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Key takeaways

— We believe factor allocations should begin with a portfolio objective, not a
product label.

— Multi-factor portfolios may diversify factor-specific cycles, but their
construction determines the result.

— Active funds and index-based strategies involve different trade-offs in
transparency, flexibility, cost and implementation.

The first two articles established the conceptual case for factors and examined five
widely used equity factors. The final piece looks at how investors can use these insights in
a portfolio. Factor strategies can seek return enhancement, risk control, diversification,
cost efficiency or a more transparent source of active exposure. The appropriate design
depends on which problem the investor is trying to solve.

Start with theroleinthe total portfolio

We believe a factor allocation should be assessed in the context of existing exposures.

A market-cap-weighted portfolio may be concentrated in the largest companies or carry
unintended style tilts. A collection of fundamental managers may appear diversified
while sharing similar preferences for quality or growth. Factor analysis could reveal these
overlaps and help determine whether a new allocation diversifies, reinforces or offsets
them.

Common applicationsinclude replacing part of a market-cap-weighted allocation,
complementing fundamental active managers, targeting a specific risk exposure or
building a systematic core. Factors may also support custom objectives, but additional
constraints could dilute the intended exposure. The objective, benchmark and risk
budget therefore needs to be explicit at the outset.

Figure 1: Objectives of factor investing
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Source: Invesco. Simplified schematic representation for illustrative purposes only.
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Figure 2: Factor investing differs from traditional aplha and market-weighed strategies

Market capweighted index Factor investing Fundamental alpha
Potential benefits - No active risk - Excess return potential - Excess return potential

- Transparency - Transparency of process - Easy to understand

- Easy to understand - Management of risks - Additional return sources

- Process risk - Customizable

- Capacity - Cost

- Cost - Capacity
Potential drawbacks - No potential for excess return - Active risk - Active risk

- Limited customization - Requires understanding of - Process risk

risk management and exposures - Cost

Source: Invesco. Simplified schematic representation for illustrative purposes only.

Single factor or multi-factor?

A single-factor strategy offers a direct exposure and may fill a clear gap. For example, an
investor may use value to counterbalance an existing growth bias or low volatility to alter
the risk profile of an equity allocation. The trade-off is concentration in one factor cycle,

with the possibility of prolonged relative underperformance.

Multi-factor strategies combine signals such as value, momentum and quality. Because
factors can behave differently, combining them may make outcomes less dependent on
any one source of return. Yet “multi-factor” is not a complete description. One approach
may blend separate single-factor sleeves. Another may rank every security on an
integrated score before building one portfolio.

Equal weighting is simple, but it may not produce equal risk or equal factor exposure.
More holistic construction can account for correlations, signal strength, turnover and
unintended sector or country positions. Investors need to understand whether weights
are strategic, dynamically adjusted or constrained by a benchmark.

Active orindex-based implementation?

Index-based factor strategies generally offer published rules, transparency and relatively
predictable benchmark-relative behavior. They could be cost-efficient and are often
available through exchange-traded funds or institutional mandates. Once an index
methodology is set, however, its ability to respond to new research or changing liquidity
conditions may be limited until the rules are formally revised.

Actively managed quantitative strategies could refine signals, adjust portfolio
constraints and incorporate implementation insights over time. They can also focus

on ensuring high alignment to the intended factors of the final portfolio through
sophisticated portfolio construction. That flexibility may help manage turnover, capacity
and trading costs, but it places greater weight on the manager’s research process

and canreduce transparency. The choice is not simply active versus passive: both
approaches make active decisions about definitions, weights, rebalancing and risk
controls.

Due diligence should focus on repeatability and real-world execution. We believe
investors should examine transaction costs, liquidity, capacity, turnover, tax
considerations where relevant, benchmark-relative risk and the stability of the research
process. A compelling backtest is insufficient if the exposure cannot be captured
efficiently.
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Figure 3: Differences between active and index-based factor investing
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Source: Invesco. Simplified schematic representation for illustrative purposes only.

Generally cheaper refiecting the lower complexity

Strategic discipline versus tactical timing

Factors could be used tactically to express a market view, but timing them consistently
is difficult. Historical narratives often make factor leadership appear obvious after

the event. In real time, economic regimes are uncertain and turning points are hard to

identify.

For many investors, a strategic allocation aligned with a long horizon may be more

credible than repeated rotation. Governance should prepare stakeholders for inevitable
periods of underperformance. Expectations for tracking error, drawdowns and review
criteria should be agreed before capital is committed, not after a factor falls out of favor.

A practical decisionframework

Investors evaluating a factor strategy can organize the discussion around five questions:
« What portfolio objective is the allocation intended to meet?

+ Isthefactor supported by a credible rationale and broad evidence?

» How does the methodology define and combine signals?

« What unintended exposures, costs and capacity limits may arise?

» Canthe organization maintain the allocation through a difficult cycle?

The central lesson across this series is that factor investing is not a promise of consistent
outperformance. Itis a structured way to understand and allocate to selected sources

of risk and potential return. Used carefully, it may complement market-cap-weighted
indexing and fundamental active management, improve transparency and support more
deliberate portfolio construction. Its value ultimately depends on disciplined research,
thoughtful implementation and expectations that match the investor’s time horizon.
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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 fullamount invested. The
information is provided for illustrative purposes only and does not represent investment
advice or an offer to buy or sell any investment strategy.

Important Information

This document is intended only for Professional Investors in Hong Kong, for Institutional
Investors and/or Accredited Investors in Singapore, for certain specific sovereign wealth
funds and/or Qualified Domestic Institutional Investors approved by local regulators
only inthe People’s Republic of China, for certain specific Qualified Institutions and/or
Sophisticated Investors only in Taiwan, for Qualified Professional Investors in Korea, for
certain specific institutional investors in Brunei, for Qualified Institutional Investors and/
or certain specific institutional investors in Thailand, for certain specific institutional
investors in Malaysia upon request for certain specific institutional investorsinIndonesia
and for qualified buyers in Philippines for informational purposes only. This document

is not an offering of a financial product and should not be distributed to retail clients

who areresident in jurisdiction where its distribution is not authorized or is unlawful.
Circulation, disclosure, or dissemination of all or any part of this document to any
unauthorized personis prohibited.

This document may contain statements that are not purely historical in nature but are
“forward-looking statements,” which are based on certain assumptions of future events.
Forward-looking statements are based on information available on the date hereof, and
Invesco does not assume any duty to update any forward-looking statement. Actual
events may differ from those assumed. There can be no assurance that forward-looking
statements, including any projected returns, will materialize or that actual market
conditions and/or performance results will not be materially different or worse than those
presented.

All material presented is compiled from sources believed to be reliable and current, but
accuracy cannot be guaranteed. Investment involves risk. Please review all financial
material carefully before investing. The opinions expressed are based on current market
conditions and are subject to change without notice. These opinions may differ from
those of other Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted
by law. Persons into whose possession this marketing material may come are required

to inform themselves about and to comply with any relevant restrictions. This does not
constitute an offer or solicitation by anyone in any jurisdiction in which such an offer is not
authorised or to any person to whom it is unlawful to make such an offer or solicitation.

Thisdocumentisissued inthe following countries:

« inHong Kong by Invesco Hong Kong Limited SIB&REEIRHR AR, 45/F, Jardine
House, 1Connaught Place, Central, Hong Kong.

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

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