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Large Cap vs Mid Cap vs Small Cap 
There has always been a talk regarding the need to select the right kind of scheme. One of the 

debates that often comes up is whether to invest in a large/mid/small cap fund. 

In other words, in what size companies should | invest in? 

 

What is Large Cap, Mid Cap and Small Cap? 

Common knowledge believes that large cap funds are for conservative investors (reasonable returns 

with lower volatility within the equity space) while small caps are the bet for investors looking for 

potentially higher returns albeit with higher volatility. Many investors, particularly the new breed of 

investors, don,t seem to fancy the large caps as they are not as exciting as midcaps and small caps 

from the potential return perspective. 

 

The question which arises is: Is it true? Do small caps always beat the large caps? Should an investor 

looking for high returns avoid the large caps? 
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Let us look at some data points: 
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In figure (A) we have the 1 year returns for all the funds for the 3 categories (Large/mid/small cap) 

for which the data is available. We notice that there is hardly any overlapping of returns and that 

small cap funds are the clear winners. Should we conclude that small caps are always the best? 

Probably 

 

 
 

In figure (B), we see a different picture. The returns  smoothen out when we see performance over 5 

.Aditya Axis DSP Franklin HDFC ICKIPru Kotak L&T Nippon SBI years. The gap between the returns of 

the Large, ae Mid and Small cap funds of even the same AMCs  is narrow. The returns provided by 

the mid cap and small cap funds run along a similar trajectory. In fact, if we look closely at the fund 

houses of Aditya Birla Sun Life, Axis and Franklin Templeton, returns of all the categories are quite 

similar. A point here to consider is that large caps and mid-caps have historically shown lower 

volatility over small caps and yet returns are quite close which means on a risk adjusted basis, large 

caps did better over 5-year period. Does it mean that once can conclude large caps dare better for 

long term? Probably not. 
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Finally, let’s look at 10-year performance of large, mid and small caps (Fig C). The data suggests that 

the mid and small caps have again, outperformed the large cap funds over 10-year period. Another 

point to notice is, as against 1 year performance, the divergence between small caps and mid-caps 

has reduced. Note that all the funds of the same fund house have been taken for comparison. 

 

 

 

Limitations of the report 

Risk measures have not been taken into consideration. Inherently, mid and small caps have higher 

risk ratios. Last one year has been exceptional for mid and small caps which also have resulted in 

enhancing the 5 year and 10 year returns of these categories significantly. 

 

 

mailto:bala_krishnan9@hotmail.com


 

B. BALAKRISHNAN 

Managing Director & CEO 

BFinServ Insurance Marketing (OPC) Private Limited 

 
 

 

B. BALAKRISHNAN  

AMFI-Registered Mutual Fund Distributor  
Mob:7395944468  

Email: bala_krishnan9@hotmail.com 

 

Conclusion 

 

It is difficult to have one single conclusion which category is superior in short/mid/long term. 

Different time periods throw different results. The recent performance also distorts the real picture 

of medium term and long-term returns, either positively or negatively. 

 

It seems to completely an individual's view and liking of a particular category. 

 

What we as distributors and investors have to look at while choosing a scheme and a category are 

the risk and returns correlation together. Different investors have different risk appetite and 

different levels of the willingness to take risk. Simply investing in a small cap or a mid-cap fund 

because it will provide better returns is not the correct way to think about it. 

 

Disclaimer : For private circulation only. All precautions have been taken to ensure correctness of 

the data. 

 

Recipients of this report is advised to apply independent judgment before taking any action on the 

basis of this report. No liability assumed 
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