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Robo-Adviser, Part I, or What'’s in Your Asset Allocation Program?

The iShares Core Builder?! creates an asset allocation policy for one’s portfolio based on the answers to five multiple-
choice questions. Recently, | took this robo-test with hypothetical responses—in fact, | took it twice with different
responses to see what the difference in the proposed asset mix and costs would be. The questions are all multiple
choice.

Q: What do you consider your investment style to be?

A: My answer: conservative.

Q: If the market sees a downward swing, how would you react?
A: Do nothing.

Q: If the market sees an upward swing, how would you react?
A: Do nothing.

Q: How long do you plan to keep your assets invested for?

A: 11-20 years.

Q: How much would your initial investment be?

A: $1 million.

My results generated an asset mix of four ETFs that would carry a weighted-average management fee of eight basis
points. To be clear, that is 8 hundredths of 1%. From that 8 basis points, BlackRock, the owner of iShares, must pay
administration and distribution fees, so perhaps there are 5 or 6 basis points left. After application of taxes, maybe
3 or 4 basis points. What if this robo-test was so successful that it helped to gather $100 billion of new assets into
each of the four ETFs? Each of them would then be tied for the 2" largest ETF in the world; the largest is presently
$164 billion and the 2™ largest is $64 billion. So the four together would represent $400 billion of new assets — a
sterling and singular success in the world of asset management. At 3 % basis points, this would produce $140 million
of incremental earnings for BlackRock, a company that earns $3.3 billion; it would move the earnings needle by 4%.

This proposed portfolio, based on my first set of Table 1: Conservative Asset Allocation
hypothetical answers, would be weighted 68% in

stocks, 32% in bonds. Table 1 shows the proposed Symbol ETF Weight
holdings: ITOT  iShares Core S&P Total Market 51%
IXUS iShares Core MSCI Total International Stock 17%

Now, iShares says it can accomplish my return ob-
1 o)
jectives by either buying the four ETFs shown in USB iShares Core Total USD Bond Market 22%

Table 1, or it can simplify the solution with one IAGG iShares Core International Aggregate Bond 10%
allocation: 100% invested in the iShares Growth 5oy rce: iShares Core Builder
Allocation ETF (AOR) for a fee of 24 basis points.

| then decided that | was too conservative in these responses, so | changed my answers, seeking a more aggressive
allocation. | answered, therefore, in the following way:

Q: What do you consider your investment style to be?
A: Aggressive
Q: If the market sees a big downward swing, how would you react?

1 https://www.blackrock.com/wte/core-builder/us?refType=fi
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A: Invest more.

Q: If the market sees a big upward swing, how would you react?
A: Sell some investments.

Q: How long do you plan to keep your assets invested for?

A: 11-20 years.

Q: How much would your initial investment be?

A: $1 million.

These responses drew a weighted-average management fee of 11 basis points and an asset allocation of 75% stocks,
25% bonds versus 68% and 32% respectively in the conservative asset mix. Table 2 shows the proposed portfolio
selections:

Note that the first three allocations—iShares Table 2: Aggressive Asset Allocation
Core S&P 500 (IVV), iShares Core S&P Mid-Cap

(IJH), and iShares Core S&P Small-Cap (IJR)— Symbol ETF Weight
add up tco 51%, the same aIIoFation proposed vy iShares Core S&P 500 27%
for the |Sh§res TotaI'Market ||j1 the conserva- . iShares Core S&P Mid Cap 15%
tive portfolio. That might be coincidence, how-
i [)

ever. To simplify, the proposed alternative was "R iShares Core S&P Small Cap 9%
to put 100% of my money into iShares Core IXUS iShares Core MSCI Total International Stock 15%
Growth Allocation ETF for 24 basis points, the |Eyr iShares Core MSCI Europe 9%
same as for the conservative portfolio. IUSB iShares Core Total USD Bond Market 9%
The rate of return of the Growth Allocation ETF  CRED iShares Core US Credit Bond 8%
since its November 2008 inception is 8.1%. The 1AGG iShares Core International Aggregate Bond 8%

fund is 40% weighted in bonds. Yet in neither  Source: iShares Core Builder
of the proposed multiple-ETF portfolios was |
anywhere near the 40% bond allocation that | would get if | purchased AOR.

So, the question arises: How is a 100% allocation in the iShares Core Growth Allocation ETF with a 40% weight in
bonds equivalent: 1) to both the aggressive strategy, as well as the conservative strategy together and, 2) to either
of them alone when its bond allocation is far higher? This should provide the reader with a sense of how extreme
the fee compression (or perhaps the impact of extreme fee compression upon asset allocation) has become.

Under The Hood Series

This series explores the myriad risks - some obvious, many hidden - of investing in index products, and in
particular ETFs. Horizon Kinetics has been observing and analyzing the rise of passive investing for over
10 years.
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Disclosures:

Past performance is not indicative of future results. This information should not be used as a general guide to in-
vesting or as a source of any specific investment recommendations. This is not an offer to sell or a solicitation to
invest. Opinions and estimates offered constitute the judgment of Horizon Kinetics LLC (“Horizon Kinetics”) and are
subject to change without notice, as are statements of financial market trends, which are based on current market
conditions. Under no circumstances does the information contained within represent a recommendation to buy, hold
or sell any security, and it should not be assumed that the securities transactions or holdings discussed were or will
prove to be profitable.

The S&P 500 Index represents an unmanaged, broad-based basket of stocks. It is typically used as a proxy for overall
market performance. Index returns assume that dividends are reinvested and do not include the effect of manage-
ment fees or expenses. You cannot invest directly in an index. This report mentions several exchange traded funds,
which are investable products owned by the respective managers mentioned herein. For additional information
about such products, you should consult the specific exchange traded fund prospectus. Comparisons of exchange
traded funds to indexes is imperfect in that exchange traded funds have fees and expenses and indexes do not.

Subsidiaries of Horizon Kinetics LLC manage separate accounts and pooled products that may hold certain of the
securities mentioned herein. For more information on Horizon Kinetics, you may visit our website at
www.horizonkinetics.com.

All material presented is compiled from sources believed to be reliable, but no guarantee is given as to its accuracy.
No part of this material may be copied, photocopied, or duplicated in any form, by any means, or redistributed with-
out Horizon Kinetics’ prior written consent.
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