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Key takeaways

— Factors are measurable characteristics that help explain
differences in securities’ risk and return.

— A credible factor needs an economic rationale, robust
evidence, validation across markets and regimes, and a practical
route to implementation.

— Factor investing is a systematic complement to market-cap
indexing and fundamental active management.

What is a factor?

A characteristic observed across many securities and used systematically
in portfolio construction. Asset class labels show what a portfolio owns;
factors help explain why portfolios with similar weights can behave
differently.

Factor investing is one form of systematic investing: a disciplined, rules-
based process using measurable data rather than primarily discretionary
judgement.

Examples of style and macro factors

Why can factor premiums be expected?

Style factors: can be expressed in investment strategies
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Value Size

Momentum Volatility
Quality Dividend yield Other: equity market, liquidity,

carry, term

Macro factors: broad forces that affect asset prices
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Growth Inflation Financial conditions: rates,
currencies

Compensation for an undesirable return pattern
versus the broad market.

Risk premiums

e.g., smaller companies may be less liquid or more
economically sensitive.

Investor biases such as anchoring, action bias and
loss aversion allow mispricing to persist.

Behavioural
psychology

e.g., momentum and herding; value and excessive
pessimism.

Regulation, benchmarks, leverage constraints and
institutional preferences create recurring demand.

Market structure

e.g., the low volatility effect.

No single explanation needs to account for every factor in every market.
What matters is that the rationale is plausible, evidence is broad and
implementation does not erase the benefit.

A third pillar, not a passive shortcut

Market-cap index Factor investing

Research and
judgement on a
concentrated set

Consistent rules
applied to many
securities sharing
chosen traits

Market value sets
the weights

The distinction is the source of the decision, not active versus passive.

Fundamental active

Is it a credible factor? We look for:

Evidence
persistent over long periods

Rationale
economic, not coincidence

Breadth Robustness
across markets, sectors, regimes to definitions and parameters

Distinct Investable
from other factors after costs and constraints

From research to portfolio reality

— Definitions vary. Value: price-to-book, earnings or cash flow. Quality:
profitability, earnings stability, leverage.

— Construction matters. Rebalancing, turnover controls and sector
constraints can change results.

— Returns are uneven. Factors can lag for years; no premium is
guaranteed.

Source: content derived from Factor investing foundations: Looking beneath asset class labels, September 2026. Information simplified for illustrative purposes only. Not investment advice. The value of
investments and any income will fluctuate and investors may not get back the full amount invested.
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Important information

This document has been prepared by Invesco Australia Ltd (Invesco) ABN 48 001 693 232, Australian Financial Services Licence number 239916, who can be contacted on freecall 1800 813 500, by email to
clientservices.au@invesco.com, or by writing to GPO Box 231, Melbourne, Victoria, 3001. You can also visit our website at www.invesco.com/au.

This document contains general information only and does not take into account your individual objectives, taxation position, financial situation or needs. You should assess whether the information is appropriate
for you and consider obtaining independent taxation, legal, financial or other professional advice before making an investment decision. A Product Disclosure Statement (PDS) and Target Market Determination for
any Invesco fund referred to in this document is available from Invesco. You should read the PDS and consider whether a fund is appropriate for you before making a decision to invest.

Invesco is authorised under its licence to provide financial product advice, deal in financial products and operate registered managed investment schemes. If you invest in an Invesco Fund, Invesco may receive
fees in relation to that investment. Details are in the PDS. Invesco’s employees and directors do not receive commissions but are remunerated on a salary basis. Neither Invesco nor any related corporation has any
relationship with other product issuers that could influence us in providing the information contained in this document.

Investments in the Invesco funds are subject to investment risks including possible delays in repayment and loss of income and principal invested. Neither Invesco nor any other member of the Invesco Ltd Group
guarantee the return of capital, distribution of income, or the performance of any of the Funds. Any investments in the Funds do not represent deposits in, or other liabilities of, any other member of the Invesco
Ltd Group.

While any Invesco fund referred to in this document may consider Environmental, Social and Governance (ESG) aspects to better manage risks and improve returns, it is not bound by any specific ESG criteria.
The fund may invest across the ESG spectrum and will not necessarily exclude companies with controversial business areas - such as those with significant revenues from coal, fossil fuel, nuclear power, weapons
and tobacco - from the investable universe. Information used to evaluate ESG factors may not be readily available, complete or accurate. ESG factors may vary across types of investments and issuers, and not
every ESG factor may be identified or evaluated. There is no guarantee that the evaluation of ESG considerations will be additive to the fund’s performance.

Invesco has taken all due care in the preparation of this document. To the maximum extent permitted by law, Invesco, its related bodies corporate, directors or employees are not liable and take no responsibility
for the accuracy or completeness of this document and disclaim all liability for any loss or damage of any kind (whether foreseeable or not) that may arise from any person acting on any statements contained in
this document.

This document has been prepared only for those persons to whom Invesco has provided it. It should not be relied upon by anyone else.

©Copyright of this document is owned by Invesco. You may only reproduce, circulate and use this document (or any part of it) with the consent of Invesco.
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