conditions.
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