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Invesco Perpetual Enhanced Index funds
Bringing investment skill to index investing

Invesco Perpetual believe that enhanced index funds can bring investment
skill and expertise to the world of index investing to deliver a better
return for investors.
What are enhanced index funds?
Enhanced index funds provide investors with index-like exposure while seeking to
outperform the index, after fees, over a full market cycle. These funds sit on the
spectrum between index tracker funds at one end and actively managed, unconstrained
funds at the other.
We provide a range of four enhanced index funds, each offering a different regional exposure:
–
–
–
–

Invesco Perpetual UK Enhanced Index Fund
Invesco Perpetual European ex UK Enhanced Index Fund
Invesco Perpetual Global ex UK Enhanced Index Fund
Invesco Perpetual US Enhanced Index Fund

Managed by the Invesco Quantitative Strategies (IQS) team, the funds are built using
a systematic and structured process. By adhering to index characteristics such as
country, sector, company size and currency exposure, but with the addition of rulesbased investment skill to add value, they aim to deliver an index-like experience with the
potential to outperform over a full market cycle.
Why consider our Enhanced Index funds?
The funds can offer a number of benefits and have the potential to make a valuable
contribution to investors’ portfolios:
–	
Target index outperformance
	The funds aim to achieve long term capital growth and outperform their relevant
index net of fees1 – over a full market cycle.2
 roven investment process
– P
	Quantitative screening and monitoring of over 3,000 stocks globally produce
‘optimal’ portfolios which offer an ‘index-like experience’
–	
Effective risk management
	The highly disciplined and repeatable investment process is based on a rigorous
stock selection model and risk management
– A
 ccessible
	As daily priced funds, investors can buy, sell or switch shares in the funds on any
UK business day
–	
Strong, experienced investment team
	The IQS team are one of the pioneers in enhanced index investing. Constantly
looking for improvements in the stock selection and portfolio construction process,
they have a wealth of experience in factor based investing techniques

	Fees include ongoing charges and portfolio management costs.
	There is no guarantee that the funds will achieve their target and investors may not
get back the full amount invested.

1
2
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Investment team
Three decades of experience

For over 30 years the pioneering Invesco
Quantitative Strategies (IQS) team has
been successfully managing a range of
funds – including enhanced index – using
quantitative techniques. With an innovative
approach and a proven track record, the
team consists of more than 40 professionals
who bring a range of skills and in-depth local
market knowledge to their core research
and portfolio management functions.
Average tenure within the team is 12 years,
with an average industry experience of
18 years (see Appendix). Assets under
management totalled over £23.5bn as at
30 June 2016.

Portfolio management
Responsible for the portfolio optimisation and implementation
of all funds under their management, this team consists of
around 20 investment professionals. All transactions are initiated
by this team, who are also accountable for transaction cost
management. The team is also responsible for fund performance
and investment communication.
Research
This team of over 20 research analysts is responsible for the
maintenance and development of the quantitative models and
designing and programming the team’s proprietary database.
Part of a global asset manager
The IQS team are part of Invesco Ltd., one of the world’s
leading global investment firms. Solely focused on investment
management, Invesco offers diversified investment strategies
which are managed across various worldwide investment centres,
each of which focus on distinct asset classes, investment styles or
regional expertise.

Investment philosophy
Adding value through the systematic use of fundamental
and behavioural insights
The investment team’s philosophy is
based on translating the fundamental
and behavioural finance insights of their
research team into portfolios through a
systematic and structured process that
combines these insights with rigorous risk
control. The team believes that financial
markets are subject to behavioural biases
which they seek to exploit with their stock
selection model.

The stock selection model uses multiple factors in order to rank
the attractiveness of individual stocks. These factors are grouped
into four concepts:
–
–
–
–

Earnings expectations – how are expectations changing?
Market sentiment – what is market sentiment telling us?
Management and quality – what is management doing?
Value – how attractive are valuations?

Please see page 05 for more details on the concepts.
Each concept can be considered to represent one particular
fundamental and/or behavioural bias of the stock market.
The entire investment process, including the factors used for
stock ranking, is subject to continuous evolution by the team
to stay ahead of markets and the competition.
For our enhanced index strategies, the team’s process seeks to
build portfolios that share the broad top-down characteristics
of the benchmark index selected from a wide range of stocks.
Starting with the relevant index, they look at its aggregated
characteristics (for example, country, sector, company size and
currency exposure) and how they can deliver that same ‘index
experience’ from a selection of the most attractive stocks as
identified by the stock selection model.
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Five-step investment process

Our enhanced index funds are constructed using a range of
stock characteristics, or factors, and are not solely based on
market capitalisation weighting. The team believe that by
studying the equity markets in a systematic and structured
way they can identify the factors that best predict future
returns, providing the potential for index outperformance.
The team believe that one of the major advantages of a
quantitative investment process is that research is conducted
on all stocks in the investment universe. The investment
process uses a proprietary stock selection model to rank the
stocks from the most attractive to the least attractive within
the investible universe. The portfolios are then constructed
considering all individual stock ratings, risk forecasts,
transaction cost forecasts and portfolio guidelines.
The investment process is clearly structured and
highly disciplined.

1. Investible universe
	The investible universe is based on the MSCI
World ex UK benchmark and covers approximately
3,000 stocks. In addition to meeting minimum
liquidity and capitalisation requirements, a stock
must be listed on a stock exchange that is within
the benchmark universe; those stocks within the
universe are then eligible for selection.
The stocks held in each fund will primarily be those
of the relevant index, although there is flexibility
for a proportion of the stocks held to be taken from
outside of the index.
2. Stock rating
	This process is designed to identify attractive
and unattractive stocks by providing an impartial
assessment of the expected relative price performance
of each stock. This is achieved using the team’s
proprietary stock selection model which has a proven
track record of over 30 years. The process ranks
the whole universe according to what the team
consider to be fundamental and behavioural
drivers of relative stock pricing. The team believe
the model (Figure 1) is enhanced by the relatively
low correlation between the factors used.
	Each of the four concepts in the model determines the
ranking of individual stocks relative to the universe.
The concepts all have sound investment rationales,
which gives the investment team confidence that
they can continue to work as well in the future as
they have in the past.

Figure 1
Stock selection model
Investible universe
Concepts

Earnings
expectations
How are expectations
changing?

Factors3
Quantifiable
Predictive
Complementary

– 	Earnings momentum
– 	Earnings revisions
– 	Cashflow surprise
– 	Revisions against
trend

Stock rating

Source: Invesco, as of 30 June 2016.
3
	Not all factors are used in all regions (see Figure 2).
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Market
sentiment
What is market sentiment
telling us?
– 	Price momentum
– 	Long term reversal
– 	Short term reversal
– 	Short interest

Management
and quality
What is management
doing?
– 	Net external financing
– 	Net asset growth
– 	Capital efficiency
– 	Fundamental
health score
– 	Liability payback
horizon

Value

How attractive are
valuations?
– 	Cashflow yield
– 	Gross profit yield
– 	Earnings yield
– 	Dividend yield

The investment rationales for each concept are:
Earnings expectations
Analysts are generally able to forecast the
direction of an earnings change, but not
necessarily its magnitude. The investment
team uses the Institutional Brokerage
Estimate Service (IBES) database to predict
the direction of future earnings revisions.
Several factors help explain analysts’
tendency to underestimate the need for
change in their forecast: anchoring plays
an important part, as does the job and
reputational risk of being wildly out, which
can encourage analysts to remain close to
consensus. The ‘revisions against trend’
indicator considers only earnings revisions
against the trend of the stock price: these
revisions tend to be based on proprietary
research with higher conviction often
preceding a change in stock price direction.
Market sentiment
Measures of a company’s short, medium
and long-term performance relative to other
stocks in the universe is a useful indicator.
The investment team examines a number of
behavioural market inefficiencies: investors
have the tendency to sell winning stocks too
early and retain losing stocks for too long in a
bid to realise gains and avoid realising losses.
This favours trend following.
 he team also look at other measures such as
T
short interest, which gauges the proportion
of a company’s stocks sold short by bearish
investors. Short sellers are assumed to be
well-informed investors and, on average,
heavily shorted stocks perform poorly.

Figure 2
Region specific factors

Management & quality
The most important driver to the investment
team is whether a company takes cash
from the market (issuance of bonds
and stocks) or gives cash to the market
(repurchases, repayments and dividends).
This is important as empire-builders tend
to be long-term underperformers as they
overpay for acquisitions and the biggest
projects rarely exceed expectations.
Additionally, companies tend to have
superior knowledge in assessing whether
their stock is expensive or cheap.
 everal measures of corporate health
S
help the investment team to assess the
soundness of a company’s management.
It is also useful to help avoid the most risky
stocks which, in the investment team’s
view, are frequently dominated by risk
seeking investors tending to overestimate
prospects. The team also looks for the
relationship between a company’s cashflow
and its debt: generally high debts relative
to cashflow are typical of either the
confident extrapolation of a stable state
into the distant future – which is likely to be
disappointed – or of high riskiness which is
also likely to disappoint. In addition, firms
with comparatively high cashflow ratios are
plausible takeover candidates.

Europe			Global
ex-UK
UK
US
ex-UK

Earnings momentum
•
•
•
•
Earnings revisions
•
•
•
•
Cashflow surprise			
•
•
Revisions against trend				
•
Price momentum
•
•
•
•
Long-term reversal			
•
•
Short-term reversal				
•
Short interest			
•
•
Net external financing
•
•
•
•
Net asset growth
•
•
•
•
Capital efficiency			
•
•
Fundamental health score		
•		•
Liability payback horizon
•
•		•
Cashflow yield
•
•
•
•
Gross profit yield			
•
•
Earnings yield
•		 •
•
Dividend yield		
•		•

Source: Invesco, as at 30 June 2016.
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Value
Individual stocks are valued relative to the
universe, with the rationale that stocks
that are mispriced experience, over time,
return to fair value. The investment
team’s most important driver is cashflow
yield. Whilst earnings, dividends and, to a
lesser extent, book value are useful when
assessing the valuation of a company,
the strongest yardstick – and the one of
the above least prone to management
influence – is cashflow yield.

Factors employed by the team
are continually developing, and
may have more resonance in
one region than another or may
be used at different times, given
different factors drive market
prices at different times. Figure
2 shows each of the factors
which will have some impact on a
stock’s ranking; the factors used
are differentiated by region so
that local market characteristics
are taken into account.
Each stock in the universe is
evaluated based on the relevant
factors. The result is a ‘weightof-the-evidence’ forecast of the
expected relative return for each
stock, compared to the universe
average for the next month.
This stock rating is updated daily.

3.	
Risk assessment
Risk assessment is undertaken at both a stock
and a portfolio level.
	A proprietary risk model is used and is an integral
part of the portfolio construction process.
	On an stock level, each stock is assessed with
regard to its exposure to the standard risk factors
and the intended risk factors shown in Figure 3.
	The stock risk forecast for each stock is updated
on a daily basis.

4. Portfolio construction
	The Global Portfolio Management System, GPMS
(Figure 4), determines the optimum portfolio
allocation for each stock, taking into account the
team’s stock rating and risk forecasts for each
individual stock, as well as the relevant portfolio
guidelines (see page 09).Trades are only executed
if they enhance expected portfolio performance
after trading-related costs.
The portfolios are optimised as appropriate, usually
on a monthly basis.
Through the optimisation process a portfolio is
created that matches all key index characteristics
– the ‘index experience’ – while also meeting the
relevant portfolio guidelines, such as tracking error.
Risk management is an integral part of portfolio
optimisation. All risk factors are considered with the
target to spend the available tracking error budget
in the ‘intended risk factors’. Figure 5 illustrates the
difference between simply buying the 20% highest
rated stocks of the universe at equal weights versus
applying a portfolio optimisation that considers all
portfolio guidelines.
	The final portfolio review includes verifying data
quality and ensuring that all portfolio guidelines
are met.

Figure 3
Risk factors

Standard risk factors
Countries
Size
Currencies
Volatility
Sectors

Stock selection model
(intended risk factors)
Earnings expectations
Market sentiment
Management and quality
Value

Source: Invesco, as at 30 June 2016.
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5. Trading
	The team believe it is critically important to
manage and monitor transaction costs to
maximize the alpha from their stock selection
model. Within the portfolio optimisation step,
transaction costs are considered versus the
forecasted risk and return, and a trade will only
occur if it has a net positive impact on return.
Orders are executed using Invesco’s global
trading platform.

Figure 4
Global Portfolio Management System
Stock rating

Transaction cost
forecast
Liquidity
Market cap/Free float
Trading venue
Broker fees

Stock risk forecast

Optimisation
through GPMS4

Final portfolio
manager review

Portfolio
guidelines
Tracking error
Individual position size
Beta
Countries
Sectors

Portfolio

Source: Invesco, as at 30 June 2016.
Global Portfolio Management System.

4

Figure 5
Risk management
Tracking error (%)

Style factors
Countries and Currencies
Sector
Stock selection

Top 20% of the universe

Enhanced Index fund

Without optimisation
– Too much risk vs. benchmark
– Too little risk from stock selection

With optimisation
– Risk specification achieved
–	Risk allocated predominantly
to stock selection

3.5

3.0

2.5

2.0

1.5

1.0

0.5

0.0

Source: Invesco. For illustrative purposes only.
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The portfolio
optimisation is an
iterative process; it
is essentially a very
sophisticated process of
trial and error whereby
an algorithm moves
forward making slight
adjustments until an
optimal combination
of expected returns,
forecast risks and
transaction costs
is achieved.

Portfolio guidelines

Risk management is an integral part of the investment process. The
team’s proprietary risk model is used to maintain the same top-down
risk profile (standard risk factors) as the benchmark index. Figure 6
shows the risk parameters used in the portfolio construction process;
these guidelines help limit any unintended structural biases and also
allow the fund managers to effectively hedge any market risk if needed.
Figure 6
Risk parameters5

Invesco Perpetual
UK Enhanced
Index Fund
		

Invesco Perpetual
European ex
UK Enhanced
Index Fund

Invesco Perpetual
Global ex UK
Enhanced
Index Fund

Invesco Perpetual
US Enhanced
Index Fund

Target tracking error6

1.5%

1.0%

1.0%

1.0%

±1.5%

±1.0%

±1.0%

±1.0%

Max individual position

7

Max weight on non-benchmark stocks

10.0%

10.0%

10.0%

10.0%

Max sector exposure7

±1.0%

±1.0%

±1.0%

±0.5%

7

Max country exposure

7

Max beta exposure

7

±1.5%

0.99 – 1.01

±1.0%

0.99 – 1.01

±1.0%

0.99 – 1.01

n/a

0.99 – 1.01

Source: Invesco as at 30 June 2016.
These are internal guidelines only and may be subject to change.
6
	This is not part of the official objective of the fund and there is no guarantee the target will be achieved.
7
	At rebalancing, which normally takes place once a month.
5

Figure 7
Fund facts

Invesco Perpetual
UK Enhanced
Index Fund
		

Invesco Perpetual
European ex
UK Enhanced
Index Fund

Invesco Perpetual
Global ex UK
Enhanced
Index Fund

Invesco Perpetual
US Enhanced
Index Fund

Michael Fraikin and
Alexander Uhlmann
Alexander Uhlmann and Thorsten
		Paarmann

Michael Fraikin and
Alexander Uhlmann

Michael Fraikin
and Glen Murphy

Typical number of stocks

c100

c400

c250

Index

FTSE All Share ex
MSCI Europe
Investment Trusts
ex UK Index
Index (net total return) (net total return)

MSCI World
ex UK Index
(net total return)

S&P 500 Index
(net total return)

Maximum % cash in portfolio

Typically c1%

Maximum holding of small cap stocks

Dependent on the benchmark’s weight in small caps

Fund managers

c150

Maximum ex ante/ex-post volatility	There is no maximum volatility. However, absolute volatility levels are targeted
to be at market level
Liquidity criteria in the stock selection

Liquidity criteria i.e. ATV (Average Trading Volume) are carefully monitored

Hedging policy

All portfolios are unhedged.
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Appendix
Invesco Perpetual Enhanced Index team
Invesco Quantitative Strategies team

Bernhard Langer, CFA, Chief Investment Officer
Research

Portfolio
Management

Portfolio Management
Associates

Michael Abata, CFA
Bob D’ Amore
Eric Cheng, CFA
Dr. Bartholomäus Ende
Michael Fraikin
Stefan Freudenreich, CFA
Xavier Gerard, PhD, CFA
Anna Gulko, CFA
Anne-Marie Hofmann
Dr. Stephan Holtmeier
Satoshi Ikeda
Jochen Jenkner
Dr. Matthias Kerling
Charles Ko, CFA
Dr. Jens Langewand
Edward Leung, PhD
Dr Harald Lohre
Dr. Gangolf Mittelhäuβer
Zhanar Omarova
Sergey Protchenko
Peter Secakusuma
Dr. Margit Steiner

Alexandar Cherkezov
Manuela von Ditfurth
Uwe Draeger
Georg Elsaesser
Su-Jin Fabian
Nils Huter, CFA
Dr. Martin Kolrep
Helena Korczok-Nestorov
Ken Masse, CFA
Brian Morandi, CFA
Anthony Munchak, CFA
Glen Murphy, CFA
Robert Nakouzi
Francis Orlando, CFA
Thorsten Paarmann, CFA
Nicole Schnuderl
Alexander Tavernaro, CFA
Daniel Tsai, CFA
Alexander Uhlmann, CFA
Anne Unflat
Andrew Waisburd, PhD
Donna Wilson
Masayoshi Yoshihara

Jennifer An
Karen Buckley
John Gallop
Tomohide Kawakami
Julian Keuerleber
Joshua Kothe
Jennifer Nerlich
Michael Rosentritt
Carsten Rother

Source: Invesco, as at 30 June 2016. Names in bold are members of the IQS Global
Management Committee (GMT). The GMT is chaired by Bernhard Langer and is
responsible for team governance and sign off on any changes to the investment process.
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Fund managers

Michael Fraikin
Global Head of Research – Invesco Quantitative Strategies based in Frankfurt
Michael joined Invesco in 1997 as portfolio manager for European equities
and has been a director of portfolio management since the formation of
the global quantitative investment team in 2003. Michael was appointed
Head of Research in 2015. He began his investment career in 1991 with
Commerzbank as analyst in the buy side research for European equities and
became deputy head of the quantitative research team in Commerzbank
Asset Management.
Michael received a Bachelor of Arts (Hons) from the University of Reutlingen
and Middlesex University, London in 1990 within the Combined European
Study Program and a M.S. Accounting & Finance from the London School of
Economics, London in 1991.
Glen Murphy
Global Head of Portfolio Management – Invesco Quantitative Strategies
based in Boston
Glen focuses on portfolio construction and trading. He started his investment
career in 1996 at The Boston Company. He joined our company in 1995 as a
portfolio administrator and was promoted to Head of Portfolio Management
Team in 1998. He holds a BA from the University of Massachusetts at
Amherst and an M.S. in Finance from Boston College. Glen holds the
Chartered Financial Analyst® (CFA®) designation and is a member of the
Boston Security Analysts Society. He is also registered with the National
Futures Association (NFA) as an Associated Person of Invesco and as a
Branch Manager.
Thorsten Paarmann
Senior Portfolio Manager – Invesco Quantitative Strategies based in Frankfurt
Thorsten is a member of the Portfolio Management Team and is responsible
for business development, risk control and investment communication. He
started his investment career in 2000 at Cominvest Asset Management
GmbH. He joined our company in 2004. He holds a ‘Diplom Kaufmann
(FH)’ degree from Berlin School of Economics and a Combined European
Study Programme at Anglia Business School, Cambridge. He is a CFA
Charterholder and member of the CFA Society Germany.
Alexander Uhlmann
Director of Portfolio Management – Invesco Quantitative Strategies
based in Frankfurt
Alexander was appointed Director of Portfolio Management in 2015.
He began his investment career as an analyst with Invesco in 1997 and
became a portfolio manager for global equities in 2001. He received a
‘Diplom Betriebswirt (FH)’ degree from Frankfurt School of Finance and
Management, Frankfurt. Alexander is a CFA Charterholder and a member
of the CFA Society Germany.
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Important information
This document is for Professional Clients only and is not for consumer use.
All information as at 28 July 2016, sourced from Invesco Perpetual, unless
otherwise stated.
Where Invesco Perpetual has expressed views and opinions, these may change.
The Invesco Perpetual Global ex UK Enhanced Index, UK Enhanced Index, US Enhanced
Index and European ex UK Enhanced Index funds may use derivatives (complex
instruments) in an attempt to reduce the overall risk of their investments, reduce the
costs of investing and/or generate additional capital or income, although this may not
be achieved. The use of such complex instruments may result in greater fluctuations of
the value of the funds. The Manager, however, will ensure that the use of derivatives
within the funds does not materially alter the overall risk profile of the funds.
For the most up to date information on our funds, please refer to the relevant fund
and share class-specific Key Investor Information Documents, the Supplementary
Information Document, the Annual or Interim Short Reports8 and the Prospectus,
which are available using the contact details shown.
	As the funds below launched on 28 July 2016, the first reports will be issued
on or before the following dates:
Invesco Perpetual European ex UK Enhanced Index Fund: Interim – 30 June 2017;
Annual – 31 December 2017
Invesco Perpetual US Enhanced Index Fund: Interim – 30 April 2017;
Annual – 31 October 2017

8

Invesco Perpetual is a business name of Invesco Fund Managers Limited
Perpetual Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire RG9 1HH, UK
Authorised and regulated by the Financial Conduct Authority
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