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Exhibit 1: Key Academic Research on the Size Premium in the U.S.

[ Author |  Summay [ Notes |

° Analyzed stocks listed on the NYSE.

. Smaller firms tend to have higher
returns than larger firms.
Investors do not want to hold smaller
stocks because of lack of information
leading to higher stock returns.

° Analyzed stocks listed on NYSE and
AMEX.
Used the same data set as Reinganum
— 566 stocks but over a longer sample

Banz (1981) First to discover the size effect in the U.S.

Found a linear relationship between average
daily returns of 10 size-based portfolios and

e Gl (e the log of average market cap of the

portfolios. period of 1967 to 1979,

. Analyzed stocks listed on NYSE, AMEX

Fama and French Size has significant explanatory power along and NASDAQ.

(1992) with book-to-market. . Beta alone cannot explain underlying

returns.
. Analyzed stocks listed on NYSE and
. ) AMEX.
Keim (1993) Observed the January effect in small caps.

. The size effect is most pronounced in
January compared to other months.

KES OIS ICHFE T D/NERIRICDNTI(E. +DRAFTHAITRONTLVR, /N
BT LIV LADOFREZERTDCE. KELSDTCTILET AT 0BRSS &
WSIERNRERNS D, TNICEKD., BBIADZXADRERITE. fiH1>I5%
ARDERE(CEMRA < NERIRMEOTHIB (CENWTCELL FREI D LZHRTE S,

T—5  IAZTBIMNINBERT L =7 LAORBIN S D Z &2 T DIesd. 18HD
AREBNIERE TS (CH T DNERT L =7 LADOWRZEEHMF T, Levis (19854F) . &
KU Mills & Jordanov (2000 £F) (&, O> R AEZSEGIPR_E 58RO/ N ELERSH R & Bt
FU. NEBRDOFHY S - RBBROFEHU S —> & LD EZRRE U,
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Exhibit 2: Key Academic Research on the Size Premium in Non-U.S. Markets

| Author | Summay | Notes _______|

. Analyzed all stocks listed on the LSE.
° Smaller firms outperformed larger

Levis (1985) Observed that size effect exists in stocks listed firms.
on the London Stock Exchange. ° However, smaller firms had a lower
beta, therefore were less risky than
larger firms.

° Analyzed all stocks listed on the HSE.
. Used Fama-Macbeth cross-sectional

Wahlroos and Examined the size effect in stocks listed on regression to conclude that risk-

Berblund (1986) the Helsinki Stock Exchange. adjusted mean annual returns of
small-cap portfolios were higher than
those of large-cap portfolios.

. Analyzed 2,000 stocks listed on the
Toronto and Montreal stock

Elfakhani et al. . . exchanges.

(1998) ISR A I . Found that average stock returns
decrease with the increase in
company market cap.

. Analyzed 1,700 firms in more than 20
countries.

Rouwenhorst (1999)  Observed the size effect in emerging markets. o Like developed markets, emerging
markets stocks exhibit momentum,
size effect and value effect.
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%R b—4J)LTIBETIL (MSCI Global Equity Total Market Model) (C(&. {BEEFAIE
DEZDAEZRRT D 2 DDRIAIL - T7I9—ToHd. 1) /NEIKIT 7 T5—. 2)
B T 7 05 —Hd5B. N T 7 04— F, KBk E/NBIRD 5 — AR E 7 e
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Exhibit 3: Pure Factor Returns: Size and Mid-CapitaIization3

Size Factor Midcap Factor

EMM1 ——EUE4 ——GEMLT JPE4 ——USES EMM1 ——EUE4 ——GEMLT JPE4 ——USES

UL, 7R HAIL - URD - EFILTHWZRIR D 7 059 — - IR— KT AU
FlF. 2O&EtE. O /23— KN&KBEOR— NI A UATH D, I&EREEZERE
[CANTZIZS. DFRDEFEEI TETRVHOEREIRERMBITO+DIEEF /(S5 M
IR0 SER(/INFARIRRIRZ RN T D & NBIRT L SV AIFHIB T D SV SitHIE R
BREHD.

WEOREIR— R T A UA ICHEET /N T L 7 AOERMZREE T D/, KE
D 2 BREDIZ/I\—X(CDWTTRA MR UZ, —DIERKE LSRRI DOEEIA,
EO—DREEUKHIZOEHIAC, R CIKEF /ST DRIY—Z2TZMT

PHER D 7 U9 —(F MBI O R—S v —D 38| (cube) BRCLTHD. IR T 7 04 — (T DV THETHIITIRTI L
TWnd,

* EMM1: Barra Emerging Markets Model, EU4: Barra European Equity Model, GEMLT: Barra Global Total Market Equity
Model for Long-Term Investors, JPE4: Barra Japan Equity Model, USE5: Barra US Total Market Model.
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4000 #IACTEKR T D, KE LIBHKAIZ/(—X

b. &E@EIETE | RBUAR. FPBUR. /NBEURD SIRDIEBIER— T4 U
FDEE L7350 2500 #ARTHBR 11D MSCI USA IMI 12/(—X,
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KEHIEDNERTLZT A

2 DDA\ —RIEHIF DR TPDAUDI T A — 2 AMREEICFHEIZID T USA IMI #8101
Z )\ RO+ ADFEEREE KE Li5#iR 1 —/)\— D+ UDEN LR U,
FERREMOHMIZIMA T E(CXD. USA IMI #8481 =) \— X (FFEEFR(C, KE LS
L/ \—RAELDEFMROAREREEZEE LT, USA IMI D153 10 (LRI B4
WDOFIEHMFEER (IH) 4 B RILTH D, KE LSRN I/ —AD+3L 6 &+ 7
(CIE I D EARDFIIEHMAEERDORME (CH 2D,

Exhibit 4: Average Market Capitalization

100,000,000,000 688
508,

10,000,000,000

128
78 .
3B 3B
8
28 1.68
19 118
1,000,000,000 0.88
0.58 0.68
03 0.48
0.1
100,000,000 70M8
20M

Decile 1 Decile2 Decile 3 Decile4 Decile5 Decile 6 Decile 7 Decile 8 Decile9 Decile 10
m U.S. Listed Universe USA IMI

Full Market capitalization ($)

Data as of December 2015

HMFR 5 EREK 6 (F. 1998 FM5 2015 FDOW L/ —RICHFDETIML - IR— kT
AUADYUS =2 TSTCUIEEDTHD. FRUY—> & BREEMEETIL

PHETILEG. FIRIIAFIT+ v IS (SES : Systematic Equity Strategies) D& T 7 04—, T+ U TSH
ROFHEHR. T7 05— 1BiE SIGERBOEESIRE,. JIVFI 709 —HKRNETIUEEICRETSD MSCID( I RX—>3>%
BmDOANTW\D,
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ALlF. EFRBEOEENEDSRATITA Vv IRHIBURAI(CIDEES=NDUST—>
oz, TLZTLNSBRELZEDTH D, NICKD. THEMUID GREZED)
IJ709—(CERTBDUY-2ZMOEIT CENTED., +HUDTORR. FEHAR
(CBWTNERRIEKRERZBIR T D MDA — LU, SDOT L =77 USA IMI #2481
")\ =X TEHFTFSND Z ENFER SN,

Exhibit 5: Size Premium in the U.S. Listed Universe®

30% -
25%
20%
15% A
10% -

5% -

0% -
Decile1 ~ Decile2  Decile3  Decile4 Decile5 Decile6 Decile7 Decile8 Decile9 Decile 10

m Annualized Return ® CAPM adj. Premium
Returns from December 1998 to December 2015

Exhibit 6: Size Premium in MSCI USA IMI

12%

10.12% 10.44%
10% -

8%
6%
4% -

2% A

Decile 1 Decile2  Decile3 Decile4 Decile5 Decile6 Decile7 Decile8 Decile9 Decile 10

mAnnualized Return = CAPM adj. Premium

Returns from December 1998 to December 2015

® For the calculation of returns of decile 10 of the U.S. Listed universe, only stocks with a price >$1 were selected in order
to keep the returns meaningful.
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Exhibit 7: Average Size Exposure
.

[t}

__- T I T I T T T T T T T
1
-2 4
4

Decile 1 Decile2 Decile 3 Decile 4 Decile5 Decile® Decile7 Decile 8 Decile9 Decile 10

Exposure (z)
b

W U.S. Listed Universe USA IMI

Monthly exposures from January 1999 to December 2015 using GEMLT

RIS, NBEBRDTDALE KB D+ IZ 7D BN T A — LU, INERADS T
FILPEWC ERMESR S NE. =5(C, KELB#IR 1) (— X (& USA IMI $81R 1
TIIN=RAKXDEFEEN (N ELZ < EATH D, KE HSHKH 1/ \—XD&R I
+3I(E USA IMI #81=/\—RDFR FI+DILDE. UF—nE<STdFIL
BEMNo T,

2R REFMKE EBHRATIBOR FI+DMIDYU S -2 2KIRT D E(FREN
350, TNEER MITDAIEHHEICELTES T IRERFKREREEETS
I RICBE U= T A UAZIBET DIRERDIESDH. CNSDEERC
BEADSH. M1/ —RD& FMI+DADKE I FEMZ LR U Tz,

MSCI.COM | PAGE 15 OF 38

© 2016 MSCI Inc. All rights reserved. Please refer to the disclaimer at the end of this document.



MSCI =

VD EDDYA XATIEETIZTHETEALY | MARCH 2016

=l Vi s g1z s = T Tk

IR= I AUADOREM EKEF /(ST 1 (. HRIRET —IHREN(CEERIEEN
ESNETHMIY D, WERARTHE(FER 2 EIRTHD. INSDERE. H5D
DEER (T3 U CTHIRUMRDR D ZLE2OWBERER(CE D TIHFE(CEE TH D,

MENEZ DT D ECKD,. ZBDOR— ST A UANZE RS (CH LR ER TSI
AJRENVZIER L. WEF v/ ST ZDMITDIECKD. ZDOR— NTA UANLEE
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Exhibit 8: Liquidity in USA IMI and U.S. Listed Universe

e

Decile 1 Decile 2 Decile 3 Decile 4 Decile 5 Decile 6 Decile 7 Decile 8 Decile@  Decile 10

1

05

olm. W W

Exposure (z)
! &
- in

N
n

WU S Listed Universe USAIM

Monthly exposures from January 1999 to December 2015 using GEMLT

T GEMLT EFILORENE D 7 05— (3. HBHHREEIEBDERE 5T VI — A EERT., CDIF7IF—DT« RAIUTS
(F. BEROHBICTEESNDETRITHRRABDEIEICED <, ATVR (FXFTERL >~ : Annual Traded Value Ratio) &.
HRROAR, M¥H, FROEFTELGERZAVWTEL NS,
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Exhibit 9: Time Series of Liquidity in USA IMI and U.S. Listed Universe

Liquidity Exposure (z)
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Exhibit 10: Investment Capacity of USA IMI and U.S. Listed Universe®
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® The vertical scale is logarithmic.
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Exhibit 11: USA IMI: Size Capture
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Exhibit 12: USA IMI: Size Factor + Mid-capitalization Factor = Sweet Spot
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Exhibit 13: USA IMI: Technical Factor Contributions
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Exhibit 14: USA IMI: Value Factor Contributions

1.50%
1.00% A
S 050% - .
: 0
= B =
2 0.00% -
£ [
§ -050%
-1.00%
-1.50% -
— ~ m = u w = [++] o (=]
= = = = = = = = = .
] O ] O o o =] ] =) =
w o w o w W [ w [ o
o o o =) o o =) o =) &
W Book-to-Price Dividend Yield M Earnings Yield Growth

Data from December 1998 to December 2015

MFE 15 Tl FBRREFBEEENTATDAUDV Y -2 (CXAFRICHFSL TV D,

MSCI.COM | PAGE 21 OF 38

© 2016 MSCI Inc. All rights reserved. Please refer to the disclaimer at the end of this document.



MSCI =

VEDDY A XTIFETIZRIGETEALY | MARCH 2016

Exhibit 15: USA IMI: Quality Factor Contributions’
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° For further analysis on controlling small caps for quality characteristics, please see Rao, A. (2016). “Tilting to U.S. Small
Caps.” MSCI Market Insight.
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Exhibit 16: Size Premium in Non-U.S. Markets: MSCI World ex USA IMI
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Exhibit 17: MSCI World ex USA IMI: Factor Contribution
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Exhibit 18: Key Metrics of Low Size Strategies®

MSCI World Mid . .
MSCI World MSCI World MSCI World Equal MSCI World CAP Equal MSCI World Size  MSCI World Adaptive
Index Small CAP Index  Weighted Index ~ Mid CAP Index X Tilt Index Capped 2 0x Index
Weighted Index
Total Return* (%) 4.6 8.8 7.4 7.2 7.5 6.1 6.0
Total Risk (%) 15.6 17.7 16.8 17.1 16.7 15.9 16.0
Return/Risk 0.29 0.50 0.44 0.42 0.45 0.38 0.38
Sharpe Ratio 0.15 0.37 0.31 0.29 0.31 0.24 0.23
Active Return (%) 0.0 4.2 2.9 2.7 3.0 15 14
Tracking Error (%) 0.0 6.9 4.8 5.0 5.1 2.5 2.6
Information Ratio NaN 0.62 0.60 0.53 0.59 0.60 0.55
Historical Beta 1.00 1.05 1.03 1.05 1.02 1.01 1.02
Turnover** (%) 3.0 14.8 17.1 16.8 31.2 11.5 11.5

Period: 31-Dec-1998 to 31-Dec-2015

*Gross returns annualized in USD

B> T)VEIRIR,. RIR(SRUIZ IR TOEEBEND MSCL D—)L RiE#ZE 7D M\ T A — A
L7zt MSCI D—)L R/NBRKIEE TR SND S > TIVIMNBIRR— R DA UADS v
=7 LANREEL. MOEREERUTRERGEEZHTH DI, BIRL 7
FIRTOEIEZEBECTC—ETHD., INEFBBIY DRI —ETHDZEZR
BRLTLV\D. MSCI J—)L R/NBIBRIEENMBODIEEE 70 N\ D # — AUTZIBHZHRD
e, FBICAWETDMIDTER—DFEZHFA L. ®FK 19 (&0 MSCI D—JL RE&E
BTSN BEE (L, BN EDTDITA—IIN—D A~ FI72H-DIT AU
TWBIWERUIZEDTH D,

' The MSCI World Small Cap has been simulated back to 1998 using the MSCI GIMI methodology.

The MSCI Size Tilt Indexes aim to reflect the performance of a Low Size Strategy with high investment capacity. The MSCI
Size Tilt Indexes are created by including all the constituents in the Parent Index (defined below) and weighting the
constituents using the square root of their market capitalization weight.

The MSCI World Adaptive Capped 2.0 Index allows clients to rely on an adaptive capping mechanism instead of using a
pre-defined fixed capping level (such as a maximum weight per constituent). The capping level in these indexes is a
function of a client-defined “maximum multiple” that directly limits the “overweight’ of the smaller sized constituents.
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Exhibit 19: Decile Overweight/underweight vs MSCI World IMI Index

MSCI World World Mid MSCI World

MSCI World Equal MSCI World Cap Equal MSCI World Adaptive

Small Cap Weighted Mid Cap Weighted Size Tilt Capping
-32.7% -59.6% -65.4% -10.7% -9.4%
-11.0% 22.6% 48.5% 34.2% 14.1% 16.6%
Decile 3 15.8% 13.1% 16.5% 28.1% 4.1% 1.7%
Decile 4 19.6% 3.0% 1.0% 8.4% -1.0% -2.1%
Decile 5 15.7% -1.6% -2.0% -0.8% -2.1% -2.3%
Decile 6 10.8% -1.6% -1.6% -1.6% -1.6% -1.6%
Decile 7 7.5% -1.1% -1.1% -1.1% -1.1% -1.1%
5.2% -0.8% -0.8% -0.8% -0.8% -0.8%
3.7% -0.6% -0.6% -0.6% -0.6% -0.6%

2.4% -0.4% -0.4% -0.4% -0.4% -0.4%

Average weights from 2008 - 2015
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Exhibit 20: Signal Strength to Low Size
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Exhibit 21: Liquidity of Size-Based Indexes
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Average of last four index reviews ending December 31, 2015, and assuming a fund size of USD 10.0 bn as of
the latest index review and a maximum daily trading limit of 20%
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Exhibit 22: Investment Capacity of Size-Based Indexes
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Assuming a fund size of USD 10.0 bn as of the November 2015 index review
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Exhibit A1: Key Metrics: Decile 3-7
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World IMI

World i World Small
Deciles 3to7
Total Return*® (%) 4.6 8.3 8.8
Total Risk* (%) 15.6 17.3 17.7
Return/Risk 0.29 0.48 0.50
Sharpe Ratio 0.15 0.35 0.37
Active Return® (%) 0.0 3.8 4.2
Tracking Error* (%) 0.0 6.3 6.9
Information Ratio NaN 0.60 0.62
Historical Beta 1.00 1.04 1.05
Turnover** (%) 3.0 26.1 14.8
Price to Book*** 2.2 1.7 1.7
Price to Earnings*** 18.6 24.6 27.0
Div. Yield*** (%) 2.3 1.9 1.8

*Gross returns annualized in USD for the 12/31/1998 to 12/31/2015 period
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Exhibit B1: Regime Behavior of MSCI World Small Cap and World Equal Weighted Indexes
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Exhibit B2: Economic Regime Behavior via Macro Model Lens™
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Exhibit B3: Response of Dividends to Negative GDP Shock
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