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What causes some factor exposures to survive while
others fade?

Factor indices are designed to provide investors with tools to capture risk premia from exposure to
specific characteristics such as Value, Momentum, Quality, Low Volatility, and Size. To achieve their
intended purpose, the factor exposure must remain close to its target level over time. However, not all
factors are equally stable.

Using FTSE Developed ex-US Target Exposure Pure Factor indices, we compared the persistence of
factor exposures over time. Our research focused on Momentum and Low Volatility, two factors that
represent fundamentally different persistence features.

When indices are rebalanced, intended exposures are satisfied (or as close to satisfied as is achievable),
but there is no guarantee that the targeted factor exposure levels will remain stable until the next review.
The key reason is that the factor characteristics of individual stocks can change significantly

between rebalances.

Take Momentum as an example. Stocks that exhibit strong Momentum relative to the rest of the market
when an index is rebalanced, can lose that characteristic rapidly, causing index exposure to weaken
between reviews. By contrast, Low Volatility stocks tend to retain their defining characteristics for longer
periods, allowing exposure to remain relatively stable.

Indices that measure factors with rapidly changing signals may require more frequent rebalancing to
maintain their intended characteristics, while factors with more persistent signals may achieve similar
exposure outcomes with less frequent review.

Exposure is measured at rebalance, but the universe characteristics can change between
rebalances

Factor indices are typically evaluated based on the exposures they achieve at rebalancing. For investors,
however, exposure between reviews is just as important as exposure at the review date itself.

This raises a simple but important question:
How much of the targeted factor exposure survives until the next review?

The answer matters because realised exposure, not exposure measured at rebalance, determines how
faithfully an index represents the intended factor.

Using FTSE Developed ex-US Target Exposure Pure Factor indices, we examined how factor exposures
evolved between reviews and why some factors exhibit far greater persistence than others.

Pure Factor indices provide investors with tools to isolate factor risk premia relative to a passive
benchmark and to manage exposure to specific risk factors. These indices are constructed by tilting
benchmark constituent weights toward a target factor while maintaining benchmark exposure to other
recognised factors.

At rebalance, the index weights are solved to achieve the desired exposure. Thereafter, index exposure
evolves through three mechanisms:

1. Market drift - constituent weights change as market values fluctuate.
2. Signal evolution - factor exposures (scores) of individual securities change between reviews.
3. Review resets - exposures are refreshed at periodic index reviews.

Note that even if portfolio weights remain unchanged, factor exposure can change materially if the
characteristics that define the factor evolve. In what follows we show that barring extreme and rare
market events, our analysis suggests that, outside of exceptional market stress, signal evolution is the
dominant contributor to exposure decay, with market drift playing a secondary role.

FTSE Russell




Index Research and Design | Equities

Not all factor exposures exhibit the same
persistence

To illustrate the framework, we examined two factors that represent distinct persistence regimes as
shown in Chart 1:

Chart 1: Comparison of decay rate of index targeted exposure, half-life time of fitted
exponential decay
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Source: FTSE Russell, data as of March 2026.

— Momentum - low exposure persistence.

— Low Volatility - high exposure persistence.

We focused on factors with broadly comparable persistence profiles. Size was excluded because its
exposure half-life exceeds forty typical semi-annual review periods, making it an outlier relative to the
other factors considered.

To assess the differences between factors we selected Pure Factor indices from the suite of current
FTSE Global Factor Index Series:

e FTSE Developed ex US Pure Momentum Target Exposure Factor Index
FTSE Developed ex US Pure Low Volatility Target Exposure Factor Index
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Charts 2 and 3 show the evolution of realised exposure for FTSE Developed ex-US Pure Momentum
(ADXUMTE) and Pure Low Volatility Target Exposure indices (ADXULTE).

Chart 2: Momentum Pure Factor, FTSE Developed ex-US universe - targeted
exposure 1 (units of market cap weighted standard deviation)
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Source: FTSE Russell, data as of March 2026.

Chart 3: Low Volatility Pure Factor, FTSE Developed ex-US universe - targeted
exposure 0.6 (units of market cap weighted standard deviation)
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Momentum exposure declined steadily between reviews and required substantial resets at rebalance.
By contrast, Low Volatility exposure remained relatively stable, exhibiting only modest deterioration
over time.

Moreover, the decline in Momentum exposure was remarkably persistent. The exposure was typically
highest immediately after a rebalance and decayed gradually until the next review. Reducing the target
exposure from 1.0 to 0.5 standard deviations changed the level of exposure but did not materially alter
the pattern of decay - see Chart 4.

Chart 4: Momentum Pure Factor, FTSE Developed ex-US universe - targeted
exposure 0.5 (units of market cap weighted standard deviation)
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|s exposure decay driven by market drift or signal
evolution?

To separate the impact of the market drift and changing security scores we compared actual index
exposures against ones calculated using security scores frozen at rebalance.

The results indicated that market drift alone did not explain the observed exposure decay. Instead,
monthly changes in constituent factor signals appeared to be the dominant driver of the deterioration
observed in Momentum exposure and therefore was responsible for the overall difference between the
behaviour of Momentum and Low Volatility.

We therefore turned to the persistence of the underlying signals themselves.

At each review date, we identified the benchmark weighted top quintile of stocks ranked by the target
factor. Because the Target Exposure methodology allocates large active weights to the highest scoring
stocks, changes in this top quintile segment have the greatest influence on overall index exposure. We
then examined how those stocks evolved by the subsequent review.

The average Momentum score within the top quintile fell from 1.56 immediately after the rebalance to
0.74 by the next review. In contrast, Low Volatility scores remained virtually unchanged, declining from
1.38 to 1.35.

FTSE Russell
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Stocks that initially defined the Momentum opportunity set lost more than half their score strength before
the next review. Importantly, this occurred even though most of the original stocks remained in the
universe. We concluded that exposure loss was therefore driven by changing factor characteristics rather
than constituent turnover.

The Low Volatility factor behaved differently. The defining characteristics of low volatility stocks remained
largely intact over time, which allowed the index to maintain its intended exposure with far less
deterioration.

Changes in factor characteristics over time explained the markedly different exposure decay rates
observed in the two indices:

Exposure persistence follows signal persistence

Next we examined how closely the stocks that defined the top quintile at the index rebalance continued to
resemble the original opportunity set as their scores were updated each month, see Table 1.

For Momentum, the correlation between the rebalanced opportunity set and the current signal declined
steadily throughout the review cycle. This indicated that the stocks carrying the largest weights became
progressively less representative of the factor they were originally selected to capture. For Low Volatility
the decline was insignificant.

Table 1: Correlation between top quintile of scores at rebalance and at each of five
successive months prior to next rebalance.

Momentum Low Volatility

Rebalance 1m 2m 3m 4m Rebalance 1m 2m 3m 4m

date date

Mar-17 0.79 062 045 039 0.36 Mar-17 1.00 0.99 099 098 0097
Sep-17 0.77 055 047 047 042 Sep-17 1.00 0.99 099 098 0.98
Mar-18 0.80 064 054 050 0.39 Mar-18 1.00 0.99 098 098 0097
Sep-18 0.79 058 050 048 0.55 Sep-18 1.00 0.99 099 098 0097
Mar-19 0.68 0.56 0.41 0.37 0.34 Mar-19 1.00 0.99 098 098 0097
Sep-19 0.71 053 0.31 040 0.41 Sep-19 0.99 0.99 098 096 0.95
Mar-20 047 051 052 050 045 Mar-20 0.75 0.70 066 060 0.57
Sep-20 0.86 074 069 054 044 Sep-20 0.99 0.99 098 097 094
Mar-21 066 061 049 040 0.36 Mar-21 0.99 0.99 098 098 0097
Sep-21 069 050 037 036 041 Sep-21 0.99 0.98 098 097 0.96
Mar-22 0.78 061 058 0.60 0.44 Mar-22 0.99 0.99 098 097 0.96
Sep-22 068 058 059 040 0.39 Sep-22 1.00 0.99 098 097 0097
Mar-23 068 049 036 0.31 0.36 Mar-23 1.00 0.99 060 058 0.58
Sep-23 0.70 0.48 0.61 049 0.44 Sep-23 1.00 0.98 063 066 0.67
Mar-24 0.82 061 038 035 0.30 Mar-24 1.00 0.99 098 098 0097
Sep-24 0.72 065 058 058 0.52 Sep-24 1.00 0.99 099 099 0.98
Mar-25 0.76 054 057 054 041 Mar-25 0.98 0.93 090 0.88 0.86
Sep-25 0.86 071 058 052 042 Sep-25 1.00 0.97 097 096 094

Source: FTSE Russell, data as of March 2026.
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Chart 5: Scatter plot of correlation between top quintile of scores at rebalance and
at each of five successive months versus loss of index exposure
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Chart 5 shows the relationship between the correlations presented in Table 1 and the loss of targeted
exposure. The Momentum plot shows linear dependence derived from evenly spread points. Contrary to
that, the Low Volatility plot consists of a cluster of correlations close to 1 and several distinct points of
smaller correlations yielding, on average, a larger loss of exposure. The strong negative relationship for
Momentum indicates that as the current signal diverges from the rebalanced signal, the index became
progressively less aligned with the original opportunity set, resulting in a systematic loss of exposure.

Exposure persistence versus opportunity
persistence

A declining index exposure does not necessarily imply that the factor opportunity itself has disappeared.
To separate these effects, we compared index exposure with benchmark exposure.

Benchmark exposure represents the factor opportunity set available in the market. Index exposure
represents how effectively the portfolio remains aligned with that opportunity set. This distinction helps
separate the persistence of the market opportunity from the persistence of the index’s representation of
that opportunity.

For Momentum, the benchmark opportunity set remained available throughout the sample period. The
challenge was not the disappearance of Momentum opportunities, it was the loss of alignment of factor
scores with those opportunities after the rebalance.

The intuitive explanation is as follows - at the index rebalance the high score stocks are allocated large
weights. At the monthly update of the scores, those weights were no longer associated with the high
scores. As the scores increasingly deviated from the rebalance configuration, their alignment with the
weights decreased further, resulting in continuous decay of index exposure.
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For Low Volatility, the opportunity set evolved much more slowly, making alignment easier to maintain
between reviews.

This distinction is important because it changes how we think about reviews.
Reviews do not simply restore exposure after drift has occurred.
They refresh exposure to an evolving opportunity set.

Implication for index design

Our findings suggest that the frequency of review should not be treated as a mere operational decision.

Factors whose defining characteristics evolve rapidly may require more frequent refreshes if maintaining
exposure to them is the objective. Monotonic decay of the targeted exposures and its alignment with the
decay of score correlation relative to the latest rebalance suggest that the annual turnover may be
unaffected by increased frequency of the rebalance.

Factors with highly persistent signals can tolerate longer review intervals while maintaining similar levels
of exposure.

The relevant design question is therefore not:

How often should an index be rebalanced?

but rather:

How quickly does the underlying signal evolve?

The answer determines how quickly exposure decays and how frequently it must be refreshed.

Conclusion

Exposure decay is often described as a consequence of changing constituent weights.
Our analysis points to a more fundamental explanation.
The persistence of factor exposure depends critically on the persistence of the underlying signal.

Momentum and Low Volatility provide two contrasting examples of the phenomenon. One signal evolves
rapidly and requires frequent refreshing of the index weights. The other remains largely intact between
reviews.

More broadly, factor indices should not be evaluated solely by the exposures they target at rebalance.
They should also be evaluated by how long those exposures survive.

Rebalance creates exposure. Signal persistence determines whether that exposure survives.

FTSE Russell
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