
Global macro strategy

Fed ahead - communication is key

In April, we wrote about the US Federal Reserve’s (Fed) evolving thoughts on its policy making 
framework as it considers a shift to average inflation targeting. This new framework would 
allow the Fed to be patient while average inflation increases towards to its mandate of 2%. 
After peaking in July 2018, inflation has trended lower in 2019. While other drivers have 
been in play, the market set out to test the Fed as inflation trended lower. For most of the first 
quarter, bond market pricing implied no rate hikes or cuts for 2019. But as inflation headed 
lower, bond markets began pricing cuts in March, prior to the escalation of trade tensions. 

In March, the front end of the yield curve had inverted while the long-end remained steep. We 
believe that this price action is important because the curve is telling a story. The front end of 
the curve, or the difference between the 3-month and 1-year Treasury, inverted as cuts were 
being priced into bond markets. Meanwhile, further along the curve, the difference between 
the 2-year and 10-year Treasury fell only modestly over the first quarter and has not yet 
inverted year-to-date. Markets began to price rate cuts at the front end of the curve without a 
recession indicated by the longer end of the curve. This price action occurred with a relatively 
small downgrade in growth expectations and still stable financial markets, yet softer 
inflation.
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While trade tensions, and the extent that they feed through to growth, certainly played a 
role in the current market pricing (three cuts for 2019) and matter to the Fed, this is not the 
whole picture. The most recent Fed meeting made this clear; talk of trade was not the focus, 
though uncertainties were acknowledged. Instead, the statement and Powell focused on the 
Fed’s commitment to extending the cycle, defined as a strong labor market and a symmetrical 
path of inflation around 2%. The economic projections of the Federal Open Market 
Committee (FOMC) members, the so-called “dot plot,” implied a slight improvement in the 
unemployment rate but lower inflation in 2019, with eight members projecting one or two 
cuts. While the dot plot does not reflect the view of the committee, it indicates that individual 
Fed members are shifting toward this new framework with cuts amid lower inflation, stable 
growth and solid employment.

If the Fed is serious about this new framework and is willing to do what it takes to push 
inflation higher, we believe it should follow the market’s lead and cut rates. At its June 
meeting, if the Fed showed any reluctance to respond to lower inflation and/or growth 
concerns, the market could have questioned its commitment to the new framework. Instead, 
at this meeting, we believe the Fed not only followed the market’s lead but arguably moved 
ahead. Despite the market pricing in three cuts going into the meeting, short-term rates 
rallied significantly following the meeting, signifying a dovish surprise. That said, we believe it 
is reasonable for the market to forecast more future cuts until inflation expectations rebound. 

Going forward, as we approach the July Fed meeting at which a cut is fully priced, the Fed 
has a tough assignment ahead. Either the Fed needs to deliver a cut in the face of potentially 
healthy market sentiment (if current price action continues), or it disappoints by delivering 
no cut while continuing to convince the market it is committed to the new framework. 
Communication will be key. We believe the Fed will cut in July unless the economic data 
surprise to the upside. Our economic analysis points to a slowdown in growth, partly due 
to trade uncertainty (slowing investment) but also due to late-cycle conditions (slowing 
consumer spending). This backdrop, amid lackluster inflation, will likely keep the Fed on track 
to cut in July. While we do not expect a significant deterioration in the data, a cut of 50 basis 
points is not off the table, especially since seven of the eight FOMC members projecting cuts 
expect two in 2019. 

For risk assets, like credit bonds, this backdrop is positive, in our view. Slowing (but not 
recessionary) growth along with a responsive Fed should support credit assets. We continue 
to exercise caution, however, as uncertainty, especially trade negotiations, could cause 
volatility in markets. 

Noelle Corum, Associate Portfolio Manager, James Ong, Director Derivative Portfolio 
Management, Rob Waldner, Chief Strategist

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

Interest rate outlook

US: Neutral. US growth is likely to be below market expectations in the second half of the 
year. We expect the Fed to remain accommodative and likely cut interest rates in July, 
unless we see significant upside surprises in the economic data. Both softening growth and 
an easy Fed will likely be supportive of Treasuries, but valuations are largely priced, with 
bond market pricing currently indicating three rate cuts in 2019. With uncertainty around 
trade and its impact on growth and inflation, we prefer being neutral. 

Europe: Underweight. Eurozone growth accelerated more than expected in the first quarter 
of 2019 but weakness in the manufacturing survey data and the re-escalation of trade 
tensions have called into question the sustainability of this result. The European Central 
Bank (ECB) maintains its dovish stance, as uncertainty over growth and inflation remains 
high. We continue to believe that economic growth will stabilize around trend in the second 
half of 2019 and remain tactically short European duration. At current rich valuations, and 
with markets pricing in a first rate hike well into 2021, the bar for more dovish repricing 
seems high.

China: Overweight. We are overweight Chinese onshore rates. China’s central bank (PBoC) 
has injected a sizeable amount of liquidity into the banking system to dampen volatility faced 
by small and medium sized banks and non-bank financial institutions. This has led to lower 
interbank rates and lower onshore bond yields. The global rates market rally on the back of 
dovish shifts by central banks in developed markets, has also improved sentiment. We expect 
the significant yield pickup of China onshore government bonds versus major peers (such as 
the US, Japan and Germany) to result in further inflows into Chinese onshore bonds. 

UK: Neutral. The increased risk of a “no-deal” Brexit in October combined with a 
deteriorating global outlook has raised the likelihood that the Bank of England (BoE) will 
abandon its hawkish policy stance in favor of a more symmetric bias. However, a shift to an 
easing bias is unlikely, in our view, without a deterioration of the labor market. This stable 
monetary policy outlook should anchor UK gilt yields. Although fiscal risks are increasing 
from the emergence of a cross-party consensus to increase government spending, political 
gridlock from Brexit makes it unlikely that any party will pass a substantially expansionary 
budget without an election. 

Japan: Neutral. Japanese government bond (JGB) yields have kept pace with the fall in 
German bund yields. This may reflect speculation that the Bank of Japan (BoJ) will be 
forced to cut rates, with some banks now forecasting a BoJ cut in September. While the 
weaker global growth outlook has increased the chances of monetary easing, we believe the 
BoJ will be more reactive to moves in the US dollar/yen exchange rate. Lower global yields 
have increased the likelihood that Japanese investors will prefer their home market to those 
abroad. This would likely limit the underperformance of JGBs, particularly against bunds.

Canada: Neutral. We expect the Bank of Canada (BoC) to remain on hold for most of the 
year. 10-year Canadian sovereign bond yields have rallied to near 1.45%, their lowest 
level in two years.1 Canadian rates will likely remain subject to global rate pressures unless 
economic data begin to falter. But given the drop in global yields, we believe there will be a 
backstop for Canadian yields as investors continue to reach for yield. 

Australia: Neutral. The Reserve Bank of Australia (RBA) has finally capitulated and cut 
rates, amid a notably more dovish tone among policymakers. In a speech in late May, 
Governor Lowe admitted that if unemployment remains around 5%, it would lead to below 
target inflation and warrant rate cuts. Since then, unemployment has ticked up to 5.2% for 
two months in a row and global downside risks have increased.2 Consequently, we expect 
the RBA to retain its easing bias. History suggests that the RBA may cut an additional 
25 basis points in short order. Markets are pricing 40 basis points of cuts by year-end, which 
looks reasonable given deteriorating global conditions.3
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Global macro strategy (continued)

India: Neutral. Recent consumer price inflation and other economic data point to softer 
inflation and growth in India. We expect the Reserve Bank of India (RBI) to cut its policy rate 
again in August (the central bank has already delivered three rate cuts during this easing 
cycle) and policy members have indicated plans to continue liquidity easing measures. 
On the negative side, poor weather conditions and the higher fiscal deficit might pose 
headwinds to an otherwise extremely benign inflation environment. Overall, we believe 
the policy and macro environments remain supportive to bond markets. However, we have 
moved our stance from overweight to neutral after initiating our overweight call last 
November. Given the strong rally over past nine months, yields are near the lowest levels in 
five years, and we believe the upside potential from here is limited.4

Figure 1: Global 10-year yields 
• US • UK • Japan • Germany
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Source: Bloomberg L.P., June 21, 2016 to June 21, 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

1 Source: Bloomberg L.P., data from June 19, 2019.
2 Source: Australian Bureau of Statistics, data from June 13, 2019.
3 Source: Bloomberg L.P., data from June 17, 2019.
4 Source: Bloomberg L.P., data from Sept. 11, 2018 to June 20, 2019; and from June 20, 2014 to June 20, 2019.
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Global macro strategy (continued)

Currency outlook

USD: Neutral. We are neutral on the US dollar since we believe potential Fed rate cuts and 
trade tensions will result in US dollar volatility. The Fed’s willingness to cut, demonstrated 
in its most recent meeting, is negative for the US dollar, in our view, since investors would 
likely leave the US for higher yielding opportunities elsewhere. However, we continue to 
expect uncertainty surrounding trade to add volatility to markets, which will likely support 
the dollar given its safe-haven status. 

EUR: Neutral. We expect European growth to stabilize over the course of the year as the 
external sector recovers on the back of an improved global growth backdrop. This should 
support the euro. The domestic sector of the economy continues to show signs of life, which 
gives us confidence in this view over the long term. However, we remain on the sidelines for 
now as we await further validation in the hard data.

RMB: Neutral. The renminbi/US dollar exchange rate moved below 6.90 in late June, after 
the resumption of trade talks between China and the US and the dovish statement from the 
Fed. Markets are closely watching headlines related to US-China trade. We expect softer 
US dollar performance to support the renminbi and investors who have been preparing 
to increase allocations to Chinese assets may view notable deprecation of the renminbi 
as a buying opportunity. We expect to see continued currency volatility and believe the 
renminbi could trade up to a mid-6.90 range versus the US dollar if there is less progress 
on negotiations than markets expect. However, we continue to view 6.60-6.80 as our base 
case for the exchange rate in the medium term.

JPY: Overweight. Global risk aversion has been positive for the yen over the last month. 
Slower global growth, trade tensions and declining yield differentials should continue to be 
supportive, particularly if Japanese corporates and investors increasingly decide to keep 
capital at home due to unattractive valuations and uncertainty. 

GBP: Neutral. Developments over the last month have increased downside risks for sterling, 
in our view. Boris Johnson looks likely to be the next Prime Minister and appears willing 
to consider a “no-deal” Brexit if concessions are not made by the European Union (EU). 
Since the EU seems unlikely to compromise, the probability of “no-deal” has increased. 
Preventing this outcome will largely depend on Parliament’s ability to block or bring down 
the executive. However, Parliament is unlikely to act until late September or October, 
meaning “no-deal” risk premium will likely build, potentially increasing the downside risk for 
sterling and sterling assets.

CAD: Neutral. The Canadian dollar has been remarkably stable over the last few months. 
The benefits of strong employment growth and stable inflation have been offset by 
significantly weaker oil prices. Going forward, the BoC’s willingness to discount previous 
economic weakness may be somewhat positive for the currency, but without a pickup in 
global growth, we see little potential for the Canadian dollar to move significantly higher.

AUD: Neutral. We believe there is little upside for the Australian dollar. Given the RBA's 
dovish stance, it is likely to mirror any cuts from the Fed. Therefore, even if the US dollar 
weakens against the yen and euro, we believe the Australian dollar is unlikely to benefit. 
Indeed, it is possible that the currency will continue to underperform the US dollar, 
particularly if the renminbi weakens and the Chinese growth outlook deteriorates. 

INR: Neutral. Signs of softer growth underly the accommodative policy environment, 
and markets have largely priced in an August rate cut. Therefore, we believe the rupee 
may move sideways, but with a slight appreciation bias. We remain neutral as we do not 
expect meaningful appreciation given current valuations and the likelihood that the RBI 
will intervene in the event of appreciation. Despite our neutral stance, we believe the rupee 
offers a favorable carry trade as we expect low volatility for the currency.
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Global macro strategy (continued)

Figure 2: Valuations of major currencies compared to purchasing power parity (PPP)
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Source: Bloomberg L.P., June 21, 2019.

Ray Uy, Head of Macro Research and Currency Portfolio Management, James Ong, Director-
Derivative Portfolio Management, Noelle Corum, Associate 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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Asset class themes

Investment grade (IG): Easing financial conditions and technicals are supportive; trade 
and earnings uncertainty remain 
Rationale
We continue to believe broad US corporate credit fundamentals will improve across most 
sectors heading into the second half of 2019. First-half operating results in the US were 
dragged down 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, 
we believe companies remain committed to decreasing their debt burdens following 
years of elevated merger, acquisition and share repurchase activity. We are now seeing 
pressure from shareholders to decrease leverage and limited appetite for below investment 
grade credit ratings. Additionally, the Fed’s dovish language favors a lower fed funds rate, 
a favorable development for market stability as we enter the second half of the year.

The return of hawkish rhetoric from both sides of the US-China trade negotiations injected 
volatility into credit markets in May, following one of the best starts to a calendar year. 
Most investors still expect an agreement to be reached, but the timeline is now uncertain. 
If material progress is not made at the June G20 meetings, we expect policymakers in both 
countries to implement easing measures to support their economies and financial markets 
in short order. 

Positive technical conditions for US dollar credit markets have returned recently and 
remain supportive. A flurry of large bond issues to fund mergers and acquisitions 
transactions in April and May increased the pace of supply, but the deals exhibited a more 
prudent balance of debt and equity funding. The pipeline of future deals is now much 
smaller, so supply pressures should abate. Foreign investor demand for US IG has also 
returned as currency hedging costs have declined and foreign yields remain extremely low. 

European credit markets are generally earlier in the credit cycle compared to the US and 
are less levered, though growing risks of a “no-deal” Brexit and political uncertainties in 
Italy and other countries remain elevated. European growth concerns and trade policy 
issues continue to present headwinds for large multinational issuers. 

IFI strategy
We have increased credit market exposure on the heels of a more accommodative Fed 
and more favorable supply/demand conditions, but we continue to monitor the impact of 
global trade policy on fundamentals. We favor the US and Europe over the UK and Asia. 
Key market drivers we are monitoring include 1) the pace at which the Fed, ECB, BoJ, BoE 
and PBoC respond to slower global growth and the impact on the US dollar and global 
credit flows 2) potential US fiscal and regulatory policy changes and 3) the impact of still-
uncertain trade policy with China and Europe on costs, margins, demand and investment 
and the potential for a more destabilizing 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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High yield (HY): Fundamentals remain largely supportive, but recent earnings reports 
show signs of modest slowing
Rationale
We remain constructive on high yield remains as fundamentals are largely supportive. 
Technicals have improved more recently as flows have returned to the asset class after 
a short period of outflows in late May. With that said, year-to-date flows continue to be 
robust. The recent improvement in technicals has led to an increase in new issuance over 
the last several weeks. Despite these positive trends, we continue to watch for further 
signs of slowing earnings growth as we saw with first quarter results. More specifically, 
we will be watching to see if first quarter results are a trend or if this was an isolated event. 
Additionally, we continue to monitor geopolitical developments such as US-China trade 
policy and Brexit. High yield continues to post solid year-to-date returns and we believe it 
offers attractive coupon carry in the near term.

IFI strategy
We believe the generally positive macro backdrop and solid fundamentals are supportive of 
the high yield asset class. This positive backdrop could be offset by increased volatility due 
to geopolitical concerns or slower earnings growth. But we believe high yield offers some 
price appreciation potential and attractive coupon carry over the medium term.

Emerging markets (EM): Global growth stabilization will likely benefit EM assets; 
waiting for clarity on trade
Rationale
We see opportunities for EM spreads to recover from recent spread widening caused by 
trade and growth concerns, which pushed valuations out to the wide end of recent ranges. 
Fundamentals in the first quarter disappointed as growth and activity were adversely 
impacted by several negative developments in China. However, the postponement of US 
tariffs on European autos has provided some comfort.

The negative repercussions of a US-China trade war have increased risks around the much 
anticipated improvement in global growth that would likely benefit risky assets. Inflation 
fears, meanwhile, continue to dissipate, providing central banks with policy space. In some 
cases, however, fiscal policy will be needed. Technicals are supportive as fund redemptions 
have reversed. We expect to see clearer signs of a global growth pickup into the second half 
of the year, which should be supportive for EM assets and sustain the positive inflows seen 
this year.

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

Global investment themes (continued)



Invesco Fixed Income: Global fixed income strategy 9

US commercial mortgage backed securities (US CMBS): Positioning is key as the 
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 dampens space 
absorption. Further, we expect growth in e-commerce to remain a headwind for the 
retail property sector. On a positive note, today’s relatively lower rate environment and 
favorable lending conditions should support investor demand. Generally speaking, lending 
conditions remain accommodative across property markets despite moderately tighter 
credit standards. Regarding supply and demand dynamics, we expect modest new issuance 
volumes to be absorbed by investors.

IFI strategy
We believe senior non-agency US CMBS offers 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.

US residential mortgage backed securities (US RMBS): Credit profiles remain solid; 
better value in senior classes
Rationale
A strong labor market, positive demographic trends and lower mortgage rates are 
supporting housing demand, while conservative capital structures promote strong credit 
profiles in the sector. Technicals have weakened modestly following an uptick in new issue 
supply and waning interest from crossover buyers. Credit spread levels are generally fair 
versus other fixed income credit sectors, though pockets of value persist.

IFI strategy
Value in AAA-rated prime jumbo securities has improved as the credit spread premium 
over agency mortgage-backed securities reverted toward recent highs. We believe senior 
classes collateralized by non-qualified and reperforming loans offer substantial carry, 
potential for moderate spread tightening and limited exposure to market volatility due to 
low spread duration. Government Sponsored Enterprise Credit Risk Transfer securities 
appear fairly valued, in our view.

US asset backed securities (US ABS): Heavy dealer inventories pressured technicals/
spreads, consumer fundamentals remain supportive
Rationale
Elevated dealer inventories and trading activity has temporarily impacted secondary market 
liquidity and spreads, while the primary market continues to be met with strong demand. 
Credit quality and other pool characteristics in most ABS remain favorable and normalizing 
collateral performance trends continue to be supportive. Current low unemployment, rising 
consumer incomes, low interest rates and generally manageable consumer debt levels should 
also support near-term performance. Given the shape of the yield curve, short-duration 
benchmark ABS will likely remain in high demand. 

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 the inverted short end of the yield 
curve and attractive all-in yields. While certain benchmark ABS remain somewhat rich to 
corporates, as the basis between the two has narrowed, recent spread volatility will provide 
opportunities to invest at wider levels. Certain esoteric assets have become more attractive 
given recent tightening in investment grade and high yield corporates.

Global investment themes (continued)
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Sector themes

Commodities: Supply backdrop may drive near-term pricing; monitoring trade, global 
growth, tensions with Iran and Chinese manufacturing for potential risks
Rationale
Commodities have generally benefited from broad global growth, which has increased 
global commodity demand. However, tariff-related uncertainties pose near-term risks 
to the commodity space, coupled with broader concerns about slowing global growth. 
With that said, financial conditions have loosened, and global policy rhetoric has softened 
over the past several months, helping to stabilize and strengthen commodity prices. 
Chinese policies may improve demand in the second half of 2019, despite the potential 
for near-term weakness as their impact remains unclear. We expect corporate and credit 
fundamentals to remain supportive, given anticipated organic deleveraging, although 
managements’ policies continue to become increasingly shareholder friendly. While we are 
actively monitoring commodity demand risks, we believe shifts in the commodity supply 
backdrop will continue to be the key near-term price driver.

IFI strategy
We favor copper producers, which tend to benefit from better supply/demand dynamics 
and have more attractive bond valuations. We like selective exploration and production oil 
companies located in Latin America as well as certain Russian oil and gas producers. We also 
remain constructive on select US midstream companies that are focused on cost of capital 
optimization and active deleveraging to stabilize or maintain investment grade ratings.

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

IFI strategy
We favor internet-resistant and value-based US consumer sectors, such as dollar stores and 
aftermarket auto part retailers, but remain cautious on department stores and mall-based 
retailers that lack differentiated products. In EM, we have turned slightly more defensive 
due to a relatively muted growth outlook. As such, we prefer investment grade credits with 
a global footprint and multi-product offering. We expect US automotive original equipment 
manufacturers (OEM) sector fundamentals to weaken, given an adverse trade environment. 
Longer-term, however, we favor the sector on the margin, given our confidence that OEMs 
will be able to maintain an IG profile. European auto demand is proving resilient, which 
creates some potential in the European crossover segment (the border between investment 
grade and high yield). We are cautious on European consumer goods companies, as low 
growth continues to pressure management toward shareholder returns and mergers and 
acquisitions, slowly deteriorating the credit quality of the sector.

Global investment themes (continued)
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Technology, media and telecommunications (TMT): Monitoring regulatory 
developments
Rationale
Upcoming regulatory decisions will likely significantly impact the TMT sector and the 
future of 5G. These include the US Department of Justice and Federal Communication 
Commission (FCC) decisions on a major telecommunication merger and the FCC’s decision 
on how to free up more so-called C-band spectrum for 5G wireless. We continue to monitor 
headlines from Washington and expect to see progress on both issues in the second 
quarter of 2019. In our view, the Trump administration will favor outcomes that enable 
swifter rollout of 5G wireless technology.

IFI strategy
We prefer exposure to spectrum owners, equipment manufacturers, and tower owners, 
which, we believe, remain in a good position to benefit from the rollout of 5G.

Post-M&A deleveraging plays

Rationale
M&A activity remains a moderate risk, driven by large cash balances and the need to 
reposition business portfolios. Debt financing costs remain manageable given low interest 
rates and tight credit spreads. Some recent transactions have elevated leverage profiles 
and seem inconsistent with historical rating agency methodologies. Therefore, we have 
become very selective in deal participation.
IFI strategy
We prefer to play post-transaction bond issuance which is typically characterized by size, 
liquidity, concessions and credible plans for deleveraging. We believe an increasingly 
discriminatory approach to this strategy is warranted due to seemingly more relaxed credit 
agency ratings during what is potentially the later stages of the credit cycle.

Yield curve themes

Credit yield curve has steepened; six to seven-year maturities now more attractive
Rationale
The front end of the US credit curve remains well supported. Foreign demand coupled 
with strong US front-end retail flows have resulted in extraordinary demand for front-end 
investment grade credit this year. Additionally, large companies have been tendering for 
portions of their front-end debt, and front-end supply (zero to 5.5-year maturities) is down 
year-to-date. Stronger front-end demand paired with weaker supply has led to the steepening 
of the 10-year versus 2-year portion of the credit curve. Longer duration corporates often 
have more of a negative correlation with rates, and the large rally in rates over the past month 
has resulted in some recent underperformance in 10 to 30-year spreads.

IFI strategy
We have been overweight the 2 to 4-year part of the curve and have benefited from the 
steepening. At this point, front-end valuations look less compelling. We now find the 6 to 
7-year part of the curve the most attractive. We are neutral on 10 and 30-year maturities.
While we still see decent demand for long-end credit, the drastic move lower in yields
across the curve could result in reduced pension and insurance demand. This could reduce
demand for 30-year credit causing this part of the curve to steepen in the near term.

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

Global investment themes (continued)
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We see a trade war between the US and China as the key risk to the global economy. In a 
world of integrated supply chains and connected financial markets, its impact is bound to spill 
over beyond their borders and affect the global economy. 

US-China trade tensions have intensified since May, although they have been a concern 
for investors since early 2018 when the US announced the first tariffs on Chinese imports. 
In the interim period we have gone from a tit-for-tat escalation of tariffs (Table 1) to intense 
engagement and expectations of an imminent deal, and most recently, to a breakdown in 
talks and further escalation.

Table 1

March 22, 2018 The US releases a report stating that China has conducted unfair 
trade practices related to technology, intellectual property, and 
innovation. 

April 3, 2018 The US announces 25% tariffs on USD50 bn of Chinese goods. 
April 4, 2018 China announces 25% tariffs on USD50 bn of US goods.
April 16, 2018 The US bans the sale of components to Chinese tech company ZTE.
July 6, 2018 The US imposes 25% tariffs on USD34 bn of Chinese goods. 
July 6, 2018 China imposes 25% tariffs on USD34 bn of US goods.
July 10, 2018 The US announces 10% tariffs on USD200 bn of Chinese goods.
July 13, 2018 The US lifts its ban on ZTE.
Aug. 3, 2018 China announces tariffs on an additional USD60 bn of US goods. 
Aug. 23, 2018 The US imposes 25% tariffs on USD16 bn of Chinese goods.
Aug. 23, 2018 China imposes 25% tariffs on USD16 bn of US goods. 
Sept. 24, 2018 The US imposes 10% tariffs on USD200 bn of Chinese goods.
Sept. 24, 2018 China imposes 5-10% tariffs on USD60 bn of US goods. 
Dec. 1, 2018 The US delays the increase in tariffs from 10% to 25% on USD200 bn 

in Chinese goods until March 1.
Feb. 24, 2019 The US delays the increase in tariffs on USD200 bn in Chinese goods 

for a second time until further notice. 
May 5, 2019 President Trump tweets that US will raise tariffs from 10% to 25% on 

USD200 bn in Chinese goods and announces all remaining Chinese 
imports could soon face levies.

May 10, 2019 The US increases tariffs from 10% to 25% on USD200 bn in Chinese 
goods.

May 13, 2019 China increases the tariff rate on USD60 bn of US goods. 
May 16, 2019 The US bans the sale of components to Chinese tech company 

Huawei.

Source: Invesco. For Illustrative Purposes Only. This is not to be construed as an offer to buy or sell any financial 
instruments. 

By the time of publication, the leaders of the two countries will have met at the June 28 G20 
summit, barring a last minute surprise. Hence, our views below may need updating if the 
meeting points to a very different outcome. 

Recent rhetoric from both sides suggests a hardening of positions, hence, we do not expect 
trade tensions to be completely resolved at the G20 meeting. Nonetheless, we believe 
another truce may materialize, avoiding further escalation of tariffs and various other 
non-tariff barriers, potentially sparking a resumption of talks that could lead to a deal later 
in 2019 or early 2020. Then there is the question of the type of deal. The trade dispute 
between the US and China is now broader than tariffs and has been extended to security 
and technology issues.1 Even if a trade deal could be reached to save the day, we think the 
strategic competition between the two countries will be one of the defining themes of the 

Global credit strategy

Nobody wins trade wars
This section highlights the views 
of Invesco Fixed Income’s credit 
analysts across a broad range of 
fixed income assets managed by 
Invesco.
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next few decades at least, with repercussions for the global economy and emerging markets 
(EM). In the medium-to-long term, this could generate winners and losers as “trade diversion” 
takes hold (as countries change trading partners) and supply chains adjust to the new 
geopolitics.2 Overall, everyone loses, in our view, as global growth prospects decline in an 
environment of protracted geo-political tensions and de-globalization of production chains. 

So far, the visible impact on EMs has been mostly through the trade channel, with significant 
declines in export volumes and industrial production (Figure 1). This is despite the sizable 
front-loading of exports from China to the US to avoid impending tariffs, and trade diversion 
beginning to manifest itself in the data, especially in electronics exports to the US from Asia 
ex-China and agricultural exports from Latin America to China. First quarter growth data also 
confirmed the weakening trend among EMs (excluding China and the two crises economies of 
Turkey and Argentina), accounting for one third of the 0.6 percentage point year-over-year 
decline in global growth.3 

Figure 1: EM exports and industrial production (IP)
• EM Export volume (SA)
• EM IP ex construction
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Source: CPB Netherlands Bureau for Economic Policy Analysis and Haver Analytics Inc., data from Jan. 31, 2011 
to March 31, 2019.

Open economies in Europe and Japan have also seen significant weakness in trade and 
manufacturing. An important driver of this trend has been the decline in import demand from 
China. However, the slowdown in China was evident prior to the trade dispute and is part of a 
secular trend, which we expect to continue as China transitions from the excesses of the post-
crisis era to a more sustainable and lower growth rate (see our earlier blog on China’s growth 
prospects here). 

Various estimates have put the direct impact of current tariffs on China in the range of 0.2 to 
0.4 percentage points of gross domestic product (GDP) for 2019-2020.4 An escalation 
of tariffs to all Chinese exports could increase this number to 1.2-1.5 percentage points. 
However, we expect China’s ongoing fiscal stimulus to mitigate some of this impact, limiting 
the negative spillover to the rest of EM. Should tensions escalate further, we would expect 
additional easing from China to support growth of about 6% through 2020. 

The impact of the tariffs on the US economy so far has been limited, but this is because the 
size and composition of the initial tariffs were calibrated to minimize their impact. However, 
if the coverage of goods affected by tariffs were to expand to consumer goods, the impact 
on growth could be in the range of 0.4-1.0 percentage points of GDP and 50 basis points 
of inflation. The indirect effects on financial markets would likely be stronger and require a 
strong policy response from the Fed and global central banks. 

One saving grace thus far has been resilient labor markets and improved balance sheets 
in developed markets since the global financial crisis. This resilience shows up in the 
consumption and services sectors, which are key drivers of global demand. However, if trade 
tensions escalate further, manufacturing weakness could spill over to labor markets and the 
services sector, potentially further undermining global demand.

Global credit strategy (continued)

https://www.ofiglobal.com/institutional-investors/article/when-it-comes-to-growth-in-china-we-trust# 
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Global credit strategy (continued)

Going forward, we see the bigger risk to global EM growth coming from uncertainty. In a 
globalized production system, policy uncertainty is bound to weigh on business and consumer 
sentiment and investment plans. Although it is impossible to model these linkages, soft data 
already point to a weaker capital expenditure outlook globally (Figure 2) and survey data 
indicate corporate plans to relocate production.5 In the first quarter, investment weakness 
was evident across most EMs, especially in Asia. 

Figure 2: Purchasing Managers’ Index: Capital Expenditure Outlook
• US Services • US Manufacturing • EU Services
• EU Manufacturing • China Manufacturing • China Services
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Source: Haver Analytics, data from Oct. 1, 2013 to Feb. 28, 2019. Most recent data available. The Purchasing 
Managers' Index: Capital Expenditure Outlook is a forward-looking component.

Until a trade deal can be reached, we believe these concerns tilt the risks to the global 
economy firmly to the downside for 2019-2020. Weak global demand, led by lower exports 
and investment and weaker commodity prices, does not bode well for the EM growth 
outlook. Even if, miraculously, a deal emerged at the June meeting, we would consider this 
as bringing the risks to EM growth to a more balanced level. This is predicated on two related 
assumptions: first, a simple trade deal is not likely to reduce the longer-term uncertainty 
regarding broader geopolitical issues and producers’ concerns over diversifying their 
supply chains These concerns would continue to bear on business sentiment and capital 
expenditures. Second, the secular decline in China’s growth rate towards a more sustainable 
and more balanced growth rate is expected to continue beyond the current cyclical weakness 
- this means an increasing share of domestic consumption and services in China’s GDP and a
decline in the share of investment. This trend would likely reduce the growth beta of China to
other EM countries and the global economy more broadly.

On the positive side, we see room for more policy action from EM central banks. The pivot in 
Fed policy since September 2018 has already ensured benign global financial conditions and 
allowed several EM central banks to deliver some monetary easing. Widening output gaps 
and the absence of demand-led inflation pressures allow further room for EM central banks 
to ease,6 especially considering the continued dovish tone from major global central banks. 
We think this should help mitigate some of the risks to EM growth.

Meral Karasulu, PhD, Director of Fixed Income Research

1 The US has used various trade status, such as Section 232 on national security or Section 301 on 
discriminatory measures and national emergencies to justify various recent policy actions. Investment reviews 
and export control frameworks for critical high-technology sectors are also part of the tool kit. Huawei and ZTE 
are two recent examples of export bans. China on the other hand created an “Unreliable Entities List” of foreign 
entities that threaten Chinese companies’ interests.

2 Relocation of supply chains is not likely to be seamless, vary across product groups and would take time. 
Nonetheless, the ASEAN countries, Korea and Taiwan stand out as potential winners from a reallocation of 
supply chains as well as Mexico. Brazil could also potentially benefit from higher agricultural exports to the US.

3 Our global GDP series covers about 89 percent of the global economy using the International Monetary Fund’s 
purchasing power parity weights. 

4  Bloomberg Economics, 2018.
5  Source: USB CFO survey, 2019.
6  Except for some Central and Eastern European countries where output gaps have been closed for some time 

and inflation pressures are evident.
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We speak with Invesco Chief Economist John Greenwood about this popular concept. John’s 
opinions also appeared in his article, “Magical Monetary Theory,” co-authored with Steve H. 
Hanke, in the June 4th edition of the Wall Street Journal. 

Q: What is MMT and is it relevant for policy–makers today?
A: Modern Monetary Theory (MMT) is a set of recently-discussed economic propositions, 
promoted by academics such as Stephanie Kelton (adviser to US Senator Bernie Sanders) 
and Bill Mitchell (in Australia), and politicians such as US Representative Alexandria Ocasio-
Cortez (“AOC”). The key ideas are that a government – such as the United States — can 
create/print its own money, and 
• cannot default (because it can always print more);
• can use the money it has created to buy goods, services or assets to promote full

employment;
• the only limit on this process is the emergence of inflation;
• inflation can be restrained by increasing taxes or issuing bonds to absorb the excess money.

The theory appears to offer an attractive way to finance large increases in government 
expenditure without cost to the private sector. The problem with the theory is that it 
conflates the distinct roles of money and debt, and it wrongly implies that inflation can be 
stopped or prevented by changes in taxation.

Q: What is the link — if any — between government debt and inflation?
A: To answer this question, it is important to distinguish clearly between money and debt. 
Inflation is fundamentally a monetary phenomenon – that is, the result of excessive growth 
of money1 in relation to the needs of the economy. In a modern economy money is created 
mostly by increases in lending by commercial banks, although it can be increased in other 
ways - for example, if the central bank purchases securities held by non-banks (as the Fed did 
during quantitative easing (QE)), or if households and firms choose to hold more deposits 
relative to cash (which would increase the “money multiplier”), but these are exceptions 
rather than the norm. It follows that excess money growth generally only occurs if banks 
are permitted or encouraged to increase loans very rapidly – for example, if the central bank 
keeps interest rates too low during a period of strong spending growth. 

Government debt, on the other hand, is an obligation built up by governments running 
budget deficits. If the deficits are financed either by taxation or by borrowing, then there will 
be no significant impact on monetary growth, and no danger of inflation. But if the deficits 
are financed directly by the central bank or indirectly by keeping the yield on government 
securities - and other interest rates - below market levels, thereby stimulating excessive 
bank lending and credit growth, then the growth of government debt can be associated with 
excess money growth and inflation.

Therefore, government debt is only inflationary when it is financed through the central bank 
or the commercial banking system in such a way as to generate excess money growth. 

Q: Does the experience of Japan over the past three decades validate the underlying 
thesis of MMT?
A: Japan is an example of a country where a large government debt (currently about 235% 
of gross domestic product (GDP)) has not led to rapid money growth.2 The reason is that, 
despite very low interest rates, demand for credit from households and companies has 
generally been so low that bank lending and deposit growth have been anemic for most of 
the past three decades, growing at just 2-3% per year since 1992.3 This has meant that 
money growth has remained very low, averaging 2.6% per year since Japan’s bubble burst.3 
As a result of low inflation and low yields, the Japanese government has been able to issue 
its debt (Japanese government bonds (JGBs)) at very low yields. 

The bottom line

Modern Monetary Theory – magical or mythical?

John Greenwood
Chief Economist
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Although the Bank of Japan has been a big buyer of JGBs since 2015 when it began its 
quantitative and qualitative easing (QQE) program, all its purchases have been in the 
secondary market at market prices and yields, not at artificially low yields. It has not purchased 
JGBs in the primary market as it did, for example, in the 1930s and 1940s. Therefore, 
whereas in the 1930s and 1940s when government debt was high and money growth was 
excessive, and there was high inflation (especially in 1945-49), the experience of the last three 
decades has been very different. Low money growth has held down inflation and interest rates 
despite the presence of large government deficits and rising government debt. 

MMT implies that governments can spend freely provided they can issue debt in their own 
currency. But as the example of Japan shows, the Japanese government has only been able 
to borrow at low rates thanks to special or unique circumstances. Moreover, the Japanese 
government has had to borrow in the market and only avoided the crowding out of private 
borrowers since private demand for credit was so weak. Even so, it is highly doubtful if high 
government debt levels have enabled the economy to perform any better than it would have 
in the absence of large budget deficits. 

Q: What is the link between government debt and growth over the medium to long term?
A: High levels of government debt and continuing deficits can put upward pressure on 
interest rates (if there has been excess money growth), but, in addition, they can slow the 
growth rate of the economy. The growth slowdown operates through two channels. First, 
the increased cost of government debt requires allocating scarce government revenues to 
servicing and paying down the debt instead of providing services or infrastructure to the 
economy. Second, it is highly likely if government expenditures have increased significantly 
as a share of national income that a substantial proportion may have been misallocated to 
low-return projects. In Japan in the 1990s there was widespread talk of the government 
building highways and bridges to nowhere — shorthand for saying that government spending 
was being wasted. In other words, the larger government spending becomes as a fraction 
of GDP, the greater the risk that the funds will be wasted and potential GDP growth will 
therefore be reduced in the future. One well-known study made the case that the threshold at 
which these adverse effects really started to impact was when the ratio of government debt-
to-GDP hit 90%4, but needless to say, this finding has been disputed by other academics. 

Q: What lessons can the US draw from Japan’s experience?
A: I believe there are two lessons to be drawn from Japan’s experience: 
First, if the US economy goes into recession and unemployment surges again, the best way 
to solve the crisis is not through increased government expenditure, large government 
deficits and high government debt – essentially what Japan did in the 1990s. It is much 
better to focus on repairing the balance sheets of banks, companies and households in 
the private sector and generating private sector-led growth. Going down the road of large 
government deficits and debt could end in a cul de sac with no way out, especially if - like 
Japan – the real GDP growth rate falls to very low rates. 

Second, if the government does run large deficits either by design or by accident, it is best 
to finance those deficits through the market (or as a second best by taxation), but not by 
the printing of money through the banking system. Financing by borrowing may temporarily 
crowd out some private investment projects, but it will likely avoid inflation. Once the 
inflationary process has started to gather momentum it is very hard – both politically and for 
the central bank – to solve the problem without a further period of pain.

The bottom line (continued)

1 Money refers to the money supply, or banknotes and coins plus deposits held by households and firms in the 
economy. For predicting inflation, a broad definition of money is generally better than a narrow measure.

2 Japanese Ministry of Finance, data as of May 10, 2019. 
3 Bank of Japan, data from Jan. 31, 1992 to Dec. 31, 2018. 
4 Reinhart, C. and Rogoff, K.: This Time is Different: Eight Centuries of Financial Folly (Princeton, 2009).
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The IFI Global Fixed Income Strategy report marks its five-year anniversary this month. 
We speak with Ann Ginsburg, Head of Thought Leadership for Fixed Income, about the 
evolution of IFI’s flagship report and what it aims to achieve as part of IFI’s broader thought 
leadership effort.

Q: Congratulations on the fifth anniversary of the IFI Global Fixed Income Strategy 
report! What is the origin of this report and what have you achieved with it?
A: We designed the IFI monthly strategy report to provide IFI’s real-time views on markets 
and the investment themes underlying its investment process. The report also mirrors the 
interconnectedness of the IFI team. Each edition includes commentary on macro, credit, 
interest rates and currencies, reflecting how IFI combines these disciplines to formulate 
investment conclusions and strategies. Besides helping clients stay informed, we hope that 
sharing the output of our investment process clarifies how we make investment decisions 
that impact clients’ portfolios.

Our distribution has grown significantly over the years and we now reach clients and prospects 
in several countries in Europe, Asia and North America and across multiple client segments.  
By providing timely insights to clients, from global insurers to pension funds to central banks, 
we believe the report helps promote the transparency of IFI’s investment process.

Q: You mentioned the IFI team’s connectivity – why is that important?
A: One of IFI’s key differentiators is our connectivity across our platform and geographical 
regions. Our investors are based in North America, Europe and Asia and our investment 
capabilities span nine fixed income asset classes, including core capabilities like investment 
grade and alternatives like structured products and senior secured loans. Our teams 
“compound intelligence” by collaborating with each other to identify investment 
opportunities and risks. We seek to encompass this breadth of coverage and ongoing dialog 
in the monthly strategy report.

We also know that global markets are complex and interrelated and that local events can 
quickly become global phenomenon. We therefore aim to ensure that our content has global 
relevance. Articles about the Fed are not only aimed at a US audience, but have global 
readers in mind. We believe Fed policy has implications for global markets, as does China’s 
macro evolution, geopolitical events like Brexit and political developments in emerging 
markets. Like our investment professionals across the platform, we seek to cover them all. 

Q: Looking back on your five-year anniversary, what were the hot topics five years ago 
and how have your forecasts stacked up?
A: Five years ago we were also experiencing “interesting times” in markets. At that time, 
the major focus was on the growth and inflation outlooks for the US, Europe and China, as 
all three appeared to be at different points on the credit cycle – similar to our focus today. 
There were particular concerns about the possibility of a China slowdown posing a key risk 
to the global economy and markets. As the figure below shows, we placed China furthest 
ahead on the credit cycle (implying the potential for economic slowdown), followed by the 
US at mid-cycle and trailed by Europe at the early stage of the cycle. However, we forecast a 
“soft landing’ in China supported by policy easing measures, further solid growth in the US 
and a growth pick-up in Europe – which all panned out. In all three economies we expected 
inflation to remain low, allowing central bank flexibility, as it still does today (including in 
China), although we were wary of wage pressures building in the US as the labor market 
tightened, a theme that has persisted. 

IFI’s Global Fixed Income Strategy report hits five-year 
mark

Ann Ginsburg
Head of Thought Leadership, 
Fixed Income
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Lookback at credit cycle in June 2014
Figure 1: US, Europe and China at different points in the credit cycle
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These are expressed views of Invesco as of June 2014 and subject to change without notice.

Like five years ago, there is still uncertainty over the lifespan of the credit cycle and how 
its end may impact markets. But over the past five years, we have watched the credit cycle 
extend as global growth has trudged along, inflation has remained benign and no major 
policy mistakes have materialized, generally in line with our expectations. 

Given the macro backdrop at the time, we were positive on the US dollar, and negative 
on the euro over the medium term, calls that worked well. In credit, we were positive on 
European credit given the ECB’s intentions to embark on QE and cautious on US investment 
grade due to stretched valuations and uncertainty over Fed policy, conditions not dissimilar 
from today. 

Five years later, our monthly commentary reflects our continued focus on global growth, 
inflation and policy and we continue to tackle broad macro and credit issues bound to impact 
fixed income markets - from issues related to China and trade to European politics to game-
changing innovations in how bonds are traded. 

Q: What is the ultimate goal of the monthly report and IFI’s overall thought leadership 
effort?
A: The monthly strategy report allows us to reach out to our institutional clients with our 
latest insights about markets - we can alert them to both opportunities and risks to watch 
out for. We always have clients’ needs in mind when we choose topics. We aim to be forward-
looking and alert clients to important issues that might not be on their radar. We publish 
on topics that we are focusing on ourselves as we devise investment strategies. In this way, 
we hope the report allows clients to be part of the investment process and inform them 
as they make their own investment decisions. The monthly report also provides an outlet 
for analysts and specialists from around the IFI platform to share their individual or local 
expertise on key issues. By providing author contact details at the back of each issue, we 
hope to foster an interactive relationship between these individual members of the IFI team 
and our clients.

Q: In addition to the monthly Global Strategy report, what other content is available to 
help clients gain an understanding of IFI’s investment process and conclusions?
A: We publish numerous white papers and blogs on a wide range of topics relevant to 
clients. Some of my favorite topics include the transition from LIBOR to the new benchmark, 
“SOFR,” and the variety of content we publish on China and fixed income factors.  
We also publish a quarterly report that highlights our views on macro factors and provides 
investment ratings on the many asset classes we cover. Also keep your eyes open for the 
bi-annual report that summarizes our macro conclusions discussed at the June Global 
Investors’ Summit that took place in London, which will be coming out in July. 

Please read the Investment risk section at the end of this publication. 
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Sources: Bloomberg Barclays, J.P. Morgan, as of May 31, 2019. Credit Suisse Leveraged Loan data as of May 31, 2019. Within the Treasury monitor, United States 
is represented by Bloomberg Barclays US Treasury Index; Canada is represented by Bloomberg Barclays Global Treasury Canada Index; United Kingdom is 
represented by Bloomberg Barclays Sterling Gilts Index; Germany is represented by Bloomberg Barclays Global Treasury Germany Index; Italy is represented by 
Bloomberg Barclays Global Treasury Italy Index; Japan is represented by Bloomberg Barclays Global Treasury Japan Index; China is represented by Bloomberg 
Barclays China Aggregate Treasuries Index; EM Local Currency Governments is represented by J.P. Morgan GBI_EM Broad Diversified Index. In the Fixed Income 
Monitor, Global Aggregate is represented by Bloomberg Barclays Global Aggregate (US$ Hedged) Index; US Aggregate is represented by Bloomberg Barclays 
US Aggregate Index; US Mortgage-backed is represented by Bloomberg Barclays US Mortgaged-backed Index; Global Investment Grade Corporate is represented by 
Bloomberg Barclays Global Aggregate Corporate (US$ hedged) Index; U.S. Investment Grade Corporate is represented by Bloomberg Barclays Aggregate Corporate 
Index; Emerging Market USD Sovereign is represented by the J.P. Morgan EMBI Global Diversified Index; Emerging Market Corporate is represented by J.P. Morgan 
CEMBI Broad Diversified Index; Global High Yield Corporate is represented by the Bloomberg Barclays Global High Yield Corporate (US$ hedged) Index; U.S. High 
yield Corporate is represented by Bloomberg Barclays U.S. Corporate High Yield Index; Bank Loans is represented by the Credit Suisse Leveraged Loan Index; 
Municipal Bond is represented by Bloomberg Barclays Municipal Bond Index; High Yield Municipal Bond is represented by Bloomberg Barclays Municipal Bond High 
Yield Index. Yield to Worst (YTW) is the lowest expected yield calculation given maturity and call features. Option Adjusted Spread (OAS) is the yield difference 
relative to similar maturity Treasuries that incorporates call, put, sinking fund or paydown features of a bond. Past performance cannot guarantee future results. 
An investment cannot be made directly in an index. Returns less than one year are cumulative. 

1 Positive number represents the currency appreciated against USD, negative number represents currency depreciated against USD.
2 Positive number represents the currency appreciated against EUR, negative number represents currency depreciated against EUR.

Market monitors

Fixed income market monitor

Option-adjusted spread Returns

1 month
change  
in YTW

1 month
change  

in spread

 10 year range

Coupon 
(%)

Yield to 
worst (%) Current min max

1 mth
 (%)

3 mth
 (%)

YTD
(%)

 12 mth
(%)

Global Aggregate (USD hedged) 2.68 1.64 -0.17 50 5 23 156 1.44 3.32 4.54 6.50
U.S. Aggregate 3.23 2.69 -0.28 49 5 32 258 1.78 3.76 4.80 6.40
U.S. Mortgage-backed 3.63 2.86 -0.32 44 3 -16 181 1.29 2.71 3.43 5.51
Global Inv Grade Corporate (USD hedged) 3.49 2.71 -0.09 131 17 55 515 1.05 3.91 6.40 7.02
U.S. Investment Grade Corporate 4.04 3.44 -0.16 128 18 76 618 1.43 4.54 7.23 7.45
Emerging Market USD Sovereign n/a 5.99 -0.02 378 33 157 906 0.41 2.09 7.65 7.46
Emerging Market Corporate n/a 5.28 -0.01 320 33 120 1,032 0.49 2.56 6.49 7.38
Global High Yield Corporate (USD hedged) 5.98 6.15 0.45 443 69 231 1,845 -1.10 1.31 7.15 5.67
U.S. High Yield Corporate 6.37 6.57 0.46 433 74 233 1,971 -1.19 1.16 7.49 5.51
Bank Loans 6.09 6.30 -0.02 n/a n/a n/a n/a -0.23 1.23 5.19 4.02
Municipal Bond 4.65 2.07 -0.23 n/a n/a n/a n/a 1.38 3.37 4.71 6.40
High Yield Municipal Bond 4.97 4.45 -0.21 n/a n/a n/a n/a 1.62 4.83 6.11 7.76

Treasury market monitor

Returns in local currency

1 month
change in YTWCoupon (%) Yield to worst (%) 1 mth (%) 3 mth (%) YTD (%)  12 mth (%)

United States 2.42 2.09 -0.33 2.35 4.01 4.22 6.28
Canada 2.32 1.51 -0.17 1.56 3.28 3.76 6.12
United Kingdom 3.24 1.05 -0.22 2.90 4.65 4.75 4.40
Germany 1.73 -0.34 -0.16 1.52 2.63 3.08 4.01

Italy 3.20 1.98 0.15 -0.41 1.71 1.67 4.70

Japan 0.95 -0.02 -0.05 0.69 1.06 1.78 2.17

China 3.52 3.23 -0.06 0.72 -0.05 0.83 5.43

EM Local Currency Governments n/a n/a n/a 1.26 1.91 3.99 6.47

FX market monitor1

10 year range Returns

Current min max 1 mth (%) 3 mth (%) YTD (%)  12 mth (%)
EURUSD 1.12 1.04 1.51 -0.41 -1.78 -2.60 -4.48

USDJPY 108.29 75.82 125.63 2.91 2.86 1.23 0.49

GBPUSD 1.26 1.20 1.85 -3.09 -4.78 -0.98 -5.03

USDCNY 6.91 6.04 6.96 -2.46 -3.06 -0.39 -7.17

USDCHF 1.00 0.72 1.23 1.84 -0.28 -1.91 -1.50

AUDUSD 0.69 0.60 1.10 -1.56 -2.20 -1.57 -8.32

CADUSD 0.74 0.69 1.06 -0.94 -2.52 0.90 -4.13

EURJPY² 120.96 94.31 157.95 3.37 4.73 4.00 5.20

EURGBP² 0.88 0.69 0.98 -2.69 -3.04 1.67 -0.56
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https://www.invesco.com/static/us/institutions/contentdetail?contentId=ce26d772726f8610VgnVCM1000006e36b50aRCRD&dnsName=us
https://www.invesco.com/static/us/institutions/contentdetail?contentId=ce26d772726f8610VgnVCM1000006e36b50aRCRD&dnsName=us
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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. 
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.

Important information

All data as of June 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. 




