-IELD GUIDE TO FACTOR INVESTING

|—~ Stocks with certain distinct |—~ Factor exposures in equity
characteristics can be grouped portfolios can be measured by

into portfolios. regressing their returns against
“ returns of factor portfolios.

The return profiles of these

diversified portfolios represent The measured exposures can then

a factor-specific risk. be used to decompose portfolio

returns into contributions by
A large part of stocks’ return W H A I A R E different factors.
variation can be explained

by their exposure (correlation) Often a significant share of a

to these factors. given portfolio’s outperformance
? can be attributed to factor
® exposures.
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THE THEORY IN PRACTICE
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