
Global macro strategy

Is the bad news priced in?

Financial markets have been driven largely by five factors over the recent year. Considering 
these five drivers of recent market behavior, there is a significant possibility that the market 
is overly pessimistic about the outlook.

The five market drivers are:
1. Slowing US economic growth. Growth has been steadily slowing since the middle of

2018 as the boost from fiscal stimulus has come out of the system. We still believe US
growth is migrating back toward its potential rate of around 1.8%, but that stabilization
has not stopped the market from being concerned about the overall slowing growth
trajectory.1 Slowing US growth has been a headwind for other countries and contributed
to the global growth slowdown across developed (DM) and emerging market (EM)
countries.

2. Global economic policy uncertainty. Uncertainty is high. Political trends are changing the
environment for global policy makers across the globe and, in some instances, are
changing their goals and reaction functions. Uncertainty about policy maker goals and
objectives makes it more difficult for market participants to accurately discount
prospective outcomes and, in our view, has increased volatility in markets. The Global
Economic Policy Uncertainty Index has reached all-time highs over the last year (Figure 1).
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3. Trade conflict. The escalation of trade conflict has been a direct headwind for global
trade volumes, which have been steadily declining. Trade conflict has also impacted
supply chains, increased uncertainty and weighed on investment and capital expenditure
plans. Companies’ natural reaction to trade uncertainty has been to hold off on
longer-term investment plans.

4. Monetary policy interest rates. The steady increase in US policy rates in 2018 was a
headwind for markets that culminated with the sharp market adjustments in the fourth
quarter of 2018. Since then, the US Federal Reserve (Fed) has migrated to a more
dovish stance and cut rates this year, which has been supportive of markets in 2019,
offsetting some of the market headwinds from slowing growth.

5. Central bank balance sheets. Central banks as a group aggressively expanded their
balance sheets to support the global economy from the Global Financial Crisis up to the
end of 2017. Since the end of 2017, however, the “big four” central banks, the Fed,
European Central Bank (ECB), Bank of Japan (BoJ) and the People’s Bank of China
(PBoC), have allowed the aggregate of their balance sheets to shrink (Figure 2). This has
been led by the Fed and the PBoC but has not been offset by the increases at the ECB and
BoJ. This shrinking aggregate balance sheet has been a headwind for the market.

Bad news is priced into the market
The market currently appears priced for slowing global growth and there are worries of 
a possible recession in the US. We believe the US economy will grow at a pace close to 
potential (we expect around 2% per year), driven by the solid labor market, wage growth 
and strong consumer. As an indication of the market’s pessimism on global growth, the 
International Monetary Fund recently revised down its growth estimates for 2019 and 
2020 for both EM and DM economies across the globe. Without a US recession, we do not 
anticipate significant further slowing in global growth.

Economic policy maker uncertainty and trade conflict is here to stay, in our view, but should 
be priced into the market at this point. At the margin, there is also the possibility of some 
good news on this front. The chances of a hard Brexit are falling, and both the US and China 
have incentive to look for some potential wins. The recent mini-deal announced by the US 
and China is a good example.

Policy makers continue to ease. After tightening policy in 2018, global central banks have 
been easing in 2019. The Fed has cut rates and we believe it will continue to cut at its 
meeting at the end of October. Importantly, central bank balance sheets are moving back 
to an expansionary trend, starting now. The ECB has announced more quantitative easing 
(QE) and the Fed balance sheet, which has been steadily shrinking, will likely pivot sharply to 
expansion going forward. The Fed has announced plans to buy USD60 billion of US Treasury 
bills monthly for the near future to support the functioning of the US money markets. The 
Fed has gone to great efforts to characterize this as a technical adjustment, not QE, but a 
balance sheet expansion is a balance sheet expansion, regardless of what you call it.

The combination of avoiding a recession in the US, pricing in bad news globally, and a pivot 
toward easier monetary policy may mark a change in market behavior going forward. 
A reversal of some of the recent market trends is possible. This could include a steepening 
of the US yield curve, reversal of US dollar strength, and solid performance from risky assets 
globally, including EM and equities. In fixed income, longer duration assets have performed 
strongly year-to-date.2 This may change to favor lower duration credit assets going forward.

Global macro strategy (continued)
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Global macro strategy (continued)

Figure 1: Global Economic Policy Uncertainty Index 
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Figure 2: Big four central bank assets 
• Bank of Japan • ECB • US Fed • PBoC
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Source: Bank of Japan, European Central Bank, US Federal Reserve, People’s Bank of China, data from 
Oct. 31, 2008 to Sept. 30, 2019.

Rob Waldner, Chief Strategist and Head of Macro Research

1 Source: Invesco, Oct. 31, 2019.
2 Source: Bloomberg L.P., Global Aggregate Total Return Index Hedged, Jan. 1, 2019 to Oct. 30, 2019.
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Global macro strategy (continued)

Interest rate outlook

US: Underweight. US interest rates offer a poor risk-reward trade-off, in our view. Factors 
that have driven risk aversion over the past several months have shown signs of improving: 
global trade tensions, while still highly uncertain, seem to be heading toward temporary 
resolution and the chances of a hard Brexit have been significantly reduced. Most importantly, 
global growth seems to be bottoming. Improved global growth conditions combined with 
easier financial conditions in the US will likely pave the way for somewhat higher longer-term 
interest rates over the next several months. However, sharp increases in interest rates are 
unlikely until inflation conditions improve, which we view as unlikely in the medium term.

Europe: Underweight. Uncertainty about global trade policy has led to a sharp slowdown in 
European manufacturing and the resilience of the services sector can no longer be taken for 
granted. Despite new ECB easing measures, it is becoming clearer that fiscal policy should 
take over as the main policy instrument to stimulate demand. European government bonds 
sold off in October as positive Brexit news dominated markets and expectations of additional 
ECB rate cuts this year have almost disappeared. We remain tactically short bunds.

China: We are neutral on Chinese government bonds in 4Q 2019. Our view takes into 
account efforts by Chinese policy makers to bolster economic growth with fiscal measures, 
a potential recovery in risk sentiment and seasonal investment patterns. Chinese onshore 
government bonds continue to provide a yield pick-up versus major developed market 
bonds, such as US, German and Japanese bonds. Sentiment and technicals could improve 
if the People’s Bank of China (PBoC) exceeds market expectations and conducts further 
monetary easing through reserve requirement cuts or deeper cuts in the medium-term 
lending facility rate. However, the spike in headline CPI and recovery in some economic 
activity data may limit the central bank’s easing moves in near term.

Japan: Overweight. The Japanese government yield curve has steepened sharply since 
August as the market has priced in a higher probability of short-term rate cuts and a 
reduction in super-long QE buybacks. The market appears to have fully priced this policy 
shift and we believe long-term Japanese government bonds (JGB) offer value. Additional 
cuts to short-term rates will likely boost demand for longer maturities to avoid very negative 
yields and pick up carry. Super-long JGBs also appear attractive on a currency hedged 
basis, in our view. Finally, the deceleration in BoJ JGB purchases is resulting in reduced 
money growth at the same time it is picking up in the US and Europe with the resumption of 
QE. Historically, this has correlated with a stronger yen, which could increase deflationary 
pressures and divert unhedged flows from US Treasuries into JGBs.

UK: Underweight. Valuations appear increasingly expensive, in our view. Assuming the 
Bank of England (BoE) continues to rule out negative interest rates, we believe that gilt 
yields have relatively little downside, even in a no deal Brexit scenario. 

Canada: Neutral. Canadian growth has been steady at around 1.5% but has shown signs 
of stalling lately.1 Consumer spending in particular has been softer, raising questions about 
how durable GDP growth will be. 10-year Canadian sovereign bond yields are back up to their 
July levels at around 1.55%, but we believe Canadian yields should fare better than other 
developed market rates given muted expectations about Bank of Canada (BoC) policy.1
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Global macro strategy (continued)

1 Source: Bloomberg L.P., Oct. 14, 2019.
2 Bloomberg L.P., Oct. 4, 2019.

Australia: Neutral. Valuations appear unattractive, in our view. The market appears to be 
pricing 50 basis points of rate cuts over nine months, which would take rates close to what 
some policymakers have called Australia’s lower bound. However, domestic and global 
growth dynamics do not justify a sharp rise in yields, in our view, with risks still tilted to the 
downside. If the improving housing market feeds through to a broader recovery in demand, 
it will likely justify a change in our stance, as the risks of the Reserve Bank of Australia 
undershooting market pricing will likely increase. 

India: Overweight. Despite a higher than expected inflation print of 3.99% versus a 3.8% 
consensus forecast, inflation is well contained and other economic data point to a softer 
growth outlook.1 The RBI again delivered a 25 basis point rate cut in October, bringing 
cumulative rate cuts to 135 basis points.2 In the meeting minutes, members acknowledged 
broad-based economic slowdown and hinted at a further reduction in the policy rate. On the 
fiscal policy front, even though we expect some slippage in the deficit target given the recent 
corporate tax cut announcement, its overall impact on the rates market should be limited. 
We think recent volatility in 10-year yields has been overdone and expect yields to trend 
lower in the coming months given the benign inflation picture. We believe the steep yield 
curve presents opportunities to pick up rolldown returns.

Figure 3: Global 10-year yields 
• US • UK • Japan • Germany
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Source: Bloomberg L.P., data from Jan. 2, 2015 to Oct. 22, 2019. Past performance is not indicative of future 
results.

Rob Waldner, Chief Strategist and Global Head of Multi-Sector Portfolio Management, 
James Ong, Director-Derivative Portfolio Management, Noelle Corum, Associate Portfolio 
Manager, Reine Bitar, Portfolio Manager, Yi Hu, Senior Analyst, Michael Siviter, Senior Fixed 
Income Portfolio Manager, Brian Schneider, Head of North American Rates Portfolio 
Management, Scott Case, Portfolio Manager, Amritpal Sidhu, Quantitative Analyst
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Global macro strategy (continued)

Currency outlook

USD: Underweight: Three main reasons have caused us to downgrade the US dollar to 
underweight: US growth is likely to slow into the first part of next year while other major 
global economies, such as Europe and China, currently show signs of stabilization. The 
Fed may ease policy over the next several months if the data warrant it, and its balance 
sheet has begun to increase in size again. Other factors that have been causing global risk 
aversion, such as trade tension and Brexit uncertainty, are likely to improve. We expect 
these conditions to lead to US dollar depreciation against most currencies in the near term.

EUR: Overweight. We expect the euro to trade higher over the next three-to-six months. 

Euro area growth has likely bottomed, and while the ECB is likely to continue to ease, other 
central banks are likely to ease more. Events that have increased risk aversion over the past 
several months, such as global trade tensions and Brexit, are likely to recede, which should 
support the euro. 

RMB Neutral: The market has become more optimistic about US-China trade negotiations, 
and the renminbi has appreciated against the US dollar in recent weeks. In the short term, 
the focus will be on the meeting between the two countries’ leaders in November. In the 
medium term, geopolitical headlines have complicated the renminbi’s outlook. We expect 
the currency’s performance to be largely event-driven, presenting binary risks. Markets are 
closely watching further trade-related headlines and investors who are preparing to increase 
allocations to Chinese assets could view renminbi deprecation as a buying opportunity. 
Further concrete progress in US-China trade talks could send the renminbi/US dollar 
exchange rate to 7.0 or below. 

JPY: Overweight. The yen has recently underperformed its normal relationship to interest 
rate differentials as Japanese seasonal demand for foreign assets has weighed on the 
currency. However, valuations are still supportive, in our view, and the increased risk of a 
significant US slowdown is likely to support the yen as a safe haven asset. Slowing BoJ asset 
purchases relative to the ECB and Fed should also reduce the supply of yen relative to euros 
and US dollars, a trend not seen since the pre-Abenomics era. 

GBP: Overweight. The European Union’s (EU) decision to grant the UK an Article 50 
extension to Jan. 31, 2020 has effectively ruled out a no deal Brexit in 2019. The most 
likely scenario is now that the UK will hold a general election in early December. By agreeing 
a deal with the EU in October, Prime Minister Boris Johnson has effectively made this 
revised deal his election platform. Prior to the agreement being reached, it appeared that 
the Conservative party would campaign on a platform that would accept a no deal Brexit 
if the EU would not meet its somewhat unrealistic demands. The election is now far less 
uncertain, with the most likely outcome being a Conservative majority, leading to the 
passing of Johnson’s deal. Alternatively, a Labour, Liberal Democrat and possibly SNP 
coalition win would likely lead to a referendum to choose between a revised Brexit deal or 
remaining in the EU. While reduced no deal risk will likely support sterling in the short-to-
medium term, the fact that Johnson’s deal envisages a more distant trade relationship with 
the EU than Teresa May’s deal, and still leaves open the possibility of a delayed no deal exit at 
the end of the transition period in 2020, will likely cap gains for sterling over the longer-run. 

CAD: Neutral. The Canadian dollar has held up well in an environment of weak global 
growth as it has benefited from available labor as a result of anti-immigration policy pursued 
by the US. Payrolls remain strong and inflation is near the BoC target, allowing the central 
bank to remain on hold. If the market believes the BoC will ease, we would expect the 
Canadian dollar to underperform.
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AUD: Overweight. Strong commodity prices and foreign direct investment inflows are 
moving Australia to an almost unprecedented balance of payments surplus. This should 
support the Australian dollar, despite the country’s historically low level of interest rates. 
The RBA's less pro-active stance toward easing should also limit the extent that interest rate 
differentials move against the Australian dollar. If broader domestic data pick up in line with 
the evidence of a bounce in housing, this should provide a further tailwind for the currency. 
Sustained outperformance of the US dollar will likely require stronger global (especially 
Asian) growth, additional Fed easing and improved global risk sentiment. 

INR: Neutral. The rupee has largely moved sideways in recent weeks. Given a softer 
growth outlook, as corroborated by recent data, a dovish central bank and rich valuations, 
we believe the rupee is unlikely to experience meaningful price appreciation in the near 
term. We believe Indian rates are more attractive from both a carry and price appreciation 
standpoint. We, therefore, remain neutral on the rupee and continue to express our positive 
view in the interest rate market.

Figure 4: Valuations of major currencies compared to purchasing power parity (PPP) 
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Source: Bloomberg L.P., Oct. 23, 2019.

Rob Waldner, Chief Strategist and Head of Macro Research, James Ong, Director Derivative 
Portfolio Management, Noelle Corum, Associate Portfolio Manager, Michael Siviter,  
Senior Portfolio Manager, Yi Hu, Senior Analyst, Brian Schneider, Head of North American 
Rates Portfolio Management, Amritpal Sidhu, Quantitative Analyst



8

Asset class themes

Investment grade (IG): Easier financial conditions are supportive, but trade and 
earnings remain uncertain while new net supply looks reasonable
Rationale
We believe US corporate credit fundamentals should improve across most sectors in the 
coming months. First-half 2019 operating results were pressured by the government 
shutdown, trade policy uncertainty and a stronger US dollar, but earnings growth is still 
positive and we expect companies to increasingly focus on deleveraging. Despite a potential 
delay in our thesis due to trade-related earnings pressure, operating margins remain among 
historical highs despite tariff and labor-related cost pressures which supports improved 
free cash flow metrics. In addition, we are seeing pressure from shareholders to decrease 
leverage and limited investor appetite for below investment grade credit ratings, both of 
which are positive considerations for bondholders.

Macro headline risk remains elevated as hawkish rhetoric from both sides of the US-China 
trade negotiations has injected volatility into credit markets. Though the market appears 
optimistic that a stage one agreement will be reached soon, the timeline remains highly 
uncertain and concrete progress to-date has been slow. Policymakers from both sides have 
adopted more accommodative measures aimed at supporting economic activity that have 
dampened the negative effects on fundamentals to a degree.

Technical conditions for US dollar credit markets remain somewhat mixed in the near- term, 
as both new issue volumes and foreign demand remain robust. Low yields in US Treasuries 
have enticed corporate issuers to opportunistically tender and refinance higher coupon 
debt. While we expect this to continue, low corporate credit yields and elevated equity 
market volatility could also spur additional merger and acquisition (M&A) related issuance, 
adding to the increased supply in the second half of 2019. From a demand perspective, 
foreign investor demand for US IG credit had slowed in recent months following the decline 
in currency-hedged yields, although there has been some demand improvement in the last 
month. While we continue to expect additional new investment grade bond supply, partially 
driven by opportunistic issuance in response to low corporate bond yields, foreign demand 
strength may help credit markets absorb this supply which could prove supportive from a 
technical standpoint.

In Europe, weakening manufacturing data, and political uncertainty continue to plague the 
fundamental outlook. However, European issuers generally carry less debt on their balance 
sheets and are benefiting from negative sovereign yields and strong technical demand 
from yield starved investors. Likewise, we have seen several larger multi-national corporate 
issuers access the European debt markets to fund M&A or refinance maturing or tendered 
bonds, taking advantage of accommodative policies and tight spreads to lower their 
consolidated borrowing costs.

IFI strategy
We retain our neutral credit market stance on the heels of escalating trade concerns, 
uncertain earnings outlooks and the supportive backdrop for market technicals. Following 
the Fed’s September rate cut, policymakers seems keen to maintain as much policy 
flexibility as possible while monitoring the impact of global trade policy on fundamentals. 
That being said, execution risk exists in the timing and magnitude of any future Fed actions. 
We favor Europe and Asia over the US. Key market drivers we are monitoring include 1) 
the pace at which major central banks respond to slower global growth and the impact on 
the US dollar and global credit flows 2) potential US fiscal and regulatory policy changes 3) 
the continued strength and resiliency of the US consumer and 4) the impact of trade policy 
uncertainty with China and Europe on demand, margins, and capital investment and the 
risk of a more destabilizing or prolonged global trade war.

This section highlights the key 
themes driving Invesco Fixed 
Income’s global credit research 
process and views. Themes 
are updated based on evolving 
trends and expectations.

Global investment themes

Global credit themes
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Asset class themes

High yield (HY): Technical backdrop remains strong as valuations hover toward the 
tighter end of historical ranges
Rationale
We remain constructive on high yield as the search for income remains a dominant 
theme. The technical picture remains supportive, although it has weakened recently. 
Early indicators suggest that the US consumer remains in good shape, but companies are 
hesitant to deploy and increase capital expenditure due to trade uncertainty. A potential 
benefit of slower economic growth is that management teams tend to become more 
balance sheet focused, which is positive for creditors. We expect 2019 default rates to 
remain below the historic average. While performance so far this year is unlikely to repeat 
itself in the second half, we think high yield’s strong coupon income bodes well for a 
respectable full-year total return.

IFI strategy
Both technicals and fundamentals remain supportive of high yield. Excluding an exogenous 
event or a turn for the worse on the trade front, we expect high yield to provide strong 
income for the balance of the year.

Emerging markets (EM): EM follows global central banks
Rationale
Prospects for a second half growth re-acceleration have dissipated. Activity and survey 
data decisively point to a global synchronized slowdown. US-China trade and tax policies 
have dampened investment and consumption prospects. Risks of further US antagonism 
with European trading partners, Brexit, and Middle East tensions have increased downside 
risks to growth. Countering these effects has been global monetary easing led by China, 
the US and major G10 countries. EM central banks have followed suit as inflation pressures 
are low and currencies are reasonably well behaved. Given this backdrop, EM fundamentals 
should remain stable, with different economies reflecting varying degrees of resiliency. 

IFI strategy
While we await further clarity on global trade concerns, we continue to favor adding risk 
selectively, focusing on countries that are less externally vulnerable or that have solid 
policy anchors. We believe certain EM high yield credits offer more compelling value than 
investment grade.

US commercial mortgage backed securities (US CMBS): Positioning is key as 
commercial real estate cycle progresses
Rationale
We expect commercial real estate rent growth and property price appreciation to continue. 
However, we believe the pace of appreciation will slow as new supply hinders space 
absorption. Further, we expect growth in e-commerce to remain a headwind for the retail 
property sector. On a positive note, the lower interest rate environment and favorable 
lending conditions should support investor demand. Lending conditions remain broadly 
accommodative across property markets despite moderately tighter credit standards. We 
expect modest new issuance volumes to be absorbed by investors. 

IFI strategy
We believe senior non-agency US CMBS offer attractive carry and, in the near-term, 
potential for incremental spread tightening. In subordinate CMBS, we believe security 
selection will become increasingly important as the real-estate cycle continues to extend. 
We currently prefer seasoned subordinate credits that benefit from embedded property 
price appreciation and declining spread duration.

Global investment themes (continued)
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US residential mortgage backed securities (US RMBS): Valuations have tightened but 
fundamentals still supportive
Rationale
Recent housing data have demonstrated strength across the board, with sales and 
construction metrics beating expectations. These improvements were driven by a decline 
in mortgage rates against the backdrop of a solid labor market and moderating home 
price appreciation. We expect home price appreciation rates to stabilize given improved 
affordability and look for borrower performance to remain strong. US RMBS valuations 
have tightened relative to comparable fixed income credits, however, with spreads in 
most subsectors near post-crisis tights. While technicals appear balanced, they must be 
monitored closely, given a track record of susceptibility to primary market supply.

IFI strategy
We continue to favor AAA rated classes collateralized by non-qualified mortgages for 
limited spread duration and attractive carry. Given elevated call risk associated with 
lower benchmark interest rates and strong collateral performance, we prefer on-the-
run securities priced near par versus seasoned classes at premium dollar prices. Fannie 
and Freddie credit risk transfer securities appear fully valued following recent spread 
tightening, particularly within investment grade classes.

US asset backed securities (US ABS): Benchmark US ABS technical trends supported 
by sound fundamentals, esoteric US ABS spreads biased wider
Rationale
Recent performance has been mixed and, despite broader market volatility, both 
benchmark and non-benchmark US ABS have held up quite well. Primary market supply 
continues to be met with strong investor demand. Positive technical trends are supported by 
favorable consumer fundamentals, near-term collateral performance expectations, rational 
late-cycle underwriting and robust structural features. The rally in corporate spreads and 
recent widening in swap spreads has also strengthened the relative value attractiveness of 
benchmark and non-benchmark US ABS.

IFI strategy
We see value at the top of the capital structure in liquid, amortizing benchmark and certain 
non-benchmark sectors, which continue to benefit from an inverted short-end of the yield 
curve and relatively attractive all-in yields. We also see value in adding certain subordinate 
exposures where structures quickly de-lever. While the relative value proposition for several 
benchmark and non-benchmark US ABS remains, we remain selective in adding esoteric 
US ABS at this stage of the economic cycle, given rising trade uncertainty and higher 
correlation to weakening global fundamentals. Esoteric asset classes appear cheap versus 
corporates, but some could underperform over the near-term.

Sector themes

Commodities: Growth deceleration has softened sentiment and demand
Rationale
Demand for commodities has softened on global growth deceleration, declining 
manufacturing indices, and inventory build-ups. Steel markets have been negatively affected 
by over-heating production in most regions, leading to sharp price declines over the last few 
quarters. Overall sentiment in commodities is particularly negative given late cycle concerns 
and increased tariff-related uncertainties, especially the ongoing US-China trade war.

Shareholder-friendly capital allocation policies, including large dividend pay-outs and share 
repurchase programs have been predominantly neutral for corporate credit profiles, with 
funding often supported by asset sales and/or free cash flow generation. However, these 
shareholder-oriented policies have limited incremental deleveraging capacity over the past 
year as shareholder returns have generally been prioritized over additional debt reduction.

Finally, geopolitical risk remains at the forefront of investors’ minds, notably as it relates to 
oil following the recent attack on Saudi Arabia’s operating facilities. Assuming persistent 
geopolitical tensions, our team anticipates near-term price volatility, particularly given other 
fundamental risks and concerns noted above.

Global investment themes (continued)
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IFI strategy
We favor copper producers and certain Russian steelmakers, which tend to benefit from 
better supply/demand dynamics and more attractive bond valuations. We favor selected 
exploration and production oil companies located in Latin America and Russian oil and gas 
producers. We also remain constructive on certain US exploration and production companies 
with low-cost shale assets and US midstream companies focused on cost of capital 
optimization and active deleveraging to stabilize or maintain investment grade ratings.

Consumer story nuanced globally, monitoring impact of US fiscal policy
Rationale
The solid US labor market and consumer confidence support the consumer sector, but US 
consumers are more value and delivery conscious while international retail demand remains 
uneven, especially as trade tensions build. We are watching the European consumer for 
post-Brexit behavior shifts.

IFI strategy
While we favor internet-resistant and value-based US consumer sectors, such as dollar 
stores and aftermarket auto part retailers, we have become constructive on department 
stores based on valuation and balance sheet discipline. We expect US automotive original 
equipment manufacturers (OEM) sector fundamentals to remain pressured. Longer-term, 
however, we favor the sector on the margin, given our confidence that OEMs will be able 
to maintain an IG profile based on their balance sheet and financial metrics. In EM, we 
have turned slightly more defensive due to a relatively muted growth outlook. We prefer 
investment grade credits with a global footprint and multi-product offering. European auto 
demand has also come under volume pressure, but we hope the worst of the regulatory 
impact is now behind the sector. Large European consumer goods companies are fighting 
low growth with debt funded M&A and capital allocation policies that favor shareholders, 
leading to the slow deterioration of the overall credit quality of the sector. Given tight 
spreads and an uncertain outlook, we remain cautious on this sector

Technology, media and telecommunications (TMT): Mergers and deleveraging in focus
Rationale
Following the approval of both the US Federal Communications Commission and 
Department of Justice for a major telecom merger, we now await the outcome of the 
appeals process slated to start in December. Several states have joined forces to claim that 
the merger creates a less competitive environment which ultimately harms the consumer, 
however, we expect the merger to ultimately be approved with potentially more concessions 
rolled in.

IFI strategy
We prefer exposure to spectrum owners, equipment manufacturers, and tower owners, 
which, we believe, remain well-positioned to benefit from the rollout of 5G.

Michael Hyman, CIO Global Investment Grade and Emerging Markets, Joe Portera,  
CIO High Yield and Multi-Sector Credit, Mario Clemente, Head of Structured Investments

Global investment themes (continued)
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Global credit strategy

Beware the price of disappointment
This section highlights the views 
of Invesco Fixed Income’s credit 
analysts across a broad range of 
fixed income assets managed by 
Invesco.

Strong year-to-date performance in credit markets and the move back toward easing 
by global central banks, risks leading to investor complacency. However, the elevated 
spread dispersion in the US and European high yield markets and some recent expensive 
refinancing activity point to an increasingly bifurcated market and underline the importance 
of active management of credit portfolios. 

As we show in Figures 3 and 4 below, dispersion in high yield markets is at multi-year highs, 
most notably in the lower-rated segment of the euro-denominated indices, suggesting 
greater discrimination among weaker credits.

Given that deteriorating macroeconomic data have been accompanied by upwardly trending 
modified duration (the sensitivity of bond prices to spread moves) at the index level due to 
the issuance of longer tenor bonds, we remain vigilant because the price of disappointment 
appears to be rising, and this could have implications for future returns.

2019 has so far been an exceptionally strong year for investment grade credit with US 
investment grade indices, for example, delivering total returns as high as 14% (Figure 1). 

Figure 1: Total 2019 returns in key investment grade indices, year-to-date 
(local currency)  
• Euro-aggregate corporates • US corporate investment grade • Sterling non-gilts
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Source: Bloomberg Barclays US Aggregate Corporate Index, Bloomberg Barclays Euro-Aggregate Corporate 
Index, Bloomberg Barclays Sterling Non-Gilts Index, Invesco. Data from Jan. 2, 2019 to Oct. 3, 2019.

Investment grade’s strong performance is especially noteworthy against a backdrop 
of increased trade tensions and weakening macroeconomic leading indicators, with an 
associated fall in Treasury yields driving returns. Manufacturing data have been particularly 
weak in Europe and the US, but services data, while on a downward trend, are so far proving 
more resilient.

Figure 2: Manufacturing purchasing manager indices (PMI) in key markets 
• US manu PMI • China manu PMI • Eurozone manu PMI
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Source: Bloomberg L.P., Invesco. Data from Oct. 31, 2009 to Sept. 30, 2019.
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Global credit strategy (continued)

Rounding out this mildly deteriorating economic backdrop, we see continued conservative 
behavior among corporates, including relatively muted capital expenditures and limited increases 
in leverage. Given a declining cost of debt, high interest coverage levels and an easing bias among 
major central banks, credit investors could be forgiven for adopting a complacent approach. 
However, we think this would be a mistake.

Away from the relatively calm waters of the investment grade markets, we believe there 
are signals of underlying tension in the high yield market. Increased spread dispersion 
in both Europe and the US suggests that investors are increasingly concerned about the 
macroeconomic outlook. As Figure 3 shows, this is manifesting itself in high dispersion (80th 
percentile option-adjusted spread (OAS) minus 20th percentile OAS divided by the median 
OAS) within CCCs and single-Bs in Europe. Intuitively, some investor caution regarding CCCs 
and single-Bs makes sense - as leading macroeconomic indicators deteriorate, investors are 
likely to be more cautious about weaker credits as the risk of earnings disappointment and 
erosion in fundamental credit quality increases.

Figure 3: Dispersion of European high yield OAS over time 
• BB • B • CCC
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Source: Barclays, Invesco. Data from Jan. 31, 2006 to Sept. 30, 2019. Dispersion number is the 80th percentile 
OAS in the index minus the 20th percentile OAS in the index divided by the median.

Figure 4 shows that the dispersion in weekly excess returns by issuer is also rising in the 
US high yield market.

Figure 4: Dispersion of US high yield OAS and excess returns over time
• High yield index OAS • High yield weekly single-name excess return dispersion (z-score, 4-week mov avg)
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Global credit strategy (continued)

1 Source: Bank of America Merrill Lynch “Quantitative Pleasing,” Sept. 20, 2019.

While the dispersion in both Europe and the US is pronounced, Figures 5 and 6 show that 
this has not yet translated into significant dispersion in total returns by industry sector in 
either Europe or the US (except for US energy). However, it seems logical that differences 
in the level of spread dispersion may eventually translate to increasingly divergent sector 
performance, given different levels of cyclicality and duration. 

Figure 5: European high yield total returns year-to-date by sector
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Source: Barclays, Invesco. Bloomberg Barclays Pan-European High Yield Index, data as of Oct. 3, 2019. 
Past performance is not a guarantee of future results. 

Figure 6: US high yield total returns year-to-date by sector 
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Source: Barclays, Invesco. Bloomberg Barclays U.S. High Yield Index data as of Oct. 3, 2019. Past performance 
is not a guarantee of future results.

A broader concern about market direction from here is exemplified by some recent 
refinancing activity (notably Aston Martin’s USD150 million 12% 2022 bond and Metro 
Bank’s £350 million 9.5% 2025 bond). These companies have faced some difficulties 
refinancing, resulting in a notably higher cost of capital. While this type of activity can 
represent opportunity for nimble credit investors, it also has the potential to meaningfully 
reprice secondary markets.

We think it also shows that the price of disappointing investors is rising, as demonstrated 
by the rising number of “plunging bonds” (bonds falling by more than six points in a month) 
which is now back to early 2016 levels, according to Bank of America Merrill Lynch.1 While 
we closely monitor idiosyncratic risk, we believe identifying potential disappointment will 
be critical in the current market environment, especially as we enter earnings season and 
receive updated guidance from management teams.

Sam Morton, Head of European Investment Grade Research
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The high volume of US investment grade new issuance surprised investors in September. 
Emerging markets new issuance has also swelled in recent months. We speak with Matt Brill, 
Head of US Investment Grade, and Jason Trujillo, Senior Portfolio Manager for Emerging 
Markets, about the recent heavy new issue calendar and implications for bond investors. 

Q: How has new issue evolved in recent months and what is driving it?
Matt: Volumes of US investment grade new issuance surged in September. Immediately 
after Labor Day, investment grade companies rushed to take advantage of lower all-in yields 
and issued a weekly record of around USD75 billion, despite the shortened four-day work 
week.1 The following week, the supply parade continued with around another USD50 billion 
of issuance.1 Total new issue supply ended the month at around USD165 billion, marking the 
third highest monthly new issue volume in US investment grade history.1

Q: What are companies doing with the cash?
Matt: This is the most interesting part of the issuance rush. We estimate that 75% of all 
proceeds were used to refinance existing debt. Most investment grade debt is not callable, 
so companies are prefunding short-term debt maturities of 1-6 months, tendering or 
offering a premium to buy back debt from investors, or “make-wholing” their debt, which 
essentially means paying the present value of all coupons today. Companies are willing to 
take a one-time hit to their earnings to show better cash flow in the future. For the most 
part, this is not new debt and not an increase of leverage.

Q: Why are companies unwilling to increase their leverage, even with cheap debt? 
Matt: It has become clear to most CEOs and corporate treasurers that we are in the late 
stages of the economic cycle and equity investors are pushing back against companies with 
elevated debt metrics. Companies do not want to get caught with an over-levered balance 
sheet, even if debt service is cheap. Therefore, on average, they are acting prudently and 
refinancing their debt, achieving lower coupons, rather than adding leverage outright to 
their balance sheets.

Q: How did credit spreads perform amid this heavy supply?
Matt: Investment grade credit spreads fared extremely well despite the poor supply 
technicals. The Bloomberg Barclays US Corporate Index tightened five basis points from 
120 to 115 in September.2 

Q: When will the heavy supply likely end?
Matt: Since most companies are simply refinancing their debt with lower coupons, once 
they exhaust the volume of their short-term debt maturities to prefund and take out their 
high coupon debt with tenders and make-wholes, the supply will likely slow. We are already 
seeing signs that companies have refinanced all the “low hanging fruit.” Supply has fallen 
off considerably in October and will likely end the month at only USD60-70 billion. Credit 
spreads have continued to tighten, likely helped in part by this slowing in new issue supply.

Q: Have we seen new issue volumes in the EM space pick up in recent months?
Jason: Yes, while there have been some market concerns hanging over the market, such 
as concerns about Argentina and global growth, the low interest rate environment has 
compelled issuers to come to market. New EM issuance across sovereign and corporate 
debt is expected to reach approximately USD583 billion this year versus last year’s total of 
USD525 billion.3 This increase reflects an acceleration in issuance in the past few months.

Q: Is this spike in new issuance different from previous periods of high issuance?
Jason: This year’s new issue volume has really been driven by higher quality companies 
and countries, as the overall macro backdrop remains less than robust. Typically, surges in 
new issue volume are associated with positive views on EM fundamentals in which bullish 
sentiment allows for lower quality issuers to come to market. In this case, as the outlook for 
EM fundamentals is tepid, it has been difficult for lower quality issuers to come to market. 
There are some exceptions, but in those cases, the lower quality issuers have required a 
positive story or a willingness to pay up in terms of yield. 

The bottom line

What does high new issue volume mean for bond 
investors? 

Matthew Brill
Head of US Investment 
Grade

Jason Trujillo
Senior Portfolio Manager
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Q: Are there any other differences between now and prior periods?
Jason: The other big difference between now and issuance trends several years ago is the 
continued growth in Chinese new issue volume and the corresponding increase in China’s 
overall relative size within the EM hard currency debt market. China now accounts for about 
a quarter of the market, which is a massive increase over the past 10 years. This is also 
interesting because most of that debt stays with Asian investors. As such, western-based 
global credit investors tend to be structurally underweight China. 

Q: Are these investors missing an opportunity by being underweight China and is 
Invesco’s Emerging Markets team in the same position?
Jason: I do think that asset managers who are not heavily focused on China are missing an 
opportunity. China is the second largest economy in the world and is experiencing much 
higher levels of growth and general development than the US or other major developed 
market economies. In my view, this dynamic creates much greater investment opportunity 
for skilled investors. However, there is also a lot of risk associated with such an opportunity. 
As such, we rely on analysts with the analytical ability, language skills and local market 
knowledge to differentiate the good investments from the bad. Given Invesco’s strong 
investment in the Chinese and broader Asian markets, I believe we can do that effectively. 

Please read the Investment risk section at the end of this publication. 

The bottom line (continued)

1 Source: Invesco, Bloomberg L.P., “September Volume of $158b Cracks Top Three All-Time,” Sept. 30, 2019.
2 Source: Bloomberg L.P., data from Sept. 1, 2019 to Sept. 30, 2019.
3 Source: JP Morgan, Jan. 2, 2019 to Dec. 31, 2019.
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Investment risks
The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations) 
and investors may not get back the full amount invested. Past performance is not a guide to future returns. 

Fixed-income investments are subject to credit risk of the issuer and the effects of changing interest rates. 
Interest rate risk refers to the risk that bond prices generally fall as interest rates rise and vice versa. An issuer may 
be unable to meet interest and/or principal payments, thereby causing its instruments to decrease in value and 
lowering the issuer’s credit rating. The values of junk bonds fluctuate more than those of high quality bonds and 
can decline significantly over short time periods. 

Junk bonds involve a greater risk of default or price changes due to changes in the issuer’s credit quality. The 
values of junk bonds fluctuate more than those of high quality bonds and can decline significantly over short time 
periods. 

The risks of investing in securities of foreign issuers, including emerging market issuers, can include fluctuations 
in foreign currencies, political and economic instability, and foreign taxation issues. 

The performance of an investment concentrated in issuers of a certain region or country is expected to be 
closely tied to conditions within that region and to be more volatile than more geographically diversified 
investments. 

Mortgage- and asset-backed securities, which are subject to call (prepayment) risk, reinvestment risk and 
extension risk. These securities are also susceptible to an unexpectedly high rate of defaults on the mortgages held 
by a mortgage pool, which may adversely affect their value. The risk of such defaults depends on the quality of the 
mortgages underlying such security, the credit quality of its issuer or guarantor, and the nature and structure of its 
credit support. 

Asset-backed securities are subject to prepayment or call risk, which is the risk that the borrower’s payments 
may be received earlier or later than expected. 

Commodities may subject an investor to greater volatility than traditional securities such as stocks and bonds 
and can fluctuate significantly based on weather, political, tax, and other regulatory and market developments. 

Municipal securities are subject to the risk that legislative or economic conditions could affect an issuer’s ability 
to make payments of principal and/ or interest. 

Factor investing is an investment strategy in which securities are chosen based on certain characteristics and 
attributes that may explain differences in returns. Factor investing represents an alternative and selection index 
based methodology that seeks to outperform a benchmark or reduce portfolio risk, both in active or passive 
vehicles. Factor investing may underperform cap-weighted benchmarks and increase portfolio risk.

Important information

All information is sourced from Invesco, unless otherwise stated. All data as of September 30, 2019 unless 
otherwise stated. All data is USD, unless otherwise stated.

This document has been prepared only for those persons to whom Invesco has provided it for informational 
purposes only. This document is not an offering of a financial product and is not intended for and should not be 
distributed to retail clients who are resident in jurisdiction where its distribution is not authorized or is unlawful.. 
Circulation, disclosure, or dissemination of all or any part of this document to any person without the consent of 
Invesco is prohibited. 

This document may contain statements that are not purely historical in nature but are "forward-looking 
statements," which are based on certain assumptions of future events. Forward-looking statements are based 
on information available on the date hereof, and Invesco does not assume any duty to update any forward-
looking statement. Actual events may differ from those assumed. There can be no assurance that forward-
looking statements, including any projected returns, will materialize or that actual market conditions and/or 
performance results will not be materially different or worse than those presented. 

The information in this document has been prepared without taking into account any investor’s investment 
objectives, financial situation or particular needs.  Before acting on the information the investor should consider 
its appropriateness having regard to their investment objectives, financial situation and needs.

You should note that this information:

• may contain references to amounts which are not in local currencies;
• may contain financial information which is not prepared in accordance with the laws or practices of your
country of residence;
• may not address risks associated with investment in foreign currency denominated investments; and
• does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be 
guaranteed.  Investment involves risk.  Please review all financial material carefully before investing. The 
opinions expressed are based on current market conditions and are subject to change without notice. These 
opinions may differ from those of other Invesco investment professionals. 

The distribution and offering of this document in certain jurisdictions may be restricted by law.  Persons into 
whose possession this marketing material may come are required to inform themselves about and to comply 
with any relevant restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in 
which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or 
solicitation. 




