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hl Investment Styles Overview

A breakdown of investment styles based on market capitalization and strategy type,
complete with real-world examples and investment categories.

Il Investment Styles Overview

What is an Investment Style?

An investment style refers to the approach or strategy an investor follows to choose securities for
their portfolio. The primary goal is to select assets that align with one's financial objectives, risk
tolerance, and time horizon. Different investment styles help investors decide which kinds of
companies to invest in, based on factors like their size, growth potential, and how much they pay in
dividends.

What is Market Capitalization?

Market capitalization (market cap) refers to the total value of a company’'s outstanding shares of
stock. It is a quick way to determine the size of a company. Market cap is calculated by multiplying
the company'’s share price by the total number of shares outstanding.

e Large Cap: Companies with a market capitalization over $10 billion. These are typically well-
established companies with stable earnings, and they are less volatile than smaller companies.
They are considered safer investments but may offer slower growth compared to smaller
companies.

e Mid Cap: Companies with a market capitalization between $2 billion and $10 billion. These
companies are generally in a growth phase, offering a balance between growth and risk. Mid-cap
stocks can provide higher growth potential but come with more risk compared to large-cap
stocks.

e Small Cap: Companies with a market capitalization under $2 billion. Small-cap stocks are
considered high-risk but can offer high rewards. They are typically younger companies with more
potential for growth, but they can also be more volatile.

What are the Different Investment Strategies?

Investment styles are also divided into different strategy types, which help investors choose how to
approach selecting stocks based on their goals:

1. Value Investing:



o Definition: Value investing focuses on purchasing stocks that are undervalued compared to
their intrinsic value. These stocks tend to have lower price-to-earnings ratios and may be
considered bargain buys in the market.

o Real-World Example:
= Johnson & Johnson (Large Cap Value): A long-standing healthcare company that is

well-established and pays dividends. Investors may see its stock as undervalued and a
stable option for long-term growth.

= GameStop (Small Cap Value): Prior to its 2021 rally, GameStop was a relatively
undervalued company compared to its true worth. Though volatile, its stock provided a
unique value investment opportunity.

2. Blend Investing:

o Definition: A blend investment strategy combines elements of both value and growth
investing. Investors typically seek stocks that offer a balance between stability (value) and
potential for future growth.

o Real-World Example:
= Microsoft (Large Cap Blend): Microsoft combines elements of both value and growth

investing. It is a large, established company with consistent earnings (value) but also
invests heavily in new technologies, offering future growth opportunities.

» Lululemon (Mid Cap Blend): Lululemon balances stable revenue from its existing
athleisure brand with growth through expanding product lines and global market reach.

3. Growth Investing:

o Definition: Growth investing focuses on investing in companies that are expected to grow at
an above-average rate compared to other companies. These stocks may not always be
profitable right now, but they have a high potential for growth.

o Real-World Example:

= Amazon (Large Cap Growth): Amazon reinvests its profits into expanding its services

and infrastructure, which offers massive growth potential but typically pays little to no
dividend.

= Beyond Meat (Small Cap Growth): A high-risk investment opportunity, Beyond Meat is
in the early stages of growth and has been innovating in the plant-based food industry,
offering the potential for rapid expansion.

Understanding investment styles is crucial for tailoring your portfolio to match your financial goals
and risk appetite. Here's a breakdown of investment strategies based on market capitalization and
strategy type, along with real-life examples to provide context.

i.] Large Cap

Large-cap stocks are typically those with a market capitalization of over $10 billion. These companies
are well-established and have a significant market presence.



e & Value: These are established giants trading below their intrinsic value. Often pay dividends
and are seen as stable investments.

o Example: Johnson & Johnson — A well-known healthcare company that has been providing
consistent dividends and steady growth over the years.

o Blend: A balanced mix of value and growth large-cap companies. Offers moderate risk and
reward.

o Example: Microsoft — A company that offers both steady income through dividends and
potential for growth through new ventures.

e 7 Growth: Big names with room to expand. These companies reinvest earnings to fuel rapid
growth and focus less on dividends.

o Example: Amazon — A tech giant known for reinvesting profits into expansion, offering high
growth but less focus on immediate dividends.

e Mid Cap

Mid-cap companies typically have a market capitalization between $2 billion and $10 billion. These
companies are in a growth phase and may offer greater growth potential but come with higher risk.

e @ Value: Mid-sized companies that are undervalued with strong potential to become
tomorrow'’s blue chips.

o Example: Etsy — An online marketplace that has grown substantially and still offers room for
value investment.

o Blend: A mix of mid-cap value and growth. Aims for diversification with moderate volatility.

o Example: Lululemon — A company that blends value with growth, offering stability along
with growth opportunities in the athleisure market.

o Growth: These companies are growing faster than the market average, with potential to scale
into large-cap territory.

o Example: Square (now Block) — A fintech company that has rapidly grown and may continue
to scale into a large-cap company.

@ Small Cap

Small-cap stocks are those with a market capitalization under $2 billion. They are often considered
riskier but can provide higher returns.

e . Value: Lesser-known undervalued firms. Higher risk, but the potential for outsized returns.



o Example: GameStop (pre-2021) — A small-cap company that was undervalued but became
the center of a massive short squeeze.

e @ Blend: Balanced small caps that combine stable earnings with growth ambition.

o Example: Zillow — A real estate platform that balances growth and stability in a highly
competitive market.

e 7% Growth: High-risk, high-reward innovators. These companies may lead future trends but are
volatile.

o Example: Beyond Meat — A company pushing the boundaries of plant-based meat
alternatives, showing high growth potential but also significant volatility.

~~ Investment Strategy Grid

This grid provides a summary of the market cap and strategy type, showing real-world company
examples to illustrate the differences:

Market Cap / Strategy Value & Blend Growth ¢’
Large Cap Johnson & Johnson ® Microsoft & Amazon €

Mid Cap Etsy & Lululemon & Square (Block) ==
Small Cap GameStop M4 Zillow & Beyond Meat J

e Value stocks represent established companies that are undervalued and seen as reliable with
lower risk.

e Blend stocks strike a balance, offering moderate risk and reward, combining both stable and
growth-oriented companies.

e Growth stocks are for investors willing to take on higher risk for potentially higher rewards,
typically in fast-growing companies.

Summary: Why Does This Matter?

Understanding these investment styles allows investors to tailor their portfolios according to their
individual financial goals and risk appetite. By diversifying across different strategies and market caps,
you can manage risk while capitalizing on the growth potential of various companies. For example, a
portfolio that includes both large-cap value stocks (like Johnson & Johnson) and small-cap growth
stocks (like Beyond Meat) could offer a mix of stability and potential for higher returns.

Tip: Diversifying across different market caps and strategy types helps manage risk and improve
the likelihood of achieving your investment goals.



What is Diversification?

Diversification is the strategy of spreading investments across different types of assets, such as
stocks, bonds, real estate, or different sectors and industries. The goal is to reduce risk by ensuring
that the performance of your portfolio is not tied to the success or failure of any single investment.
When one investment underperforms, others may perform better, thus balancing the overall risk.

In terms of investment styles, market capitalization, and strategy types, diversification means mixing
investments in companies of different sizes (large, mid, and small-cap) and with different growth
profiles (value, blend, and growth). This approach helps manage risk while potentially enhancing
returns. Here's how diversification works within the context of your investment strategy:

Why is Diversification Important?

1. Reduces Risk:

o The primary benefit of diversification is risk management. Different market caps and
investment styles perform well under different economic conditions. For example, large-cap
value stocks are more likely to be stable during economic downturns, while small-cap
growth stocks may offer higher returns during periods of economic expansion.

o By investing in a mix of assets, you reduce the impact of a poor-performing asset on the
overall portfolio.

2. Enhances Potential for Return:

o While diversification reduces risk, it also has the potential to enhance returns. By including a
variety of companies—such as high-growth small-cap stocks and stable large-cap
companies—you increase the opportunity for returns from different sectors and strategies.

o For instance, while large-cap stocks may provide steady growth with dividends, small-cap
stocks could offer rapid growth that might outperform the market over time.

3. Protects Against Market Volatility:

o Different asset types and market caps respond differently to market conditions. For example,
during a recession, large-cap value stocks (like Johnson & Johnson) might perform better as
they are more stable and established, while small-cap growth stocks (like Beyond Meat)
might face higher volatility.

o A diversified portfolio helps ensure that if one asset type is underperforming, other assets
may still be performing well, minimizing overall volatility.

4. Balances Growth and Stability:

o Growth investments (like Amazon) may experience rapid expansion but can be risky in times
of economic uncertainty. Meanwhile, value investments (like Microsoft) provide a stable
foundation for your portfolio, offering consistent returns over time.



o By blending different strategies (value, blend, and growth), diversification allows you to
enjoy the benefits of both stability and potential high growth.

Example of Diversification in Action:

Let's break down how you can apply diversification in practice using the previously mentioned
Investment Strategy Grid:

1. Mixing Different Market Caps:

o Large Cap companies like Johnson & Johnson provide stability, and their value strategy
ensures steady returns through dividends.

o Mid Cap companies like Lululemon offer a balance between stability and growth, as they are
well-established but still growing rapidly.

o Small Cap companies like Beyond Meat may be more volatile but offer potential for high
returns due to rapid innovation.

2. Mixing Different Investment Strategies:

o A value stock like Johnson & Johnson offers low-risk, stable returns.
o A blend stock like Microsoft strikes a balance between stable income and growth potential.

o A growth stock like Amazon offers high returns at higher risk, but with the potential for
substantial future growth.

By investing in all three—large, mid, and small-cap stocks, as well as different strategies (value, blend,
and growth)—your portfolio will be better protected from market fluctuations. If one sector or type of
investment performs poorly, others may perform better, maintaining the overall health of your
portfolio.

How to Diversify Across Investment Styles:

e Across Market Cap: Include investments from different market capitalization categories—large-
cap for stability, mid-cap for growth, and small-cap for high-risk, high-reward opportunities.

e Across Strategy: Invest in a mix of value, blend, and growth stocks to balance the stability and
growth of your portfolio.

For example, a balanced diversified portfolio might include:

e Large-Cap Value: Johnson & Johnson for stability.
e Mid-Cap Blend: Lululemon for moderate growth.

e Small-Cap Growth: Beyond Meat for high growth potential.

Summary



Diversification is a critical strategy for managing risk and maximizing returns. By spreading
investments across different market caps and strategy types, you can build a portfolio that is balanced
and resilient against market volatility. Investing in a combination of value, blend, and growth stocks,
from large, mid, and small-cap companies, gives you the best chance of achieving your financial
goals, no matter what the market conditions are.



