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Factor Investing 101:
An Actionable Guide for Every Investor
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Housekeeping

• Ask Questions
• Polls
• Survey
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ETF Trends Principal Global Equities Principal Global Investors
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Principal is a global investment management leader 
offering asset management, retirement services and 
insurance solutions to institutional clients, businesses and 
individuals

Founded in 1879 and a member of the Fortune 500®; 
Nasdaq Listed (“PFG”)

Serving pension and institutional clients since 1941, 
now spanning over 80 countries

As of June 30, 2019. 
See Important Information page for AUM description. Due to rounding, figures 
and percentages shown may not add to the totals or equal 100%. 
1Other asset management entities of Principal Financial Group includes 
Principal Bank, assets managed by segments of the insurance company and 
sub-advised assets within the Retirement and Income Solutions (RIS) 
segment. 
2Unaffiliated sub-advisors. 

Benefit from the 
strength and 
diversity of our 
parent company, 
Principal®

$696.2B

Principal Financial Group

Principal Global 
Investors
62%

Other entities of 
Principal1
24%

Third party 
asset managers2

14%
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Rapid growth of strategic beta investing

Source: Morningstar and Principal Global Equities. As of 7/30/2019. Data shows AUM in non cap-weighted strategic beta equity ETF AUM. 
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Polling

What is your familiarity with factor-investing?

‣ Expert (factor investing is a core tenant of how I build portfolios)

‣ Experienced (allocating to factors in some portfolios for +3 years)

‣ New adopter (recently allocating to factors over the past year)

‣ Interested (considering factor allocation)
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Factor 
fundamentals
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Factors 
are drivers 
of return
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Four criteria for successful factor investing

Source: Principal Global Equites. 
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Commonly accepted equity factors

Factors Inputs

Value Book yield, earnings yield, cash-flow yield

Quality Profitability, healthy balance sheets

Momentum 3-12 month price appreciation

Size Small-cap stocks

Volatility Low-volatility stocks

Seeks return through 
outperformance

Seeks return through 
risk mitigation
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Each factor performs differently 

Data source: Fama-French Long/Short Global Portfolios Kenneth French Website (mba.tuck.dartmouth.edu/pages/faculty/ken.french). These are current views and opinions of 
Principal Global Investors and are subject to change. Quality is represented as Fama-French Profitability factor. Data is 10/31/1995 – 12/31/2017.

Rolling annualized 5-year factor performance 
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Four factors commonly used to generate return through outperformance
Value Quality Momentum Size
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Factors are attractive for long-term investors

Data source: Fama-French Long/Short Global Portfolios Kenneth French Website (mba.tuck.dartmouth.edu/pages/faculty/ken.french). These are current views and opinions of 
Principal Global Investors and are subject to change. Quality is represented as Fama-French Profitability factor. Data is 10/31/1990 – 12/31/2017.
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Four factors commonly used to generate return through outperformance
Value Quality Momentum Size

Cumulative factor performance 
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Using multiple factors drives excess return

Principal pays the index provider, Nasdaq, an annual license fee, which is based on the net asset value of the ETF. Analysis includes pre-inception performance for the period 
5/1/2003 – 8/31/2016 (the last full month of data prior to inception). The Nasdaq US Small Cap Select Leaders IndexSM performance shown is the performance data published by the 
index provider, adjusted to reflect the fees of the ETF. The inception date of the index is 9/19/2016. The ETF is a new product and any performance prior to the date of the index 
inception is hypothetical. All performance prior to this date represents pre-inception index performance data (“PIP”) and is reflected in the table above. Actual performance is reflected 
in the table in this presentation. Pre-inception index performance results are based on criteria applied retroactively with the benefit of hindsight and knowledge of factors that may 
have positively affected its performance and cannot account for all financial risk that may affect the actual performance of the ETF(s). The actual performance of the ETF may vary 
significantly from the PIP data. PIP does not account for factors such as: transaction costs, liquidity, and other market factors. Had these factors been accounted for, actual 
performance would have been lower. Past performance is no guarantee of future results. 
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Pre-inception performance of Nasdaq US Small Cap Select Leaders IndexSM versus actual performance of Russell 2000® Index
Pre-inception performance analysis for the period 5/1/2003 – 8/31/2016 (last full month of data prior to inception)
Growth of $1,000 chart  |  Hypothetical Index comparative results

Russell 2000® IndexSize + Value + Quality + Momentum
Nasdaq US Small Cap Select Leaders IndexSM

6.69% 
Annual excess return of the 

Nasdaq US Small Cap 
Select Leaders IndexSM
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Polling

How are you allocating to factors in investor portfolios? 
Select all that apply.

‣ Replacement for core holdings

‣ Complement for core holdings

‣ Tactical exposure

‣ Not yet allocating
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Allocating to 
factors in 
portfolios
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Investors are now blurring the lines 
of alpha and beta by using factors

Shown for illustrative purposes only. 

Traditional approach
Credit goes to 

the stock picker 
for excess returns (alpha) 
above the market (beta).

Modern approach
Credit goes to 

thoughtful allocation to factor exposure
for excess returns (alpha) 
above the market (beta).

Alpha

Beta

Risk-free

Alpha

Factor Beta

Beta

Risk-free
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Principal’s application of factor investing

Source: Principal Global Equities. Shown for illustrative purposes only. 

Value Core Growth

Mid

Small

Large
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low-
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Quality 
growth

or 

Sustainable 
momentum 

Sustainable 
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or

Deep
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Principal factor-based ETFs

Ticker Factor definitions
Net / Gross 
Expense Ratio

USMC Mega-cap, low-volatility tilt 0.12% / 0.15%

PVAL Deep value (book yield) 0.29%

PY Sustainable value (cash-flow yield) 0.29% / 0.40%

PMOM Sustainable momentum 0.29%

PSET Quality growth 0.29% / 0.40%

PSC Small-cap, multi-factor 0.38%
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Using factors as a core replacement

Shown for illustrative purposes only. 

PSC
Principal U.S. Small-Cap 
Multi-Factor Index ETF 
0.38% expense ratio

Value Core Growth

Large

Mid

Small

Size + Value + Quality + Momentum



For financial professional use only. Do not distribute to the public.
20

Use factors to mitigate risk or 
fill a portfolio gap

As of 06/30/2019 the net/gross expense ratio is 0.12%/0.15%. The investment adviser has contractually agreed to reduce total annual fund operating expenses for the Fund by 
waiving a portion of its management fee, or reimbursing the Fund, to the extent that total expenses exceed 0.12% (excluding interest expense, expenses related to fund investments, 
acquired fund fees and expenses, and other extraordinary expenses) expressed as a percent of average net assets on an annualized basis. It is expected that the expense limit will 
continue through the period ending 10/31/2019; however, Principal Exchange-Traded Funds and the investment adviser may mutually agree to terminate the expense limit prior to the 
end of the period.

USMC
Principal U.S. Mega-Cap 
Multi-Factor Index ETF

0.12% net expense ratio

Low-volatility tilt

Value Core Growth

Large

Mid

Small
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Potential for excess return with 
risk mitigation

Principal pays the index provider, Nasdaq, an annual license fee, which is based on the net asset value of the ETF. The Nasdaq US Mega Cap Select Leaders 
IndexSM performance shown is the performance data published by the index provider, adjusted to reflect the fees of the ETF. The inception date of the index is 
6/26/2017. The ETF is a new product and any performance prior to the date of the index inception is hypothetical. All performance prior to this date represents pre-
inception index performance data (“PIP”) and is reflected in the table above. Actual performance is reflected in the table in this presentation. Pre-inception index 
performance results are based on criteria applied retroactively with the benefit of hindsight and knowledge of factors that may have positively affected its 
performance and cannot account for all financial risk that may affect the actual performance of the ETF(s). The actual performance of the ETF may vary 
significantly from the PIP data. PIP does not account for factors such as: transaction costs, liquidity, and other market factors. Had these factors been accounted 
for, actual performance would have been lower. Past performance is no guarantee of future results. 

Pre-inception performance of Nasdaq US Mega Cap Select Leaders IndexSM versus actual performance of S&P 500® Index
Pre-inception performance analysis for the period 5/31/2001 – 5/31/2017 (last full month of data prior to inception)
Pre-inception date performance and risk profile  |  Hypothetical Index comparative results

Performance profile ending 5/31/2017 1-year 3-year 5-year 10-year 5/1/2001 – 5/31/2017 

Annualized return 16.31% 10.23% 14.99% 8.02% 6.59%

S&P 500® Index annualized return 17.47% 10.13% 15.41% 6.93% 6.28%

Annualized excess return vs S&P 500® Index -1.16% 0.11% -0.42% 1.09% 0.31%

Up-market capture N/A 94.20% 95.94% 91.24% 89.19%

Down-market capture N/A 88.38% 94.30% 84.21% 85.65%

Risk profile ending 5/31/2017 1-year 3-year 5-year 10-year 5/1/2001 – 5/31/2017 

Standard deviation 5.97% 9.70% 9.32% 13.29% 12.81%

S&P 500 Index® standard deviation 5.89% 10.23% 9.56% 15.16% 14.26%

Beta 0.90 0.92 0.95 0.86 0.87

Sharpe ratio 2.67 1.04 1.59 0.56 0.41

S&P 500 Index® Sharpe ratio 2.90 0.97 1.60 0.42 0.35
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A barbell approach to combining 
two factor-based strategies

Source: Principal Global Equities. For illustrative and informational purposes only. Hypothetical portfolio is comprised of 65% Nasdaq US Mega Cap Select Leaders IndexSM and 35% 
Nasdaq US Small Cap Select Leaders IndexSM TR and includes pre-inception performance for the period 1/1/2004 – 12/31/2015 (the last full year of data prior to inception of the 
Nasdaq US Small Cap Select Leaders IndexSM). Assumes monthly rebalancing. The Nasdaq US Small Cap Select Leaders IndexSM performance shown is the performance data 
published by the index provider, adjusted to reflect the fees of the ETF. The inception date of the index is 9/19/2016. The Nasdaq US Mega Cap Select Leaders IndexSM TR USD 
performance shown is the performance data published by the index provider, adjusted to reflect the fees of the ETF. The inception date of the index is 6/26/2017. The ETFs are new 
products and any performance prior to the date of the index inception is hypothetical. All performance prior to this date represents pre-inception index performance data (“PIP”) and is 
reflected in the table above. Actual performance is reflected in the table in this presentation. Pre-inception index performance results are based on criteria applied retroactively with 
the benefit of hindsight and knowledge of factors that may have positively affected its performance and cannot account for all financial risk that may affect the actual performance of 
the ETF(s). The actual performance of the ETFs may vary significantly from the PIP data. PIP does not account for factors such as: transaction costs, liquidity, and other market 
factors. Had these factors been accounted for, actual performance would have been lower. Past performance is no guarantee of future results. Principal pays the index provider, 
Nasdaq, an annual license fee, which is based on the net asset value of the ETF.

› Historical excess 
return 2.9%

› Same risk as the 
S&P 500® Index

› Modest increase in 
fees and costs

› Simple to implement
(two strategies)

› Reasonable tracking 
error of 2.3%

Pre-inception performance of hypothetical portfolio versus actual performance of S&P 500® Index TR
Combining mega-cap and small-cap factor-based strategies can potentially lower volatility profile

Nasdaq US Mega Cap Select Leaders Index

Nasdaq US Small Cap Select Leaders Index

S&P 500 Index

Efficient frontier

65% Nasdaq US Mega Cap Select Leaders IndexSM

35% Nasdaq US Small Cap Select Leaders IndexSM
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Now you know factor fundamentals. 
What’s next?

Factors are 
easy to  

implement

You are already 
a factor 
investor

Not all factor 
solutions are 

the same
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Polling

Do you plan to add or initiate a position in any of the following 
Principal factor-based ETFs over the next 6 months? 
Select all that apply.

‣ PSC: Size + Value + Quality + Momentum

‣ USMC: Mega-cap, low-volatility tilt

‣ Other Principal factor-based ETFs

‣ Need to learn more
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Questions?

Please submit your questions using the Q&A box.

Mustafa Sagun, 
Ph.D., CFA

Matthew Cohen

Chief Investment Officer Senior ETF Specialist
Principal Global Equities Principal Global Investors
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Important information
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Principal U.S. Mega-Cap Multi-Factor Index ETF (USMC)

As of 06/30/2019 the net/gross expense ratio is 0.12%/0.15%3. 
Performance data quoted represents past performance. Past performance is no guarantee of future results and investment returns, and 
principal value of the Fund will fluctuate so that shares, when redeemed, may be worth more or less than their original cost. Current 
performance may be higher or lower than the performance quoted. Visit principaletfs.com for current month-end performance. 
Source: Morningstar, State Street. 
Total returns for periods longer than one year are average annual total returns. Total returns shown for periods of less than one year are not annualized. 
1 The 30-Day SEC yield represents net investment income earned by a fund over a 30-day period, expressed as an annual percentage rate based on the 
fund’s share price at the end of the 30-day period. It is calculated based on the standardized formula set forth by the SEC. It is designed to standardize 
the yield calculation so that all exchange traded fund companies with the same or similar portfolios use a uniform method to obtain yield figures. 
Unsubsidized yield reflects what the SEC yield would be if the investment company were not waiving a portion of the Fund’s expense ratio. Subsidized 
yield would reflect a Fund’s yield incorporating all expense ratios waivers. 
2 As of 07/01/2019. The distribution yield is calculated by annualizing actual dividends distributed for the dividend period (monthly, quarterly, etc.) ending 
on the most recent dividend distribution date and dividing by the net asset value for the same date. The yield does not include long- or short-term capital 
gains distributions.
3 The investment adviser has contractually agreed to reduce total annual fund operating expenses for the Fund by waiving a portion of its management 
fee, or reimbursing the Fund, to the extent that total expenses exceed 0.12% (excluding interest expense, expenses related to fund investments, acquired 
fund fees and expenses, and other extraordinary expenses) expressed as a percent of average net assets on an annualized basis. It is expected that the 
expense limit will continue through the period ending 10/31/2019; however, Principal Exchange-Traded Funds and the investment adviser may mutually 
agree to terminate the expense limit prior to the end of the period.

Total returns (%) Yields (%)

USMC inception 
10/11/2017 3-month Year-to-

date 1-year Since 
inception 

30-day SEC
(subsidized)1

30-day SEC
(unsubsidized)1

Distribution 
yield2

Net asset value (NAV) return 3.84 16.36 14.32 11.05 2.07 2.05 2.23

Market price return 3.92 16.09 14.25 11.05 N/A N/A N/A

Nasdaq US Mega Cap Select 
Leaders IndexSM 3.89 16.51 14.56 11.36 N/A N/A N/A

S&P 500® Index 4.30 18.54 10.42 10.72 N/A N/A N/A

Performance history (as of June 30, 2019)
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Principal U.S. Small-Cap Multi-Factor Index ETF (PSC)
Performance history (as of June 30, 2019)

As of 06/30/2019 the net/gross expense ratio is 0.38%. 
Performance data quoted represents past performance. Past performance is no guarantee of future results and investment returns, and 
principal value of the Fund will fluctuate so that shares, when redeemed, may be worth more or less than their original cost. Current 
performance may be higher or lower than the performance quoted. Visit principaletfs.com for current month-end performance. 
Source: Morningstar, State Street. 
Total returns for periods longer than one year are average annual total returns. Total returns shown for periods of less than one year are not annualized. 
1 The 30-Day SEC yield represents net investment income earned by a fund over a 30-day period, expressed as an annual percentage rate based on the fund’s 
share price at the end of the 30-day period. It is calculated based on the standardized formula set forth by the SEC. It is designed to standardize the yield 
calculation so that all exchange traded fund companies with the same or similar portfolios use a uniform method to obtain yield figures. Unsubsidized yield 
reflects what the SEC yield would be if the investment company were not waiving a portion of the Fund’s expense ratio. Subsidized yield would reflect a 
Fund’s yield incorporating all expense ratios waivers. 
2 As of 07/01/19. The distribution yield is calculated by annualizing actual dividends distributed for the dividend period (monthly, quarterly, etc.) ending on the 
most recent dividend distribution date and dividing by the net asset value for the same date. The yield does not include long- or short-term capital gains 
distributions.

Total returns (%) Yields (%)

PSC inception 
9/21/2016 3-month Year-to-

date 1-year Since 
inception 

30-day SEC
(subsidized)1

30-day SEC
(unsubsidized)1

Distribution 
yield2

Net asset value (NAV) return 1.30 13.53 -4.84 9.74 1.51 1.51 0.96

Market price return 1.21 13.65 -4.84 9.74 N/A N/A N/A

Nasdaq US Small Cap Select 
Leaders IndexSM 1.42 13.82 -4.47 10.23 N/A N/A N/A

Russell 2000® Index 2.10 16.98 -3.31 10.14 N/A N/A N/A
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Important information

Glossary

Alpha
Excess return of an investment relative to a market index or 
benchmark that represents the market's broader movements.

Beta
An investment's sensitivity to market movements.

Down-market capture
Generally thought to show whether a given fund has outperformed –
lost less than a broad market benchmark during periods of market 
weakness, and if so, by how much. Down-market capture ratios are 
calculated by taking the fund's monthly return during the periods of 
negative benchmark performance and dividing it by the benchmark 
return.

Excess Return
The difference between an investment option's return and the return of 
an external standard such as a passive index.

Sharpe Ratio
Measures how an investment balances risks and rewards. The higher 
the Sharpe ratio, the better the investment's historical risk-adjusted 
performance.

Standard Deviation
Measures how much an investment's returns are likely to fluctuate.

Up-market capture
Generally thought to show whether a given fund has outperformed –
gained more than a broad market benchmark during periods of market 
strength, and if so, by how much. Up-market capture ratios for are 
calculated by taking monthly return during months when the 
benchmark had a positive return and dividing it by the benchmark 
return during that same month. 
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Important information

Carefully consider a fund’s objectives, risks, 
charges, and expenses. For a prospectus, or 
summary prospectus if available, containing 
this and other information, visit 
PrincipalETFs.com or call Sales Support at 
800-787-1621. Please read it carefully before 
investing.

Risks

Asset allocation and diversification do not ensure a profit or protect 
against a loss. Investing in ETFs involves risk, including possible loss 
of principal. ETFs are subject to risk similar to those of stocks, 
including those regarding short-selling and margin account 
maintenance.

Investor shares are bought and sold at market price (not NAV) and are 
not individually redeemed from the Fund. Ordinary brokerage 
commissions apply.

Risks specific to:

PMOM Principal Sustainable Momentum Index ETF: Mid-cap 
stocks may have additional risks, including greater price volatility. 
Stocks that previously exhibited high momentum characteristics may 
not experience positive momentum or may experience more volatility 
than the market as a whole. In addition, there may be periods when 
momentum style is out of favor, during which the investment 
performance of a Fund that uses momentum based strategies may 
suffer.

PSET Principal Price Setters Index ETF, PY Principal Shareholder 
Yield Index ETF and PVAL Principal Contrarian Value Index ETF: 
Mid-cap stocks may have additional risks, including greater price 
volatility.

PSC Principal U.S. Small-Cap Multi-Factor Index ETF: Small-cap 
stocks may have additional risks including greater price volatility.

USMC Principal U.S. Mega-Cap Multi-Factor Index ETF: Equity 
investments involve greater risk, including heightened volatility, than 
fixed income investments.
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Important information

Indices

PMOM Principal Sustainable Momentum Index ETF seeks to track 
the Nasdaq US Sustainable Momentum IndexSM, which is designed to 
provide exposure to equity securities of mid- to large capitalization 
companies within the Nasdaq US Large Mid Cap IndexSM that exhibit 
strong price momentum.

PSET Principal Price Setters Index ETF seeks to track the Nasdaq 
US Price Setters IndexSM, which is designed to provide exposure to 
equity securities of large capitalization U.S. issuers. The index focuses 
on U.S. companies with sustainable pricing power, consistent sales 
growth, high/stable margins, quality earnings, low volatility, and high 
levels of profitability.

PSC Principal U.S. Small-Cap Multi-Factor Index ETF seeks to track 
the Nasdaq US Small Cap Select Leaders IndexSM, which is designed 
to provide exposure to companies within the Nasdaq US Small Cap 
IndexSM that exhibit high degrees of sustainable shareholder yield, 
pricing power, and strong momentum.

PVAL Principal Contrarian Value Index ETF seeks to track the 
Nasdaq US Contrarian Value IndexSM, which is designed to provide 
exposure to the balance sheet value risk premia of companies within 
the Nasdaq US Large Mid Cap IndexSM, while attempting to avoid 
those companies that exhibit value traps.

PY Principal Shareholder Yield Index ETF seeks to track the Nasdaq 
US Shareholder Yield IndexSM, which is designed to provide exposure 
to equity securities of mid- and large capitalization U.S. issuers. The 
index focuses on U.S. companies with sustainable shareholder yield, 
strong cash flow generation, and capacity to increase dividends and/or 
buybacks.

USMC Principal U.S. Mega-Cap Multi-Factor Index ETF seeks to 
track the Nasdaq US Mega Cap Select Leaders IndexSM, which 
provides exposure to the largest U.S. companies within the Nasdaq US 
500 Large Cap IndexSM with a tilt to lower volatility companies.

S&P 500® Index includes 500 leading companies in industries of the 
US economy. It was first published in 1957. Information regarding the 
comparison to the S&P 500® Index is available upon request.

Russell 1000® Index measures the performance of the 1,000 largest 
companies in the Russell 3000® Index. Information regarding the 
comparison to the Russell 2000® Index is available upon request.

Russell 2000® Index measures the performance of the 2,000 smallest 
companies in the Russell 3000® Index. Information regarding the 
comparison to the Russell 2000® Index is available upon request.
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Important information

Information regarding the indexes presented in this material, including 
the calculation methodology used, is available upon request.

Unless otherwise noted, index performance information reflects no 
deduction for fees, expenses, or taxes. Indices are unmanaged and 
individuals cannot invest directly in an index.

Although Principal Global Investors, LLC was responsible for the 
creation of the initial base methodology utilized by Nasdaq to create 
the respective underlying indices, Nasdaq was solely responsible for 
the creation of each index and maintains the intellectual property rights 
to the final methodologies utilized. Further, Nasdaq is solely 
responsible for the ongoing maintenance, calculation and 
administration of each index.

Principal Global Investors leads global asset management at 
Principal® and includes the asset management operations of the 
following members of Principal®: Principal Global Investors, LLC; 
Principal Real Estate Investors, LLC; Principal Real Estate Europe 
Limited and its affiliates; Spectrum Asset Management, Inc.; Post 
Advisory Group, LLC; Columbus Circle Investors; Finisterre Capital, 
LLP; Origin Asset Management, LLP; Claritas Investimentos; Principal 
Global Investors (Europe) Limited; Principal Global Investors 
(Singapore) Ltd.; Principal Global Investors (Australia) Ltd.; Principal 
Global Investors (Japan) Ltd.; Principal Global Investors (Hong Kong) 
Ltd., and include assets where we provide model portfolios. Marketing 
assets under management include certain assets that are managed by 
Principal International and Retirement and Income Solutions divisions 
of Principal. All figures shown in this document are in US dollars unless 

otherwise noted. All assets under management figures shown in this 
document are gross figures and may include leverage, unless 
otherwise noted. Assets under management may include model-only 
assets managed by the firm, where the firm has no control as to 
whether investment recommendations are accepted, or the firm does 
not have trading authority over the assets.

Unless otherwise noted, the information in this document has been 
derived from sources believed to be accurate as of the date of 
publication. Information derived from sources other than Principal 
Global Investors or its affiliates is believed to be reliable; however, we 
do not independently verify or guarantee its accuracy or validity. 

ALPS Distributors, Inc is the distributor of the Principal ETFs. ALPS 
Distributors, Inc and Principal Funds are not affiliated.

© 2019 Principal Financial Services, Inc. Principal, Principal and 
symbol design and Principal Financial Group are registered 
trademarks and service marks of Principal Financial Services, Inc., a 
Principal Financial Group company. Principal Global Investors leads 
global asset management at Principal®. Principal Global Equities and 
Global Systematic Solutions (GSS) are a specialized investment 
management groups within Principal Global Investors.

MM10816  |  09/2019  |  928386-112019  |  PRI000685-092021
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Thank You


