A Case For Mid Cap Equities
Mid-cap companies can provide opportunities to enhance portfolio returns with an attractive
risk/return profile. However, investors may be missing this key asset class in their portfolios.
Explore the following qualities of mid caps:
I.

Risk/Return Characteristics

II. Growth Potential
III. Overlooked Opportunity
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The Missing Piece: Mid Caps
The Russell Midcap® Index consists of companies with market caps between roughly $1.8 billion and $31.7 billion. Investors
with allocations to large, small/mid-cap (SMID) or small-cap stocks may have parts of this index covered, but they may be
missing out on the full potential of mid-cap stocks.
Due to index market cap weighting methodologies, roughly 50% of the Russell 1000® Index is allocated to just the Russell Top
200® Index companies (as of December 31, 2020), and the Russell 2500® Index only carries the smaller mid-cap companies.
Large-cap managers may tend to gravitate toward the bigger names in the Russell Top 200®. That means you may miss out
on potentially half of the market capitalization of the mid-cap space.1
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I. Risk/Return Characteristics
Mid-caps have typically provided higher long-term risk-adjusted returns than large- or small-caps over certain rolling time
periods. Large-cap stocks – the 200 largest companies in the Russell 1000® Index that comprise the Russell Top 200® – are
generally favored for their stability and perceived lower risk. Small-cap stocks, the constituents of the Russell 2000® Index, can
be more volatile than larger stocks but have historically offered higher returns over longer time periods.
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As of 12/31/2020. Bloomberg, Russell. Large caps are represented by the Russell Top 200® Index. Small/mid (SMID) caps are represented by the Russell 2500®
Index. Small caps are represented by the Russell 2000® Index. Mid caps are represented by the Russell Midcap® Index.

RISK/RETURN ADVANTAGES
Investors may have missed out on
mid-cap stocks’ potential to add
absolute returns and diversification
to their investment portfolios. Figure
2 (left) highlights that investors may
not need to take the risks associated
with small-caps to possibly see
similar returns. This is also evidenced
by the fact that mid-caps have — over
time — provided a higher Sharpe ratio
compared to small-, small-/mid- and
large-cap stocks.

Figure 2: Risk-Reward Analysis (1/1/1995 – 12/31/2020)
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Risk/reward data as of 12/31/2020. (Source: Morningstar Direct, Russell) Sharpe ratios as of 12/31/2020, reflecting the period
from 1/1/1995-12/31/2020. (Source: Morningstar)
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II. Growth Potential
Mid-cap companies combine some of the best attributes of larger
and smaller companies, which also ties into their favorable riskreturn characteristics. The ability to help limit risk in down markets
is generally associated with large-cap stocks, while the potential to
perform competitively in up markets is generally associated with
small-caps. The mid-cap space has demonstrated the potential
to do a bit of both and it’s worth exploring some of the growth
characteristics that could make this possible.

Over the past two decades, mid-cap companies have the most
impressive earnings per share (EPS) growth when compared
to their large- and small-cap peers.
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As of 12/31/2020. Source: FactSet
The ability to help minimize downside risk typically comes from the
Small Cap: Russell 2000® Index
stability of a company’s cash flow and the strength of its balance
Mid Cap: Russell Midcap®Index
Large Cap: Russell 1000® Index
sheet. Having multiple products and/or services across a variety
of end markets in many geographic regions can vastly improve the stability of cash flows. If one product faces competitive
challenges, it can be offset by others that are flourishing; and if one region of the world is experiencing a recession, it can
be offset by economic expansion in another region. While mid-caps are not as diversified as large-caps, they have sufficient
product and geographic diversification and tend to be significantly more diversified than small-cap companies. This ties into
the balance sheet strength of mid-cap companies – they tend to have a longer operating history and more stable cash flows,
which provides them with deeper access to capital markets during more challenging times.

Adaptability
The potential to perform well in up markets may be related to, among other things, a company’s size and
ability to execute. Relative to large-cap companies, mid-cap companies benefit from being more nimble
and can more quickly scale up or down operations.

Organic Growth
Smaller companies are better able to create shareholder value through organic growth. In large-cap
companies, incremental R&D spending may not always move the growth needle, and many of the most
attractive geographic expansion opportunities may already have been exploited.

Better Management Teams
In many cases, mid-cap companies are still growing, but they’ve been around long enough to learn some
lessons. Larger companies can have more experienced management teams with a proven ability to
execute as well as more established corporate governance practices. Mid-cap companies have the
potential to realize growth as new management teams are hired from larger companies with experience
improving margins, diversifying across products and geographies and hiring new talent.
carillontower.com
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III. Overlooked Opportunity
While mid-cap stocks represent 27% of the overall market, they account for roughly 11% of assets in U.S. domestic mutual
funds. Only $1 trillion of the roughly $8.8 trillion in total assets invested in U.S. open-ended equity mutual funds (as of December
31, 2020) were in the mid-cap space, according to Morningstar.
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Source: Assets Invested in U.S. Open-Ended Equity Mutual Funds
*Mid-cap stocks represent approximately 27 percent of the market capitalization of the U.S. Equity market (Russell as of 12/31/2020). However, only $1.0 trillion of the roughly $8.8 trillion in total assets
investing in U.S. open-ended equity mutual funds (as of 12/31/2020) were in the mid-cap space, according to Morningstar.

Mid-cap stocks are positioned in a relatively under-covered market capitalization space. Investors may believe they are
adequately invested in mid caps if they have exposure to the Russell 1000® Index. However, the approximately 200 top largecap stocks in the Russell 1000® Index can eclipse the mid-cap holdings in their weightings.
Investors seeking mid-cap exposure should not rely on large-cap managers to provide it. Investing with a dedicated mid-cap
manager can be an effective way to gain exposure to this important asset class.
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Please consider the investment objectives, risks, charges, and expenses of any fund carefully before investing. Call 1.800.421.4184 or
your financial professional for a prospectus, which contains this and other important information about the funds. Read the prospectus
carefully before you invest or send money.
Risk Considerations: Investments in mid-cap and small-cap companies generally involve greater risks than investing in larger capitalization companies. Mid-cap companies
often have narrower commercial markets, more limited managerial and financial resources, and more volatile trading than larger, more established companies.
Mid-cap and small-cap stocks may temporarily fall out of favor or perform poorly relative to other types of investments. While stocks of mid-cap companies may be slightly less
volatile than those of small-cap companies, they still involve substantial risk.
Growth companies are expected to increase their earnings at a certain rate. When these expectations are not met, investors may punish the stocks excessively, even if earnings
showed an absolute increase. Growth company stocks also typically lack the dividend yield that can cushion stock prices in market downturns. The companies engaged in the
technology industry are subject to fierce competition and their products and services may be subject to rapid obsolescence. The values of these companies tend to fluctuate sharply.
Real Estate Investment Trusts (REITS) may be affected by economic conditions including credit risk, interest rate risk and other factors that affect property values, rents or
occupancies of real estate.
Foreign investments present additional risks due to currency fluctuations, economic and political factors, government regulations, differences in accounting standards and
other factors. Investments in emerging markets involve even greater risks. Groups of stocks, such as value and growth, go in and out of favor, which may cause certain funds
to underperform other equity funds.
A fund may, at times, experience higher-than-average portfolio turnover, which may generate significant taxable gains and increased trading expenses, which, in turn, may lower
the fund’s return.
As of 12/31/2020, according to Russell data as presented by the Factset Portfolio Analytics, the market capitalization of the Russell Midcap® Index was $10.643 trillion. The top
200 largest companies of the Russell Midcap® Index had a market capitalization of $5.503 trillion, making up 51.70% or over half of the Russell Midcap® Index.
2
Risk is measured by standard deviation. Standard deviation measures the risk or volatility of an investment’s return over a particular time period; the greater the number, the
greater the risk.
3
Sharpe ratio: a measure that indicates the average return minus the risk-free return divided by the standard deviation of return on an investment.
The information provided should not be construed as a recommendation to buy, sell or hold any particular security. The data is shown for informational purposes only and is not
indicative of future portfolio characteristics or returns. Portfolio holdings are not stagnant and may change over time without prior notice.
1

Carillon Tower Advisers is the investment adviser for the Carillon Family of Funds and Scout Investments is the sub-adviser to certain of the Carillon Family of Funds. Scout
Investments is a wholly owned subsidiary of Carillon Tower Advisers. Carillon Fund Distributors is a wholly owned subsidiary of Eagle Asset Management (a sub-adviser to
certain of the Carillon Family of Funds) and Eagle Asset Management is a wholly owned subsidiary of Carillon Tower Advisers. All entities named are affiliates.
Opinions expressed are the current opinions as of the date appearing in this material only. This material should not be construed as research or investment advice. No part of
this material may, without Carillon Tower Adviser’s prior written consent, be copied, photocopied or duplicated in any form, by any means.
Investors cannot invest directly in an index and unmanaged index returns do not reflect any fees, expenses or sales charges.
The Russell 2500® Index measures the performance of the smallest 2,500 companies covered in the Russell 3000® index, which represents approximately 19 percent
of the total market capitalization of the Russell 3000® Index.
The Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell 3000® Index, which represents approximately 8 percent of the total
market capitalization of the Russell 3000® Index.
The Russell Midcap Index measures the performance of the mid-cap segment of the U.S. equity universe. The Russell Midcap is a subset of the Russell 1000® Index.
It includes approximately 800 of the smallest securities based on a combination of their market cap and current index membership. The Russell Midcap represents
approximately 31% of the total market capitalization of the Russell 1000 companies.
The Russell 1000® Index measures the performance of the 1,000 largest companies in the Russell 3000® Index, which represents approximately 92 percent of the total
market capitalization of the Russell 3000® Index.
The Russell Top 200® Index measures the performance of the 200® largest companies in the Russell 3000® Index, which represents approximately 63% of the total
market capitalization of the Russell 3000® Index.
Frank Russell Company (“Russell”) is the source and owner of the trademarks, service marks and copyrights related to the Russell Indexes. Russell® is a trademark of
Frank Russell Company.
Neither Russell nor its licensors accept any liability for any errors or omissions in the Russell Indexes and / or Russell ratings or underlying data and no party may rely
on any Russell Indexes and / or Russell ratings and / or underlying data contained in this communication. No further distribution of Russell Data is permitted without
Russell’s express written consent. Russell does not promote, sponsor or endorse the content of this communication.
©2021 Morningstar, Inc. All Rights Reserved. Certain information contained herein: (1) is proprietary to Morningstar and/or its content providers; ( 2) may not be copied or
distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from
any use of this information.
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About Carillon Tower Advisers
Carillon Tower Advisers is a global asset management company that combines the exceptional insight and agility of individual investment
teams with the strength and stability of a full-service firm. Together with our partner affiliates – ClariVest Asset Management, Cougar Global
Investments, Eagle Asset Management, Reams Asset Management (a division of Scout Investments) and Scout Investments – we offer a range
of investment strategies and asset classes, each with a focus on risk-adjusted returns and alpha generation. Carillon Tower believes providing a
lineup of institutional-class portfolio managers, spanning a wide range of disciplines and investing vehicles, is the best way to help investors seek
their long-term financial goals.

Contact us for more information on our active mid-cap solutions.
Call 1.800.421.4184 or visit carillontower.com.
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