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Shape Your Portfolio with Style Boxes 

By Paul J. Lombino 

One of the main tenets of sound investing is diversification, a 
time-tested strategy that can help reduce risk by spreading 
money among many different kinds of investments. 

(Diversification doesn't ensure a profit or protect your portfolio from loss.) 

You may think your mutual fund portfolio is diversified based on the names of the 
funds you own, but that's no way to judge diversification. If you own several funds 
with similar investment goals, you could be missing out on some opportunities.

One of  the tools available to help investors evaluate funds is a "style box." 
Morningstar, Inc., a Chicago-based investment research firm, designed the style 
box to provide a snapshot of the characteristics of a mutual fund's current 
portfolio. Fidelity then takes the data and calculations from Morningstar style 
boxes, adds a unique historical twist -- showing how a mutual fund's style has 
shifted over the previous three years (or life of fund, if shorter), and creates 
a StyleMap® for each Fidelity mutual fund. These are found on the mutual fund 
fact sheets on Fidelity.com. To help keep information current, each StyleMap is 
recalculated when a fund manager releases a new set of holdings. That frequency 
will vary among mutual funds by up to several months.

"A style map or box is a quick visual reference," says Todd Trubey, a mutual fund 
analyst at Morningstar, which updated its methodology over the past two years to 
embrace a wider range of data. "The original methodology used two measures. The 
current one uses ten. Though the map does not intend to be surgically precise, it 
can now look at stocks in greater detail."

Here's a closer look at what a StyleMap can tell you about a fund, and why it's 
important.

Size Is Important

A company's size is reflected in terms of capitalization, or "cap" for short. (A 
stock's market cap is equal to its current share price times the number of 
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outstanding shares.) Size is important because companies of different market caps 
often behave differently under different economic conditions and business cycles. A 
small company, for example, may be more nimble in making executive-level 
decisions, while a large corporation may have greater resources on hand to 
address an emergency situation. Either way, a fund weighted heavily with 
companies of the same size may have an effect on performance potential and 
investment risk.

Morningstar classifies a stock's size in three ways: Large caps are stocks that fall 
within the largest 70% of the U.S. market's value; mid caps occupy the next 20%; 
the remaining 10% are dubbed small caps. (International stocks are first grouped 
into one of six economic regions, such as Europe or Latin America, and then 
assigned a cap based on the same 70%-20%-10% formula.) Using percentages 
instead of absolute numbers helps Morningstar to make adjustments that 
accommodate fluid marketplace conditions. 

"Through 2002, the top 250 companies in size were considered large caps, the 
next 750 companies were mid caps, and everything below that were small caps," 
explains Trubey. "By changing the cutoff criteria to a percentage, the fringe stocks 
don't shuffle back and forth across market caps as much. It makes the mid-cap 
and small-cap universes particularly more stable."

(For a more detailed explanation of how Morningstar calculates the average market 
cap for each mutual fund it analyzes, visit Morningstar.com.)

Making a Distinction between Styles 

Style generally refers to the return potential an investment offers in relation to its 
price. Put simply, the more money an investor pays for a stock, the more he or 
she would expect to gain -- and possibly lose. Morningstar classifies a stock's style 
as either value, growth, or core/blend. 

Trubey explains the difference this way: "Growth is what investors are paying for. 
Value is the amount they're paying for it. Ultimately, every stock [mutual fund] is 
going to be some combination of value and growth." 

Value. A "good value" is a matter of perception. A stock's current share price is 
largely determined by how well the company is expected to perform in the future. 
So-called value stocks offer the perception of good upside potential and relatively 
limited downside risk based on their "cheap" selling price relative to fundamentals 
such as earnings or sales.

Value may be derived from a start-up company with a unique product or service 
that is simply unknown to the marketplace or general public. Value may also be 
found within an industry that has temporarily hit hard times, like the high-tech 
sector did after the 2000 downturn. Because value is hard to spot, researchers 
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must frequently dig deep within a company's background to locate hidden 
opportunities. The demand for value stocks often increases during down markets 
thanks to cautious investors looking to avoid steep losses. Typically, value 
investors must show patience before their investments reach some level of fruition, 
if ever.

Growth. The term "growth" is applied to companies that have had higher than 
average growth in earnings or sales in recent years, and are expected to continue 
that growth in the future. Growth stocks are sometimes associated with 
corporations that are experiencing rapid growth in demand for their products and 
services. In order to support this growth, these firms tend to reinvest much of the 
profits back into the company and thus pay little or no dividends to shareholders. A 
growth stock may cost comparatively more given its current level of earnings or 
sales because it's expected that fundamentals will improve in the future. Since 
investors are typically paying more for the level of earnings on a growth stock, 
they are typically considered riskier investments than the average stock. Growth-
oriented stocks often experience increased demand during bull markets. 

Core/Blend. "Core" is a term attributed to stocks that are dominated by neither 
value nor growth styles. The term "blend" simply refers to mutual funds that 
reflect a core orientation, or a fund that represents investments across a spectrum 
of styles, including value and growth. A mutual fund following a blend style would 
be identified by a dot in the middle column of the style box. 

Getting into the Details

Morningstar quantifies a stock's style on a scale of 0 to 100 using ten separate 
measures to distinguish value from growth. Morningstar analyzes each stock within 
its peer group to try to answer the following: Is a particular stock's share price a 
good buy? And how quickly is that stock expected to grow? 

Generally, inexpensive stocks with historic slow rates of return are classified as 
"value." Expensive stocks with historic fast rates of return are classified as 
"growth." A stock that is neither cheap nor expensive and is expected to generate 
a moderate return rate is classified as "core." Morningstar's style designations are 
based on the "average" characteristics of the holdings within a single fund. If a 
fund owns similar amounts of value and growth stocks, or if it holds mainly core 
stocks, it will be classified as "blend."

Big Picture

"Individual investors should focus on the big picture," says Trubey. "That is, 
investing in funds with different style boxes. By considering a mix of large-cap, 
mid-cap, and small-cap companies with a variety of value, growth, and blend 
styles, investors can expose their assets to different areas of the market."



Active investors who want to custom-design their portfolios may be interested in 
mutual funds that have adhered to a particular style over the years, or a fund 
manager who has invested in a limited range of stocks. Investors could then 
combine funds of certain styles to fit their own investment views and philosophies. 
In contrast, "laissez faire" investors who prefer to leave such decisions to their 
portfolio managers may favor mutual funds with a history of flexibility. 

In either case, it's important to remember that a StyleMap only offers a historical 
view and cannot predict whether a fund will invest the same way in the future. 

Fidelity's StyleMap is just one tool to help investors manage wealth and pursue 
diversification. 

"Definitions for value, growth, and blend styles are statistical approximations," 
explains John Sweeney, Fidelity senior vice president. "Investors should use style 
boxes as a starting point when reviewing their portfolio's asset allocation." 

The information above does not reflect the opinion or recommendation of Fidelity 
Investments. Fidelity does not guarantee the suitability or potential value of any 
particular information source.
 

StyleMap® depictions of mutual fund characteristics produced using data and 
calculations provided by Morningstar, Inc. StyleMaps® estimate characteristics of a 
fund's equity holdings over two dimensions: market capitalization and valuation. 
The percentage of fund assets represented by these holdings is indicated beside 
each StyleMap. Current StyleMap characteristics are calculated each time 
Morningstar receives updated portfolio holdings from a fund and are denoted with 
a dot. Historical StyleMap characteristics are calculated for the shorter of either 
the past three years or the life of the fund, and are represented by the shading of 
the box(es) previously occupied by the dot. StyleMap characteristics represent an 
approximate profile of the fund's equity holdings (e.g., domestic stocks, foreign 
stocks, and American Depositary Receipts), are based on historical data, and are 
not predictive of the fund's future investments. Although the data are gathered 
from reliable sources, accuracy and completeness cannot be guaranteed.
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