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Key takeaways

— Systematic active strategies are positioned between pure beta (index trackers)
and traditional active (high conviction, stock-picking)

— Enhanced equity strategies aim to outperform their respective index over the
long term while offering a “benchmark-like” experience

— ETFswith enhanced equity strategies typically use a systematic approach to
generate alpha, by optimising exposure to three factors: quality, value, and
momentum

What are active ETFs?

While active management has a long history in the mutual fund world, active strategies
are a relatively new concept within the ETF market. The evolution of active ETFs would
not be that surprising, however, when you consider that asset managers are responding
to the growing demand and broad adoption of the ETF structure. As the range of
strategies expands, active ETFs could be seen as a natural extension to existing passive
and smart beta approaches.

The term “active ETFs” encompasses a wide range of strategies, but the simplest way
to think about this category of ETF is that they don’t aim to replicate a benchmark
but instead are designed to meet specific objectives such as alpha generation, risk
management or income enhancement.

“Beta plus” active strategies fit between pure beta funds that aim to track market-cap-
weighted benchmarks and traditional active funds that try to outperform them. There are
a variety of “beta plus” strategies along this scale, each potentially using different inputs
to generate the alpha and different performance objectives and risk tolerance levels.

What are enhanced equity strategies?

Enhanced equity ETFs typically aim to outperform their respective regional and single
country equity markets, without deviating too far from the reference benchmarks. The
ETFs do this by using systematic active inputs to generate alpha, while constraining
active positions relative to the benchmark. This systematic “beta plus” approach could
be a compelling alternative to traditional core beta exposures.

These strategies aim to combine the best of the pure beta and traditional active worlds,
offering a high degree of diversification, a similar risk profile and low tracking versus a
standard benchmark, along with targeted outperformance over the long term.

Invesco’s Quantitative Strategies (IQS) team has been managing the enhanced equity
strategies for over 20 years and has sought to deliver a benchmark-aware experience,
with strategies that aim to outperform equity markets over the long term.
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Enhanced equity strategies can offer efficient exposure to factor returns

Relative performance since common inception

Enhanced equity strategies aim to deliver an excess return over equity markets while
constraining sector and country exposures compared to those of the wider geographical
universe. Unlike a traditional passive ETF the strategies do not aim to track a benchmark
but do use reference indices to constrain the portfolio and to measure performance.

Example: The process behind a global enhanced strategy

Enhanced equity ETFs are typically built around the same systematic investment
approach. To illustrate how the strategy works in practice, we can consider a global
enhanced UCITS ETF that references the MSCI World index for performance comparison
purposes.

When considering this ETF, a proprietary model could be used to assess and rank the
attractiveness of equities in a global universe of liquid large- and mid-capitalization
developed market securities. Comparisons could then be conducted within industry
groups in each region to ensure comparability. The starting universe could comprise
around 3,000 stocks, twice the MSCI World index, providing a greater opportunity set
for selecting the model portfolio.

An optimisation process could then be applied, looking for the best trade-off between
the fund’s exposure to value, quality and momentum factors, risk considerations and
transaction costs. This proprietary model can ensure a broad diversified portfolio both

in terms of risk contribution from individual stocks as well as from the three factors. The
final portfolio could comprise around 400-500 stocks and this entire process could then
be repeated monthly.

Why target these three factors?

Value, quality, and momentum factors are robustly supported by more than four decades
of research into factor portfolios by quantitative strategy teams. Moreover, an active
strategy allows for the continual refinement and improvement of these proprietary factor
models, which can incorporate signals that were impossible to source in the past, such
as big data approaches like credit card spending, and other modern techniques such as
natural language processing.

But while the factor definitions and the data sets that support them have become more
sophisticated, the underlying financial motivations for each factor remain as simple as
ever:

Value: Favouring stocks that are inexpensive relative to their peers in expectation that
cheap stocks will outperform expensive ones

Momentum: Favouring stocks exhibiting strong price performance in expectation that
trends will persist for a while

Quality: Favouring stocks of companies with strong balance sheets in expectation that
high quality stocks will outperform low quality

All factors are typically sector and industry neutral and designed to have a neutral beta
to the equity market.
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Combining factors has improved returns from any individual factor over time
Certain equity risk factors have demonstrated the potential to outperform the broad
market over the long term but individually can be volatile especially over shorter time
periods. Enhanced equity ETF strategies aim to reduce that volatility by combining
factors with an optimised approach.

Figure 1 - Historic factor performance
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Source: Invesco, as at 31 August 2025, chart shows a comparison of single-and multi-
factor approaches, multi-factor here combines quality, value and momentum. Past
performance does not predict future returns.
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Investment risks
The value of investments and any income will fluctuate (this may partly be the result of
exchange rate fluctuations) and investors may not get back the full amount invested.

Investments focused in a particular sector, such as technology, are subject to
greater risk, and are more greatly impacted by market volatility, than more diversified
investments.

There are risks involved with investing in Exchange-traded Funds (“ETFs”), including
possible loss of money. Index-based ETFs are not actively managed, and the return of
index-based ETFs may not match the return of the Underlying index. Actively managed
ETFs do not necessarily seek to replicate the performance of a specific index. Both index-
based and actively managed ETFs are subject to risks similar to those of stocks, including
those related to short selling and margin maintenance requirements. Ordinary brokerage
commissions apply. Equity risk is the risk that the value of equity securities, including
common stocks, may fail due to both changes in general economic and political
conditions that impact the market as a whole, as well as factors that directly related to a
specific company or its industry.
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Forward-looking statements are not a guarantee of future results. They involve risks, uncertainties, and
assumptions. There can be no assurance that actual results will not differ materially from expectations.

This is marketing material and not financial advice. It is not intended as a recommendation to buy or

sell any particular asset class, security, or strategy. Regulatory requirements that require impartiality of
investment/investment strategy recommendations are therefore not applicable nor are any prohibitions
to trade before publication.

By accepting this document, you consent to communicate with us in English, unless you inform us
otherwise. Data as at April 2026, unless otherwise stated.

For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark,
Finland, France, Germany, Greece, Italy, Ireland, Luxembourg, Netherlands, Norway, Portugal, Spain,
Sweden, and Switzerland.

All articles in this publication are written, unless otherwise stated, by Invesco professionals. Views
and opinions are based on current market conditions and are subject to change. This publication does
not form part of any prospectus. This publication contains general information only and does not take
into account individual objectives, taxation position or financial needs. Nor does this constitute a
recommendation of the suitability of any investment strategy for a particular investor.
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This publication is not an invitation to subscribe for shares in a fund nor is it to be construed as an offer
to buy or sell any financial instruments. As with all investments, there are associated inherent risks. This
publication is by way of information only. This document has been prepared only for those persons to
whom Invesco has provided it. It should not be relied upon by anyone else and you may only reproduce,
circulate and use this document (or any part of it) with the consent of Invesco. Asset management
services are provided by Invesco in accordance with appropriate local legislation and regulations.

This publication is issued:

in Hong Kong by Invesco Hong Kong Limited R IIE1& & E1BAFRAF], 45/F, Jardine House,
1Connaught Place, Central, Hong Kong.

- in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01Republic Plaza,
Singapore 048619.

- in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066).
Invesco Taiwan Limited is operated and managed independently.

- inJapan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1
Roppongi, Minato-ku, Tokyo 106-6114; Registration Number: The Director- General of Kanto Local
Finance Bureau (Kin-sho) 306; Member of the Investment Trusts Association, Japan and the Japan
Investment Advisers Association.

- in Australia by Invesco Australia Limited (ABN 48 001693 232), Level 26, 333 Collins Street,
Melbourne, Victoria, 3000, Australia which holds an Australian Financial Services Licence number
239916.

This document has been prepared only for those persons to whom Invesco has provided it. It should not
be relied upon by anyone else. Information contained in this document may not have been prepared or
tailored for an Australian audience and does not constitute an offer of a financial product in Australia.
You may only reproduce, circulate, and use this document (or any part of it) with the consent of Invesco.

The information in this document has been prepared without taking into account any investor’s
investment objectives, financial situation or particular needs. Before acting on the information the
investor should consider its appropriateness having regard to their investment objectives, financial
situation, and needs.

You should note that this information:

- may contain references to dollar amounts which are not Australian dollars;

- may contain financial information which is not prepared in accordance with Australian law or
practices;

- may not address risks associated with investment in foreign currency denominated investments; and

- does not address Australian tax issues.

- inNew Zealand by Invesco Australia Limited (ABN 48 001693 232), Level 26, 333 Collins Street,
Melbourne, Victoria, 3000, Australia which holds an Australian Financial Services Licence number
239916.

This document is issued only to wholesale investors (as defined in the Financial Markets Conduct Act) in
New Zealand to whom disclosure is not required under Part 3 of the Financial Markets Conduct Act. This
document has been prepared only for those persons to whom it has been provided by Invesco.

It should not be relied upon by anyone else and must not be distributed to members of the public

in New Zealand. Information contained in this document may not have been prepared or tailored for
aNew Zealand audience. You may only reproduce, circulate and use this document (or any part of it)
with the consent of Invesco. This document does not constitute and should not be construed as an offer
of, invitation or proposal to make an offer for, recommendation to apply for, an opinion or guidance on
Interests to members of the public in New Zealand. Applications or any requests for information from
persons who are members of the public in New Zealand will not be accepted.
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- inthe United States by Invesco Advisers, Inc., 1331 Spring Street NW, Suite 2500, Atlanta, Georgia
30309, USA.

- in Canada by Invesco Canada Ltd., 16 York Street, Suite 1200, Toronto, Ontario M5J OE6.

- in Austria and Germany by Invesco Management S.A., President Building, 37A Avenue JF Kennedly,
1-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.

- in Belgium, Denmark, Finland, France, Greece, Italy, Ireland, Luxembourg, Netherlands, Norway,
Portugal, Spain and Sweden by Invesco Management S.A., President Building, 37A Avenue
JF Kennedy, L-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier,
Luxembourg.

- in Dubai, Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates by Invesco
Asset Management Limited, Index Tower Level 6 - Unit 616, P.O. Box 506599, Al Mustagbal Street,
DIFC, Dubai, United Arab Emirates. Regulated by the Dubai Financial Services Authority.

in the Isle of Man, Jersey, Guernsey and the UK by Invesco Asset Management Limited, Perpetual
Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire, RG9 1HH, United Kingdom. Authorised and
regulated by the Financial Conduct Authority.

- in Switzerland by Invesco Asset Management (Schweiz) AG, Talacker 34, 8001 Zurich, Switzerland.

- inlsrael by Invesco Asset Management Limited, Perpetual Park, Perpetual Park Drive, Henley-on-
Thames, Oxfordshire RG9 1HH, UK. Authorised and regulated by the Financial Conduct Authority.
This document may not be reproduced or used for any other purpose, nor be furnished to any other
person other than those to whom copies have been sent. Nothing in this document should be
considered investment advice or investment marketing as defined in the Regulation of Investment
Advice, Investment Marketing and Portfolio Management Law, 1995 (“the Investment Advice
Law”). Investors are encouraged to seek competent investment advice from a locally licensed
investment advisor prior to making any investment. Neither Invesco Ltd. nor its subsidiaries are
licensed under the Investment Advice Law, nor does it carry the insurance as required of a licensee
thereunder.
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