


I
Sy
o
&
i

#

Investors for a generation have tended to answer in the language
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of the “style box,” the nine-square classification grid that measures
securities by size, and places them somewhere between “growth”
and “value” based on business metrics. An advantage of the style
box is simplicity. Its methodology makes it easy to assess a stock’s
potential risk and return. The same is true at the portfolio level,
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since the style box is widely used as a means to gauge how different
funds might interact. This makes the style box a potent tool for
investors, since academic research has shown that high-level
allocation decisions — for instance how much and which type of
equities to own — are most critical to long-term performance.?
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1 Morningstar Inc., a fund research company, introduced The Morningstar Style Boxin 1992.

e 2 BlackRock, “Time to get your core in shape,” 2018.




Style box investing: what you need to know

The style box can help asset allocators at the portfolio level in three ways:

1 Equity allocations can be tailored to match investor objectives
2 Actual allocations can more precisely match allocation models

3 Portfolio diversification can be readily calibrated

Index providers take varying approaches to determine if a stock is growth
or value, so it’'s important to understand the differences in order to minimize
the risk of overlapping securities or exposure gaps in a portfolio.

To help ensure investors’ style box equity allocations align with their
expectations, this piece covers:

e The fundamentals of style box investing

e Different methodologies across leading style box index providers

e Key considerations when choosing style box indexes and ETFs

Growth vs. value: the basics

As the name implies, growth stocks are shares in a company that is anticipated to grow at an
above-average rate. Value stocks tend to trade at a lower price relative to fundamentals, such as
earning and sales. Growth and value stocks are categorized as such based on a distinct set of
characteristics. (Figure 1)

FIG. 1
Growth and value characteristics

Expected to grow at a rate above the

market average Priced relatively ‘cheap

Characteristics

Above average earnings growth Trades at a low price relative to:

Above average sales growth e Earnings (P/E)
e Sales (P/S)

Positive price momentum
itive pri u e Bookvalue (P/B)
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Matching investment objectives with style

Style classifications are made across large, mid The style box can be useful not only for matching a
and small cap market segments, creating a familiar model allocation with precision, but also for helping
nine-box matrix known as the style box (Figure 2). investors match their exposures to desired investment
The advent of the nine-square style box created a outcomes. As the below style box illustrates, typically
simple framework for building a portfolio to maximize the larger and more value-oriented the stock, the
diversification, and identify appropriate pools of more conservative the investment. Conversely,
investments based on risk profile and time horizon. smaller, more growth-oriented companies are

The framework was first widely applied to actively typically higher risk investments, with the possible
managed mutual funds, then later to market cap tradeoff of higher growth potential.

weighted index-based mutual funds and ETFs.

FIG.2
Equity style box
Value Blend Growth
A
Large
Mid
Small

<

< >

Conservative Aggressive

3 Source: BlackRock, Morningstar as of 12/31/2022. Based on 30-year returns of the Russell 1000 (Large-Cap) vs the Russell 2000 (Small-Cap) value and growth indices.
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A tailored approach for
different risk and return profiles

Investors may make allocation decisions across the style box based on time horizon and risk
tolerance. Consider the following hypothetical investor profiles:

INVESTOR PROFILE 1

25-year-old entrepreneur with a
long time horizon

60-year-old nearing retirement

Value Blend Growth

Small .
Value Blend Growth
Large
Mid
Small

With a greater risk tolerance,
the investor may overweight
growth-oriented companies
in search of greater capital
appreciation

With less tolerance for risk, the
investor may overweight larger,
value-oriented companies in
seeking to generate greater
levels of income and maintain
capital appreciation.

These examples highlight how a style box approach to equity allocation can be used to target specific
risk and return objectives. They are for illustrative purposes only and are not a recommendation
regarding any specific investment or investment strategy.
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Style box for improving diversification

The style box can also help improve diversification. Value stocks have historically behaved differently than growth stocks
over different phases of the business cycle. (Figure 3) As such, the style box can help investors improve diversification and
tailor their asset allocation based on their expectations and market outlook, allowing them to smooth out returns over
time.

FIG. 3
Style box annual returns (%)

2012 2013 2014 2015 2016 2017 2018 2019 m 2021 m

Source: Morningstar as of 12/31/20272. Large Growth represents the Russell Top 1000 Growth Index, Large Value represents the Russell Top
1000 Value Index, Mid Growth represents the Russell Midcap Growth Index, Mid Value represents the Russell Midcap Value Index, Small Growth
represents the Russell 2000 Growth Index and Small Value represents the Russell 2000 Value Index. Index performance is for illustrative
purposes only. Index performance does not reflect any management fees, transaction costs or expenses. Indexes are unmanaged and
one cannot invest directly in an index. Past performance does not guarantee future results.
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Distinctions between style box and
factor investing

The advent of style box index funds and ETFs allowed investors to
implement strategic allocations based on size and value, or
tactically tilt towards a style based on market outlook, in a low cost
and tax efficient way. While style box investing has served investors
well for almost 30 years, our knowledge about other factors — broad
persistent drivers of returns — beyond size and value has increased.

A large body of academic work has shown that quality, momentum
and minimum volatility also have historically enhanced returns or
reduced risk relative to market-capitalization index benchmarks.
There are differences between style box and factor strategies that
are important to consider. For example, single factor strategies are
generally not designed to mirror the broad market when combined.
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Index providers have varying style index methodologies

All indexes within a given style box seek to achieve a common objective. However, each index provider has its own
construction methodology and a unique way of measuring value and growth. For example, two leading equity index
providers take considerably different approaches to style classification, ranking the U.S. equities in their size
indexes by varying growth and value metrics. (Figure 4) Once stocks are ranked, index providers also differ

in their approach to distributing stocks assigned to growth, value or blend.

FIG. 4
Index provider value and growth metrics

Index Value metrics Growth metric

provider

. e Forecasted 2 year growth
Russell e Price to book
e 5yearsales growth

e Long-term projected

e Price to forward earnings .
earnings growth
* Price to book . . .
e Historical earnings growth
Morningstar e Price to sales
e Sales growth
e Price to cash flow

e Cash flow growth
e Dividend yield

e Book value growth

Source: Russell, Morningstar.
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Russell style classification breakdown

While Russell also includes stocks that have a blend of growth and value characteristics in both of its style
indexes, the index provider does not set a predetermined percentage for its value or growth classifications.
(Figure 6) While these percentages can vary, in general about 70% of stocks are classified as pure value or pure
growth and the remaining 30% fall in the middle.

FIG.6
Russell style classification

Value Blend Growth
Varying % of stocks Varying %o of stocks that Varying % of stocks with
with strongest value scores. exhibit both value and strongest growth scores.

growth characteristics.

Morningstar style classification breakdown

Morningstar takes a similar approach as Russell. To ensure their indexes efficiently represent the target
investment style, Morningstar places the top 1/3 of stocks with the highest value scores exclusively in the value
index and the top 1/3 of stocks with the highest growth scores exclusively in the growth index. The middle 1/3
are considered blend and can be found in both style indexes based on their relative style skew. This process
prevents blend stocks from dominating a value or growth index.

FIG.7
Moriningstar style classification

Value Blend Growth
1/3 of stocks with strongest 1/3 of stocks that exhibit both value 1/3 of stocks with
value scores and growth characteristics strongest growth scores

Different methodologies make for different indexes

As detailed above, construction methodology differs across index providers. As a result, two indexes with similar
names may exhibit materially different characteristics. Investors should keep this in mind and look under the
label to determine which exposure best matches their desired allocation. To illustrate the importance, consider
the differences between the MSCI USA Value and Russell 1000 Value indexes.
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Choosing the right style box index series

When implementing an asset allocation, investors
should consider which index series aligns best with
their model benchmark. For example, if the Russell
1000 is used as the U.S. equity benchmark, then it
makes sense to allocate to growth and value through
Russell 1000 growth and Russell 1000 value ETFs. This
will allow for efficient style tilts without creating
unnecessary tracking error to the benchmark,
effectively reducing implementation risk.

To ensure no gaps in exposure or unintentional security
overlap, it is also good practice to maintain consistency

Style box
implementation
with iShares ETFs

Popular benchmarks such as the S&P 500

and Russell 1000 help create the core of

many investor portfolios. Style box funds are
available which split these popular benchmarks
into value and growth styles. These style box
ETFs extend the core to enable more precision
exposures that could better align with an
investor’s market outlook.
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within index families. For example, if the S&P 500 is
being used in the large space, then using the S&P 600
style index for small cap would ensure full market
coverage without creating overlap within the portfolio.

Ultimately, the instruments an investor chooses to fill in
the style box will be critical in driving success. And the
“right” solution may be different for two similar investors
based on their models or the way they define growth and
value. This is why iShares offers style box ETFs which
seek to track indexes from multiple index providers.




iShares ETFs for style box investing

US DOMICILED

Ticker Name

Styles

Expense ratio (%)

Ticker Name

Expense ratio (%)

IWF iShares Russell 1000 Growth ETF

0.18

R1GR iShares Russell 1000 Growth UCITS ETF 0.18

IWD iShares Russell 1000 Value ETF

0.18

R1VL iShares Russell 1000 Value UCITS ETF 0.18

Single Factor
SIZE iShares MSCI USA Size Factor ETF

0.15

IUSZ iShares Edge MSCI USA Size Factor UCITS ETF USD (Acc)  0.20

VLUE iShares MSCI USA Value Factor ETF

0.15

IUVL iShares Edge MSCI USA Value Factor UCITS ETF USD (Acc) 0.20

US Core
VvV iShares Core S&P 500 ETF 0.03 CSPX iShares Core S&P 500 UCITS ETF USD (Acc) 0.07
IJR iShares Core S&P Small-Cap ETF 0.06 IDP6 iShares S&P SmallCap 600 UCITS ETF USD (Dist) 0.40
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Important information

The information contained herein is for informational purposes only and is not intended to be relied upon as a forecast, research or
investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy.
An assessment should be made as to whether the information is appropriate for you having regard to your objectives, financial
situation and needs. Reliance upon information in this material is at the sole discretion of the reader. Investment implies risk,
including the possible loss of principal.

Carefully consider the iShares and Funds' investment objectives, risk factors, and charges and expenses before investing. This and
other information can be found in the Funds' prospectuses or, if available, the summary prospectuses which may be obtained by
visiting www.iShares.com or www.blackrock.com Read the prospectus carefully before investing.

In Latin America, for institutional investors and financial intermediaries only (not for public distribution). This material is for educational purposes only and does not constitute investment
advice or an offer or solicitation to sell or a solicitation of an offer to buy any shares of any fund or security and it is your responsibility to inform yourself of, and to observe, all applicable
laws and regulations of your relevant jurisdiction. If any funds are mentioned or inferred in this material, such funds may not been registered with the securities regulators of Argentina,
Brazil, Chile, Colombia, Mexico, Panama, Peru, Uruguay or any other securities regulator in any Latin American country and thus, may not be publicly offered in any such countries. The
securities regulators of any country within Latin America have not confirmed the accuracy of any information contained herein. No information discussed herein can be provided to the
general public in Latin America. The contents of this material are strictly confidential and must not be passed to any third party.

In Argentina, only for use with Qualified Investors under the definition as set by the Comision Nacional de Valores (CNV).. In Colombia, the sale of each fund discussed herein, if any, is
addressed to less than one hundred specifically identified investors, and such fund may not be promoted or marketed in Colombia or to Colombian residents unless such promotion and
marketing is made in compliance with Decree 2555 of 2010 and other applicable rules and regulations related to the promotion of foreign financial and/or securities related products or
services in Colombia. In Chile, the sale of each fund not registered with the CMF is subject to General Rule No. 336 issued by the SVS (now the CMF). The subject matter of this sale may
include securities not registered with the CMF; therefore, such securities are not subject to the supervision of the CMF. Since the securities are not registered in Chile, there is no obligation
of the issuer to make publicly available information about the securities in Chile. The securities shall not be subject to public offering in Chile unless registered with the relevant registry of
the CMF. In Peru, this private offer does not constitute a public offer, and is not registered with the Securities Market Public Registry of the Peruvian Securities Market Commission, for use
only with institutional investors as such term is defined by the Superintendencia de Banca, Seguros y AFP. In Uruguay, the Securities are not and will not be registered with the Central
Bank of Uruguay. The Securities are not and will not be offered publicly in or from Uruguay and are not and will not be traded on any Uruguayan stock exchange. This offer has not been
and will not be announced to the public and offering materials will not be made available to the general public except in circumstances which do not constitute a public offering of
securities in Uruguay, in compliance with the requirements of the Uruguayan Securities Market Law (Law N° 18.627 and Decree 322/011).

IN MEXICO, FOR INSTITUTIONAL AND QUALIFIED INVESTORS USE ONLY. INVESTING INVOLVES RISK, INCLUDING POSSIBLE LOSS OF PRINCIPAL. THIS MATERIAL IS PROVIDED FOR
EDUCATIONAL AND INFORMATIONAL PURPQOSES ONLY AND DOES NOT CONSTITUTE AN OFFER OR SOLICITATION TO SELL OR ASOLICITATION OF AN OFFER TO BUY ANY SHARES
OF ANY FUND OR SECURITY. This information does not consider the investment objectives, risk tolerance or the financial circumstances of any specific investor. This information does not
replace the obligation of financial advisor to apply his/her best judgment in making investment decisions or investment recommendations. It is your responsibility to inform yourself of,
and to observe, all applicable laws and regulations of Mexico. If any funds, securities or investment strategies are mentioned or inferred in this material, such funds, securities or strategies
have not been registered with the Mexican National Banking and Securities Commission (Comision Nacional Bancaria y de Valores, the “CNBV”) and thus, may not be publicly offered in
Mexico. The CNBV has not confirmed the accuracy of any information contained herein. The provision of investment management and investment advisory services (“Investment
Services”) is a regulated activity in Mexico, subject to strict rules, and performed under the supervision of the CNBV. These materials are shared for information purposes only, do not
constitute investment advice, and are being shared in the understanding that the addressee is an Institutional or Qualified investor as defined under Mexican Securities (Ley del Mercado
de Valores). Each potential investor shall make its own investment decision based on their own analysis of the available information. Please note that by receiving these materials, it shall be
construed as a representation by the receiver that it is an Institutional or Qualified investor as defined under Mexican law. BlackRock México Operadora, S.A. de C.V., Sociedad Operadora
de Fondos de Inversion (“BlackRock México Operadora”) is a Mexican subsidiary of BlackRock, Inc., authorized by the CNBV as a Mutual Fund Manager (Operadora de Fondos), and as
such, authorized to manage Mexican mutual funds, ETFs and provide Investment Advisory Services. For more information on the Investment Services offered by BlackRock Mexico, please
review our Investment Services Guide available in www.blackrock.com/mx. This material represents an assessment at a specific time and its information should not be relied upon by the
you as research or investment advice regarding the funds, any security or investment strategy in particular. Reliance upon information in this material is at your sole discretion. BlackRock
México is not authorized to receive deposits, carry out intermediation activities, or act as a broker dealer, or bank in Mexico. For more information on BlackRock México, please visit:
www.blackrock.com/mx. BlackRock receives revenue in the form of advisory fees for our advisory services and management fees for our mutual funds, exchange traded funds and
collective investment trusts. Any modification, change, distribution or inadequate use of information of this document is not responsibility of BlackRock or any of its affiliates. Pursuant to
the Mexican Data Privacy Law (Ley Federal de Proteccion de Datos Personales en Posesion de Particulares), to register your personal data you must confirm that you have read and
understood the Privacy Notice of BlackRock México Operadora. For the full disclosure, please visit www.blackrock.com/mx and accept that your personal information will be managed
according with the terms and conditions set forth therein. BlackRock® is a registered trademark of BlackRock, Inc. All other trademarks are the property of their respective owners.

For investors in Central America, these securities have not been registered before the Securities Superintendence of the Republic of Panama, nor did the offer, sale or their trading
procedures. The registration exemption has made according to numeral 3 of Article 129 of the Consolidated Text containing of the Decree-Law No. 1 of July 8, 1999 (institutional
investors). Consequently, the tax treatment set forth in Articles 334 to 336 of the Unified Text containing Decree-Law No. 1 of July 8, 1999, does not apply to them. These securities are
not under the supervision of the Securities Superintendence of the Republic of Panama. The information contained herein does not describe any product that is supervised or regulated by
the National Banking and Insurance Commission (CNBS) in Honduras. Therefore any investment described herein is done at the investor’s own risk. This is an individual and private offer
which is made in Costa Rica upon reliance on an exemption from registration before the General Superintendence of Securities (‘SUGEVAL"), pursuant to articles 7 and 8 of the
Regulations on the Public Offering of Securities (‘Reglamento sobre Oferta Publica de Valores”). This information is confidential, and is not to be reproduced or distributed to third parties
as thisis NOT a public offering of securities in Costa Rica. The product being offered is not intended for the Costa Rican public or market and neither is registered or will be registered
before the SUGEVAL, nor can be traded in the secondary market. If any recipient of this documentation receives this document in El Salvador, such recipient acknowledges that the same
has been delivered upon his request and instructions, and on a private placement basis. For Guatemala Investors, This communication and any accompanying information (the “Materials”)
are intended solely for informational purposes and do not constitute (and should not be interpreted to constitute) the offering, selling, or conducting of business with respect to such
securities, products or services in the jurisdiction of the addressee (this “Jurisdiction™), or the conducting of any brokerage, banking, or other similarly regulated activities (“Financial
Activities”) in the Jurisdiction. Neither BLACKROCK, nor the securities, products and services described herein, are registered (or intended to be registered) in the Jurisdiction.
Furthermore, neither BLACKROCK, nor the securities, products, services, or activities described herein, are regulated, or supervised by any governmental or similar authority in the
Jurisdiction. The Materials are private, confidential and are sent by BLACKROCK only for the exclusive use of the addressee. The Materials must not be publicly distributed and any use of
the Materials by anyone other than the addressee is not authorized. The addressee is required to comply with all applicable laws in the Jurisdiction, including, without limitation, tax laws
and exchange control regulations, if any.
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For investors in the Caribbean, any funds mentioned or inferred in this material have not been registered under the provisions of the Investment Funds Act of 2003 of the Bahamas, nor
have they been registered with the securities regulators of Bermuda, Dominica, the Cayman Islands, the British Virgin Islands, Grenada, Trinidad & Tobago or any jurisdiction in the
Organisation of Eastern Caribbean States, and thus, may not be publicly offered in any such jurisdiction. The shares of any fund mentioned herein may only be marketed in Bermuda by or
on behalf of the fund or fund manager only in compliance with the provision of the Investment Business Act 2003 of Bermuda and the Companies Act of 1981. Engaging in marketing,
offering or selling any fund from within the Cayman Islands to persons or entities in the Cayman Islands may be deemed carrying on business in the Cayman Islands. As a non-Cayman
Islands person, BlackRock may not carry on or engage in any trade or business unless it properly registers and obtains a license for such activities in accordance with the applicable Cayman
Islands law. For Domincan Republic, any securities mentioned or inferred in this material may only be offered in a private character according to the laws of the Dominican Republic, falling
beyond the scope of articles 1 numeral (31), 46 et al of Law 249-17 dated 19 December 2017, as amended and its Regulations. Since no governmental authorizations are required in
such offering, any “securities” mentioned or inferred in this material have not been and will not be registered with the Stock Market Superintendency of the Dominican Republic
(Superintendencia de Mercado de Valores de la Republica Dominicana), and these “securities” may only be circulated, offered and sold in the Dominican Republic in a private manner based
on the criteria established under Dominican laws and regulations.

For the offshore, For Institutional investors and financial intermediaries only (not for public distribution). The information contained herein is for informational purposes only and is not
intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. An
assessment should be made as to whether the information is appropriate for you having regard to your objectives, financial situation, and needs.

This information does not consider the investment objectives, risk tolerance, or the financial circumstances of any specific investor. This information does not replace the obligation of
financial advisor to apply his/her best judgment in making investment decisions or investment recommendations.

This material is restricted to distribution to non-U.S. Persons outside the United States within the meaning of Regulation S under the U.S. Securities Act of 1933, as amended (the
“Securities Act”). Any securities described herein may not be registered under the Securities Act or with any securities regulatory authority of any state or other jurisdiction and may not be
offered, sold, pledged or otherwise transferred except to persons outside the U.S. in accordance with Regulation S under the Securities Act pursuant to the terms of such securities. In
particular, any UCITS funds mentioned herein are not available to investors in the U.S. and this material cannot be construed as an offer of any UCITS fund to any investor in the U.S.

© 2023 BlackRock, Inc. or its affiliates. All Rights Reserved. BLACKROCK and iSHARES are trademarks of BlackRock, Inc. or its affiliates. All other trademarks are those of their respective
owners.
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