
Global macro strategy

Near-term US recession fears overdone 

We believe much of the volatility that plagued markets at the end of 2018 was due to rising 
recession fears. We too had been calling for slower global growth as early as February 2018 and 
during the period of strong growth in the second and third quarters. But although we are likely 
to see a lower growth trend going forward, we still believe the current business cycle, which 
began in 2009, has more room to run before we encounter a recession. Indeed, we now believe 
that market expectations of growth might be too negative. We believe a potentially more 
flexible US Federal Reserve (Fed) approach, as well as supportive Chinese monetary and fiscal 
policies, reduce the risk of tipping into recession later this year. Given recent adjustments in the 
pricing of risky assets and improved policy expectations, we believe markets may now provide 
attractive returns going forward, although with the potential for above average volatility.
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What happened in 2018?
Tax stimulus dominated the economic growth story in 2018. Beginning in second quarter, 
the US accelerated to a pace of growth not seen in almost a decade. The driver of this 
growth was increased consumer confidence and higher disposable incomes. Personal 
expenditures grew at a 3.7% annualized pace over the second and third quarters, well 
above the three-year average up to that point of 2.75%.1 However, the market may have 
over-extrapolated this rapid rate of growth. As the economy entered the fourth quarter, the 
tax cut-induced consumption bounce began to wear off. Forward-looking growth indicators 
began to slow and market volatility increased.

We believe increased market volatility was caused by three main factors: Expectations of US 
growth likely became too lofty and were not supported by incoming data. In addition, global 
growth had been slowing for some time, primarily driven by disappointing growth in Europe 
and Asia. In the past, slowing global growth combined with tighter US monetary policy has 
proved to be a toxic combination for markets. Late 2018 turned out to be no different. 

What is happening now?
The current pace of US growth appears to have slowed compared to last summer, but we 
believe the outlook remains above potential growth of around 1.75% per year. US employment 
growth is still very strong, posting a three-month moving average of 254 thousand jobs 
compared to a three-year average of 199 thousand. Manufacturing surveys, such as ISM, have 
weakened somewhat but still suggest above average growth on the horizon. Broader estimates 
of growth such as the Atlanta Federal Reserve Nowcast have also declined, but modestly, falling 
from a high of 3% in Nov. 2018 to a current level of 2.8%.2 IFI’s growth nowcast has fallen from 
an extremely strong level but still remains above long-term potential growth.

Figure 1: IFI growth expectations have fallen, but remain above trend
• IFI Nowcast US GDP estimate
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Source: Invesco, data from Jan. 1, 2011 to April 1, 2019.

What has changed? US and China policy adjustments
Tightening Fed policy caused concern in a market not priced for slower growth outcomes. 
The Fed has since shifted to a more patient stance. Viewing the turbulence in financial 
markets as a potential threat to growth, it responded with soft guidance that it would not hike 
the federal funds rate in March and would adopt a data-dependent stance. Tight monetary 
policy was a key cause of the last three recessions in the US. We believe this potential pause in 
monetary tightening significantly reduces near-term recession risk.

Policy has also moderated in China. Authorities in China have taken steps to cut tax rates and 
ease monetary policy. While Chinese policy making might seem opaque, we believe policy 
makers are clearly engaging in an attempt to soften or reverse the recent decline in Chinese 
growth. The combination of these factors gives us confidence that the worst-case scenarios 
for 2019 will likely not be realized.

Global macro strategy (continued)
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Policy outlook: the Fed “collar”
The Fed has indicated it does not want financial conditions to tighten too rapidly. For this 
reason, policy makers have suggested that the Federal Open Market Committee will not hike 
at its March meeting. In subsequent quarters, we think growth will likely be strong enough 
to motivate the Fed to implement additional hikes, however, we expect it to remain sensitive 
to financial conditions. In other words, in the absence of market volatility, the Fed will likely 
hike, but it may not if significant market volatility resumes. This sensitivity changes the policy 
outcome from a Fed “put” to a Fed “collar.” In a Fed put, if financial conditions tighten more 
than expected, the Fed is likely to defer hikes or ease policy, which should cause financial 
conditions to ease. In a “collar,” if stability prompts further hikes, financial conditions could 
tighten somewhat. 

Asset price outlook
Over the past several months, the market has moved from being too optimistic in terms 
of pricing to too pessimistic, in our view. We believe these market pricing shifts can create 
opportunities in several markets. Credit markets may benefit from continued above 
potential growth and a Fed on hold. Long-dated yields may remain stable and offer attractive 
hedging if growth declines. Local emerging market interest rates might benefit from low 
global inflation and a more stable trend in global growth.

Rob Waldner, Chief Strategist and Head of Multi-Sector Portfolio Management, James Ong, 
Senior Macro Strategist

Global macro strategy (continued)

1 Source: US Bureau of Economic Analysis, 2Q-3Q 2018 period: March 31, 2018-Sept. 30, 2018 versus 3-year 
period: Sept. 30, 2015-Sept. 30, 2018.

2 Source: Federal Reserve Bank of Atlanta, Nov. 1, 2018 to Jan. 16, 2019.
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Global macro strategy (continued)

Interest rate outlook

US: Neutral. US Treasuries have found support as investors have moderated their growth 
outlook for 2019. We too believe that peak US growth is behind us, but we expect it to remain 
above potential through the first half of 2019. We expect inflation to remain benign in 2019, 
although labor costs may continue to accelerate. This will likely allow the Fed to progress on 
its gradual path of policy normalization after a pause in March. This scenario, combined with 
our expectations for elevated US Treasury supply and fewer Fed asset purchases in 2019, 
drives our near-term outlook for range-bound US interest rates.

Europe: Neutral. Euro area economic data point to another weak quarter of gross domestic 
product (GDP) growth in the fourth quarter of 2018, with much of the unexpected 
deterioration coming from trade and business confidence. However, we believe economic 
sentiment will likely improve with the unwinding of adverse temporary factors, such as 
French protests and weakness in the German auto industry. Additionally, slowing inflation 
and robust employment should continue to support consumer confidence. We expect the 
European Central Bank (ECB) to maintain its accommodative policy stance and dovish 
rhetoric and not meaningfully alter its assessment of growth and inflation in the near term. 
With markets pricing a first rate hike well into 2020, the bar for a more dovish repricing is 
high, in our view.

China: Neutral. We are neutral on Chinese interest rates due to our expectations of 
supportive Chinese monetary and fiscal policies, potential investor shifts toward credit and 
US Treasury yield movements. We expect China’s monetary policy to remain accommodative 
and fiscal easing to play a more active role going forward. In the medium term, we expect 
liquidity to remain reasonably loose, but investors may cut interest rate positions and add 
risk via the credit market due to the recently announced series of supportive measures. 
US Treasury and Chinese equity market performance could be swing factors in the 
performance of Chinese onshore interest rates.

Japan: Neutral. Japanese government bond (JGB) yields have bounced since the start of 
2019, in line with the move in US Treasury yields. However, valuations, especially of short-
term bonds, still look stretched, in our view. Support from foreign US dollar hedged buyers, 
who have been increasingly active in the market, could wane from here. However, downside 
risks to growth and inflation, reduced foreign bond alternatives and a sharp reduction in net 
supply should support long-term bonds, likely limiting the scope for an upward move in yields.

UK: Neutral. The outlook for UK gilts is relatively mixed, in our view. In the near term, 
prolonged Brexit uncertainty will likely constrain the Bank of England (BoE) from hiking, 
limiting the scope for a front-end led selloff. However, moves towards a softer Brexit/no 
Brexit and increased fiscal risk premium (reflecting the risk of a Labour government) could 
weigh on long-term maturities, especially if combined with more global growth optimism. 
But lower net supply and substantial BoE quantitative easing reinvestment, especially in 
March, should constrain a substantial move higher in interest rates. 

Canada: Neutral. The Bank of Canada (BoC) adjusted its growth estimate down to 1.7%1 for 
2019 and expects inflation to remain near its 2.0% target.2 Continued strong employment 
should help prevent a housing slowdown and large consumer debt balances from becoming 
a bigger issue. Like other central banks, the BoC has backed away from the urgent need to 
raise interest rates. Any interest rate hikes will likely be later in the year. 10-year Canadian 
sovereign bond yields are not attractive near the current level of about 2.00%,3 in our view, 
but without a rise in inflation or a pickup in growth, the 10-year yield may not challenge the 
2018 high of 2.60%.4

Australia: Neutral. The market is currently pricing a 60% probability of a 25 basis point 
cut by the Reserve Bank of Australia (RBA) this year.5 We believe this would be somewhat 
excessive given current economic data, but downside risks to growth have increased globally 
and domestically, leaving the RBA's November forecasts looking overly optimistic. We expect 
the RBA to downgrade its growth forecast at the February meeting, and potentially adopt a 
more symmetric policy bias.
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Global macro strategy (continued)

India: Overweight. We have resumed our overweight position after tactically moving to 
neutral due to the Reserve Bank of India’s (RBI) uncertain policy direction following the 
RBI governor’s abrupt resignation. We still find current yields attractive from a valuation 
perspective, and see room for long-term interest rates to decline further in the near term, 
particularly on 10-year government bonds. We expect several supportive factors to remain 
in place through the first quarter of 2019, including low inflation, RBI liquidity improvement 
measures and light debt supply.

Figure 1: Global 10-year yields 
• US   • UK   • Japan   • Germany
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Source: Bloomberg L.P., Jan. 25, 2016 to Jan. 25, 2019. Past performance is not indicative of future results.

Rob Waldner, Chief Strategist, James Ong, Senior Macro Strategist, Noelle Corum, Associate 
Portfolio Manager, Reine Bitar, Macro Analyst, 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: Bank of Canada, Jan. 9, 2019.
2 Source: Bank of Canada, Oct. 2016.
3 Source: Bloomberg L.P., Jan. 25, 2019.
4 Source: Bloomberg L.P., Oct. 5, 2018.
5 Source: Bloomberg L.P., Jan. 18, 2019.
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Global macro strategy (continued)

Currency outlook

USD: Underweight. We expect the US dollar to weaken in the near term as renewed global 
growth convergence causes the unwind of the US exceptionalism theme that drove the 
strengthening of the US dollar in 2018. We are encouraged by the price action so far this year 
and believe it is appropriate to re-establish an underweight in the US dollar in the first quarter 
of 2019. We expect US GDP growth to remain solid in 2019, but moderate toward a mid-to-
low 2% level and the Fed to reach the end of its tightening cycle. In Europe and China, we 
expect growth to stabilize above potential in 2019, which could cause investors to shift some 
assets from the US to other regions, potentially weighing on the US dollar. US budget and 
current account deficit concerns could be additional headwinds for the US dollar.

EUR: Neutral. We remain on the sidelines but are more constructive given the change in 
our broader US dollar view. While we expect further convergence across the global economy 
over the course of this year, euro area activity continues to moderate, and it seems unlikely 
that the ECB will implement a favorable policy catalyst. Thus, positive catalysts for the euro 
will likely be due to exogenous factors as the year unfolds.

RMB: Neutral. The renminbi rallied to a range of 6.75 to 6.80 in January, helped by US dollar 
softness and more encouraging headlines on US-China trade negotiations.1 We expect US 
dollar performance against other major currencies and US-China trade relations to continue 
to drive the renminbi’s performance versus the US dollar in the near term. Capital controls on 
outflows remain tight, which should give the central bank (PBoC) room to pursue independent 
monetary policy. We still view 6.80 to 6.90 as the likely trading range for the renminbi.

JPY: Overweight. The yen appreciated sharply in late December and early January, finally 
exhibiting its historic negative correlation to risk assets. Due to the limited upside to US 
yields, slowing global growth and rising volatility, the unhedged foreign exchange flows that 
acted as a headwind for the yen in 2018 are likely to wane or reverse, in our view. Although 
the yen has rebounded from the lows, we believe this reversal will allow the currency to act 
more as a risk asset hedge going forward. We intend to add to yen longs on dips.

GBP: Overweight. Although, the tail risk of a "no deal" Brexit remains, there is increasing 
evidence that a cross-party coalition of members of Parliament is mobilizing to avoid this 
outcome and the European Union (EU) appears willing to extend the deadline for leaving 
the EU beyond March 29. In addition, the huge defeat of Prime Minister May's deal and 
the Labour Party’s failure to force an election increases the probability of a softer Brexit 
model, in our view, such as a permanent customs union, a customs union and single market 
membership (the so-called Norway plus model) or a new referendum.

CAD: Neutral. The Canadian dollar ended 2018 at a low, but has since rallied to begin the 
year.2 The rally occurred despite the BoC’s switch to a dovish tone at its January meeting, 
where it indicated a willingness to be patient and watch for a pick-up in the data. The recent 
rebound in the Canadian dollar is nearing a level where we would consider moving underweight 
the currency.
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Global macro strategy (continued)

AUD: Neutral. The Australian dollar has exhibited its normal positive correlation to global 
risk sentiment, depreciating in December and appreciating in January. The currency 
appears undervalued relative to Australia's terms of trade, in our view, and could benefit 
from Chinese stimulus and easing US-China trade tensions. However, Australia’s relatively 
weak domestic growth and inflation picture, combined with RBA policy stability will likely 
keep the Australian dollar range bound. 

INR: Neutral. The rupee has appreciated nearly 4.5% against the US dollar since it reached 
an all-time low of 74.44 in October 2018.3 The rupee’s rebound was driven largely by 
declining oil prices and supportive RBI measures, however, we believe the RBI is unlikely to 
provide additional support and any further appreciation will likely be driven by moves in the 
US dollar or oil prices. 

Figure 1: Valuations of major currencies compared to purchasing power parity (PPP)
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Source: Bloomberg L.P., Jan. 25, 2018.

Ray Uy, Head of Macro Research and Currency Portfolio Management, James Ong, Senior 
Macro Strategist, 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

1 Source: Bloomberg L.P., data from Jan. 1, 2019 to Jan. 24, 2019.
2 Source: Bloomberg L.P., data from Dec. 31, 2018 to Jan. 18, 2019.
3 Source: Bloomberg L.P., data from Oct. 9, 2018 to Jan. 18, 2019.
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Geographical themes

Investment grade (IG): Fundamentals diverge, uncertain earnings outlooks influenced 
by trade policy and government shutdown, Fed on hold, technicals improving into 2019
Rationale
Despite recent volatility surrounding idiosyncratic credit concerns, we continue to believe 
broad US corporate credit fundamentals will improve across most sectors heading into 2019. 
Operating fundamentals in the first quarter of this year will likely be negatively impacted by 
the government shutdown and trade policy uncertainty but remain supportive as debt levels 
are expected to decline. In the past several years, many factors encouraged issuers to increase 
their debt burdens, including low interest rates, tight credit spreads, low organic growth 
rates and tax policy that restricted the use of overseas retained earnings. Going forward, we 
believe these factors will reverse, resulting in a declining use of debt as organic growth rates 
normalize, interest rates and spreads increase and companies repatriate substantial overseas 
cash. We are also noting pressure from shareholders to decrease leverage in response to 
rising funding costs and tax reform. Additionally, the recent change in tone from the Fed 
surrounding the pace of interest rate increases and balance sheet reduction is a favorable 
development for market stability in the first half of the year.

Our sector credit outlooks have diverged due to global growth and trade concerns and higher 
interest rates. We expect certain cyclical sectors, including those sensitive to US housing, to 
exhibit increasing revenue and earnings volatility. We are closely watching the Fed and the 
Trump administration for clarity surrounding the neutral rate of interest and potential further 
trade tensions, which could have an increasingly negative impact on global demand and 
issuer cost structures. We remain skeptical of rating agencies’ allowance of elevated leverage 
in recent mergers and have become very selective. We also note deteriorating economic and 
credit conditions in China as a risk to global issuers that could lead to increasing volatility in 
financial conditions.

Technicals have improved following a notable decline in January issuance, and there are 
signs that foreign investor demand is returning despite still elevated currency hedging costs. 
Repatriation of overseas cash by US corporations, much of which has been invested in short-
maturity IG corporates, is putting downward pressure on demand for shorter-term bonds, and 
is also reducing the supply of new debt. We expect the uptick in US Treasury issuance to shift 
from US Treasury bills to longer maturities, posing another potential drag on technicals as the 
Fed migrates toward reversing quantitative easing over time. Fortunately, institutional and 
overseas demand for long-term corporate bonds remains robust.

European credit markets are generally earlier in the credit cycle versus the US and are less 
levered, though risks from Brexit and political uncertainties in Italy and other countries remain 
elevated. Recent PBoC actions to support domestic financial institutions in China are seen as a 
positive development in Asian credit.

IFI strategy
We favor US, Europe and Asia over the UK. Key market drivers to monitor include 1) the pace 
of monetary policy changes from the Fed, ECB, BoJ, BoE and PBoC, viewed on an aggregate 
basis for their impact on the US dollar and global credit flows 2) the development of US fiscal 
and regulatory policy changes and 3) the impact on costs, margins, demand and investment 
of announced tariffs 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): Technicals supportive; geopolitical concerns may present headwind
Rationale
High yield credit fundamentals continue to be resilient in both the US and Europe as 
the macro environment remains largely supportive. However, we continue to monitor 
fundamentals for signs of slowing earnings growth.

Regarding technicals, new issuance activity has started to resurface in 2019, but overall 
new issue activity remains below historical norms. This continued positive backdrop has 
been amplified by the fact that we are now beginning to see positive flows into the asset 
class after a year of net outflows in 2018. While these trends are still very early in the year, 
we view them as a positive tailwind for our asset class. With that said, concerns from 2018 
remain in focus, specifically, the ongoing overhang from geopolitical concerns related to  
US-China trade policy, Brexit and Italian budget concerns.

IFI strategy
We believe the largely positive macro backdrop, solid fundamentals, and positive technicals 
will be supportive for the high yield credit market through the first part of 2019, but 
could be offset by market volatility associated with further increases in interest rates and/
or increasing geopolitical concerns. We believe the high yield market offers some price 
appreciation potential with attractive coupon carry over the medium term.

Emerging markets (EM): Valuations remain favorable as funding pressures ease
Rationale
Returns in EM sovereign credit have retraced almost all of the 2018 losses on the back of 
a more dovish Fed tilt, easing policy measures in China, and softer global economic data. 
Flows into the asset class have also resumed, almost reversing 2018 redemptions, and 
supply has so far fallen short of projections. This leaves us more balanced on the macro 
picture, but upbeat on technicals.

We believe valuations in EM sovereign credit remain favorable in both the investment grade 
and high yield segments of the market. Upcoming trade talks between the US and China will 
likely be significant in determining future risk appetite. Aside from concerns over the US 
dollar and tighter financial conditions, US foreign policy developments necessitate a higher 
risk premium in EM assets, in our view. However, we believe current spreads reflect this. 
Recent stability in the US dollar and steepening of the US yield curve have provided scope 
for EM credit spreads and currencies to recover, in our view.

IFI strategy
We continue to believe the market has overpriced risks to EM from rising US interest rates, 
a stronger US dollar and geopolitical concerns. While some EM countries face significant 
challenges, we do not foresee a broader EM crisis and we believe fundamentals remain 
broadly supportive. As such, we continue to favor adding risk in a selective manner, focusing 
on those countries that are less externally vulnerable or that have solid policy anchors, 
especially at the lower end of the credit quality spectrum. Easier US funding conditions would 
likely provide context for adding outright exposure to EM, given improved valuations.

Global investment themes (continued)
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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 the bright side, lending conditions remain accommodative across 
property markets despite slightly tighter credit standards. Additionally, we expect modest 
new issuance volumes to be absorbed by investors.

IFI strategy
Despite continued fundamental strength in the US commercial property sector, we are 
exercising careful security selection as the real estate cycle continues to extend and 
central bank tailwinds have diminished. We prefer slightly seasoned Non-Agency CMBS 
that benefits from embedded property price appreciation and decreasing spread duration, 
along with Agency CMBS.

US residential mortgage backed securities (US RMBS): Fundamentals remain 
favorable despite downshift in housing activity; compelling value in senior classes
Rationale
Fundamental conditions have improved recently as lower mortgage rates and accelerating 
wage growth have improved housing affordability, though longer term trends point to 
an increasingly challenging environment for prospective buyers as home prices continue 
to rise. While fundamentals are supportive, technicals are weighing on residential credit 
spreads as investors struggle to absorb increased primary market supply. We believe a 
modest selloff would represent an attractive opportunity to add exposure, given strong 
credit profiles and attractive carry.

IFI strategy
We see value in AAA-rated prime jumbo classes as the yield premium over agency MBS is 
at the highest level in over a year. Meanwhile, senior classes collateralized by single family 
rental and reperforming loans are well situated following recent credit spread widening and 
likely offer limited exposure to further market volatility due to low spread duration. Regarding 
credit risk transfer securities issued by government-sponsored enterprises, we believe 
investment grade classes are somewhat rich and that non-investment grade classes are more 
likely to benefit from credit curve flattening. Finally, any supply-induced spread widening in 
non-qualified mortgage securities could create compelling opportunities in the sector.

US asset backed securities (US ABS): Good relative value on short end of the curve; 
credit tiering has intensified
Rationale
Fundamentals remain supportive in most consumer and commercial ABS sectors on 
continued rational underwriting, current favorable-to-stable collateral performance trends 
and our positive near-term economic outlook. With the flattened to slightly inverted yield 
curve, benchmark ABS will likely remain in high demand. Recent volatility in the broader 
market is supportive of the relatively stable, shorter-duration ABS market.

IFI strategy
Relative attractiveness to corporate bonds has diminished for most lower-rated esoteric 
and subordinate class ABS. However, we see some opportunities to invest at wider spreads 
with focus at the top of the capital structure on liquid, amortizing benchmark and certain 
non-benchmark sectors, which tend to benefit from additional spread on the steeper, short 
end of the yield curve. Given recent broader market sentiment, credit tiering across asset 
classes and sponsors is more pronounced. As a result, our focus continues to be on larger, 
seasoned sponsors.

Global investment themes (continued)
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Sector themes

Commodities: Supply backdrop may drive near-term pricing; monitoring trade, global 
growth and Chinese manufacturing for potential downside risks
Rationale
Commodities have generally benefitted 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 policy rhetoric has softened materially over the 
last month, which has helped stabilize and even strengthen commodity prices. Nonetheless, 
the effectiveness of Chinese stimulus as it relates to the deceleration of manufacturing 
activity will need to be closely monitored. We still expect corporate and credit fundamentals 
to remain supportive, given anticipated organic deleveraging driven by earnings growth. 
While we are actively monitoring commodity demand risks, we believe that shifts in the 
commodity supply backdrop will continue to be key near-term price drivers.

IFI strategy
We favor aluminum and copper producers, which tend to benefit from better supply/
demand dynamics, and given 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 selective 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 certain US consumer sectors, including leisure, but are negative on department 
stores and mall-based retailers that lack differentiated products. In EM, we favor consumer 
sectors on a selective basis. We expect US automotive original equipment manufacturers 
(OEM) sector fundamentals to weaken, given an adverse trade environment, but 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 vehicle segment. We are cautious on large European consumer goods 
companies, based on tight valuations and financial policies that favor equity.

Post-merger and acquisitions (M&A) deleveraging plays
Rationale
M&A activity remains a moderate risk, driven by large cash balances and the need to 
reposition business portfolios. Certain recent transactions have elevated leverage profiles 
and seemed 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.

Global investment themes (continued)
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Technology, media and telecommunications (TMT): Data and connectivity
Rationale
The TMT landscape continues to evolve as companies contend with cord-cutting trends, 
the evolution of 5G, and ongoing media sector consolidation.

IFI strategy
We prefer exposure to issuers that build on connectivity – both via spectrum and towers – as 
well as those that benefit from the secular growth in data.

Yield curve themes

Short end may continue to benefit from recent volatility; long end steepening could 
make long-term bonds more attractive
Rationale
Credit curves have flattened in the 30-year versus 10-year space since mid-November 2018, 
as higher all-in yields have attracted institutional buyers that traditionally buy longer-term 
bonds. This long-end demand is primarily coming from pension funds. The ultra-short part 
of the curve continues to receive demand as most retail investors are flocking to cash-like 
products given recent volatility and fairly attractive short-term interest rates. Cash is now 
receiving the bulk of retail flows as investors believe it has returned as a viable asset class.

IFI strategy
We continue to like the 2 to 4-year part of the curve as we can wait for these bonds to 
roll down the curve and benefit from retail demand for money market/cash securities. 
We are closely watching the 10 to 30-year portion of the US Treasury curve, and should it 
steepen we will look to add more 30-year credit with the expectation that strong long-end 
demand from pension funds will increase further if long end rates move higher. We are less 
enthusiastic around the 10-year part of the curve because it does not have a natural retail 
or institutional buyer currently. We are treating it more tactically as it is the most liquid part 
of the curve.

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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Recent market stress surrounding trade policy, the US government shutdown, Brexit and 
recession fears have increased focus on the US investment grade credit market – and its 
sharp rise in leverage in the post-crisis period. We believe these concerns are best analyzed 
through the lens of the BBB rated portion of the US investment grade bond market. Some 
investors worry that this segment is a ticking time bomb set to upend the US fixed income 
market. Credit spreads on BBB rated bonds have widened 50-100 basis points in the past 
year.1 With a focus on BBBs, we tackle some important questions for investors: Is the recent 
selloff in BBBs a sign of worse things to come? Or has the market over-reacted and are there 
stabilizing trends on the horizon?

Upward trend in leverage may reverse in 2019
Debt levels among US corporations have grown in the post-financial crisis period in response 
to a lack of organic growth, low interest rates, modest credit spreads and tax policy that 
restricted the use of overseas retained earnings. As such, companies have used incremental 
debt to 1) buy back stock, 2) fund mergers and acquisitions, and 3) increase shareholder 
dividends. This shareholder-friendly activity has, however, come at the expense of companies’ 
credit profiles and has exposed the market to potential credit transition risks, in our view.

Going forward we believe there are several reasons to expect a reversal in this leveraging 
trend, including a return to organic growth, higher interest rates, wider credit spreads 
and repatriation of foreign profits. As such, we expect to see less opportunistic funding as 
acquisition break-even points are higher and companies have increased access to internal 
capital. Companies are also experiencing increased investor scrutiny over elevated leverage 
profiles and are beginning to address their balance sheets more proactively. We expect CEOs 
to highlight their debt reduction efforts and progress in much greater detail during earnings 
calls going forward. We also note that large companies have begun making deleveraging 
success one of the many determinants in CEO compensation. We believe these are very 
positive trends for investors in corporate credit.

Fed has credit growth in its sights
In addition, we believe issuers and investors have taken note of comments from the Fed in 
its November 2018 Financial Stability Report, which highlighted concerns over the pace of 
credit growth, leverage and underwriting practices in the leveraged loan market.

Figure 1: Leveraged loan quality
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Source: S&P Global Market Intelligence, Dec. 31, 2004 - Dec. 31, 2018. Includes issuers with earnings before 
interest, taxes and depreciation (EBITDA) of more than USD50 million. “<4.00x” means “debt is less than  
4.00 times EBITDA.”

Global credit strategy

US investment grade credit: a buy or a bubble?
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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The Financial Stability Report also highlighted that the distribution of ratings among 
investment grade corporate bonds has deteriorated with the number of bonds rated at the 
lowest investment grade level at a near-record amount. As of the second quarter of 2018, 
35 percent of corporate bonds outstanding were at the lowest end of the investment-grade 
segment, amounting to approximately USD2.25 trillion.2 The Fed noted that during an 
economic downturn, widespread downgrades of these bonds to speculative-grade ratings 
could force some investors to sell them rapidly, pressuring liquidity and prices in this 
segment of the corporate bond market.

Ultimately, The Fed noted that, despite elevated leverage, low interest rates have enabled 
debt service costs to remain at the lower end of their historical range, allowing corporate 
credit performance to remain favorable. In addition, we estimate that current market 
spreads cover reasonable estimates of investment grade defaults by multiple times.

Figure 2: Net Debt/EBITDA - BBB 
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Source: Bank of America, ICE BAML US Corporate Index, data from Sept. 30, 2007 to Oct. 31, 2018.

Figure 3: Interest Coverage - BBB
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Source: Bank of America, ICE BAML US Corporate Index, data from Sept. 30, 2007 to Oct. 31, 2018.

Global credit strategy (continued)
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Global credit strategy (continued)

IFI US investment grade outlook
We believe risks in BBB rated credit will likely remain idiosyncratic, as most large bond issuers 
generate substantial free cash flow to service debt. Furthermore, we do not believe a recession 
is a likely outcome of recent global macro-economic issues, including trade tensions. 

We have seen the leverage cycle playbook before with the energy crisis in 2015-2016. 
Some companies substantially cut their dividends to conserve cash to pay down debt. Others 
stopped share buy backs and even reduced capital expenditures. In extreme examples they 
went so far as to raise equity to pay down debt. Once companies began to address their 
balance sheet concerns, their stock prices began to stabilize and eventually turned higher. 
We expect this process to play out again with the majority of BBB rated issuers. We think the 
message to CEOs is clear - the time to start fixing balance sheets is now.

The largest BBB rated companies have the cash flow to support their debt and debt service 
obligations, in our view, and are beginning to recognize that the market is concerned about 
leverage. We believe issuers will begin to pay down debt while the economy is still strong. 
The recent spotlight on BBB’s and punishment of over-levered companies by the equity 
market is likely to be a major catalyst for balance sheet cleanup. In addition, 2019 earnings 
growth, which we forecast in the high-single digit range, will likely remain a supportive 
factor for credit quality. We expect the recognition of this dynamic to result in corporate 
deleveraging and outperformance of BBB rated credits in 2019.

Paul English, Head of US Investment Grade Research, Matt Brill, Head of US Investment Grade

1 Source: Bloomberg Barclays US Credit Index, data from Jan. 24, 2018 to Jan. 24, 2019.
2 Source: US Federal Reserve, Financial Stability Report, November 2018.



16

Emerging markets experienced increased volatility in 2018, attributed to the strengthening 
US dollar and tightening funding conditions. On the back of improved valuations, Invesco 
Fixed Income now sees value in EM. We speak with Rashique Rahman, Head of Emerging 
Markets Debt, about his outlook for the asset class, which he discusses in detail in his 
upcoming Emerging Markets Debt Outlook, Q1 2019.

Q: What is your global macro outlook for 2019? How will this impact emerging markets?
A: We expect the US to grow above potential in the first quarter, but moderate toward 
potential later in the year. We expect stalling eurozone growth, coupled with Italy/breakup 
risks. Growth is slowing in China, but monetary and fiscal policies may provide near-term 
stability. An escalation or moderation in trade tensions is the main risk to this view. Global 
inflation has been benign, and we expect it to remain so for the next three to six months.

Therefore, we believe EM investors are likely to be caught between a moderation of US 
growth on the one hand, and the potential pricing in of US recession risks on the other. 

Our base case for a slowdown in US economic performance is likely to lead to increased 
equity and credit market volatility as the US dollar stabilizes amid slower growth – providing 
scope for EM local assets to outperform EM credit. In spite of the recent rebound in the 
market, we also expect EM investment grade to outperform the more growth-sensitive high 
yield segments of the EM credit market.

Q: What is your macro outlook for emerging markets? How will this impact the asset class?
A: Within EM, we expect broadly stable growth, coupled with modestly rising inflation and 
some improvement in external accounts. Recent EM currency stability and a decline in 
commodity prices has helped to stabilize inflation in EM, and we expect headline CPI to slow 
for most EMs through 2019.

Market expectations for EM growth have declined over the course of 2018. As such, we 
see potential for growth to beat expectations from here, with initial signs of improvement 
already in place and potentially more to come during the first quarter of this year. Our view 
is based on a potential stabilization in the US dollar and broader US funding conditions, 
which, coupled with an improved outlook for EM inflation, should limit the scope for most 
EM central banks to tighten monetary policy beyond what is already priced in by markets. 
Recent currency weakness is also expected to provide a modest boost to net exports in 
countries where the currency adjustment has been large.

However, we expect to see ever-widening divergence in these fundamental outcomes 
among countries, suggesting that idiosyncratic developments will likely continue to be 
prominent drivers of overall performance in EM in 2019. We believe fiscal outcomes will be 
critical in assessing creditworthiness for a number of sovereigns in 2019. In general, we 
expect policies related to fiscal dynamics in key countries to be broadly positive. Many of 
these policies have emerged following recent and upcoming elections.

Q: What are the key risks to your views?
A: The most important risk to our broad view is a material pricing in of recessionary risks 
in the US that could support safe-haven assets, strengthen the US dollar and weaken EM 
currencies. This would likely place additional funding pressure on EM issuers and lead to a 
further downward repricing of EM assets. An escalation in trade tensions could also lead to a 
material pricing in of global recessionary risks.

Additionally, the Chinese currency could pose a risk to EM currencies and credit. Though 
not our base case, a depreciation of the renminbi could pressure EM currencies lower and 
potentially spill over into EM credit markets. To the extent that higher tariffs on Chinese 
goods erode the relative price advantage for China, other EM countries may stand to 
benefit. However, a weaker renminbi could erode this relative price advantage for EM 
countries gained from trade renegotiations between the US and China. This, of course, will 
depend on how trade negotiations themselves play out.

The bottom line

Emerging markets debt Q1 2019 outlook

Rashique Rahman 
Head of Emerging Markets 
Debt



Invesco Fixed Income: Global fixed income strategy  17

Q: What were the main causes of EM volatility and outflows in 2018? Do you see any 
risk of a repeat in 2019?
A: We believe EM capital flows are influenced by emerging markets growth and interest rates 
in relation to developed markets (DM), with EM benefitting when growth and interest rates 
are higher versus DM - especially relative to the US.

In 2018, growth and interest rate differentials favored the US relative to EM. As a result, we 
saw capital outflows from EM and downward pressure on EM asset prices. Seen in this light, 
our base case scenario of moderating US growth and stability in US interest rates in 2019 
would likely bode well for renewed capital inflows to EM and EM asset prices.

Q: Where do we see value within EM and why do you believe credit selection remains 
necessary in the current environment? 
A: We believe EM valuations in credit, currencies and interest rate markets are currently 
favorable as they price in a measure of downside risk. Moreover, from an historical 
perspective, EM credit remains cheap relative to US investment grade (IG) and US high yield 
(HY) credit. A weaker US dollar helps, as it eases funding conditions for EM issuers, but we 
believe broader credit market volatility may continue to adversely impact EM credit as well, 
even as the relative cheapness to IG and HY credit may lead to EM relative outperformance.

Similarly, we believe EM currencies are good value relative to the US dollar, but valuations 
are less compelling on a broader, trade-weighted basis, in our view. This factor limits the 
case for benefits to net trade as a result of currency valuation. EM carry versus the US dollar 
is also low by historical standards. 

Additionally, while EM credit valuations are relatively cheap, the sovereign credit benchmark 
is skewed by a few outliers with higher weightings in the benchmark (i.e. Argentina, 
Indonesia, Mexico, South Africa and Turkey). Therefore, we believe country and credit 
selection will be crucial to capturing the current value that we believe exists in EM credit.

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

The bottom line (continued)
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Sources: Bloomberg Barclays, J.P. Morgan, as of Dec. 31, 2018. Credit Suisse Leveraged Loan data as of Dec. 31, 2018. 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 2.03 -0.17 55 1 23 156 1.44 1.74 1.76 1.76
U.S. Aggregate 3.20 3.28 -0.26 54 4 32 258 1.84 1.64 0.01 0.01
U.S. Mortgage-backed 3.60 3.39 -0.26 35 1 -16 181 1.81 2.08 0.99 0.99
Global Inv Grade Corporate (USD hedged) 3.49 3.37 -0.12 155 12 55 515 1.18 0.10 -1.00 -1.00
U.S. Investment Grade Corporate 4.01 4.20 -0.16 153 16 76 618 1.47 -0.18 -2.51 -2.51
Emerging Market USD Sovereign n/a 6.86 -0.12 415 20 157 906 1.35 -1.26 -4.26 -4.26
Emerging Market Corporate n/a 6.14 -0.08 352 25 120 1,032 0.72 -0.04 -1.65 -1.65
Global High Yield Corporate (USD hedged) 5.96 7.45 0.53 532 82 231 1,845 -1.38 -3.76 -1.90 -1.90
U.S. High Yield Corporate 6.36 7.95 0.73 526 108 233 1,971 -2.14 -4.53 -2.08 -2.08
Bank Loans 6.12 6.50 0.36 n/a n/a n/a n/a -2.29 -3.08 1.14 1.14
Municipal Bond 4.68 2.69 -0.18 n/a n/a n/a n/a 1.20 1.69 1.28 1.28
High Yield Municipal Bond 5.13 5.02 -0.08 n/a n/a n/a n/a 0.86 0.30 4.76 4.76

 

Treasury market monitor

Returns in local currency

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

United States 2.38 2.61 -0.32 2.15 2.57 0.86 0.86
Canada 2.29 1.94 -0.29 1.91 2.80 2.51 2.51
United Kingdom 3.34 1.34 -0.12 2.44 2.13 0.50 0.50
Germany 1.82 -0.07 -0.04 0.54 1.58 2.36 2.36

Italy 3.25 1.97 -0.45 3.14 3.31 -1.30 -1.30

Japan 0.98 0.08 -0.05 0.77 1.37 0.96 0.96

China 3.53 3.15 -0.09 1.04 3.67 8.62 8.62

EM Local Currency Governments n/a n/a n/a 1.27 2.93 3.18 3.18

 

FX market monitor1

10 year range Returns

Current min max 1 mth (%) 3 mth (%) YTD (%)  12 mth (%)
EURUSD 1.15 1.04 1.51 1.33 -1.18 -4.48 -4.48

USDJPY 109.69 75.82 125.63 3.53 3.72 2.81 2.81

GBPUSD 1.28 1.20 1.85 0.04 -2.13 -5.62 -5.62

USDCNY 6.88 6.04 6.96 1.17 -0.14 -5.33 -5.33

USDCHF 0.98 0.72 1.23 1.72 0.01 -0.72 -0.72

AUDUSD 0.70 0.60 1.10 -3.52 -2.42 -9.73 -9.73

CADUSD 0.73 0.69 1.06 -2.54 -5.34 -7.83 -7.83

EURJPY² 125.83 94.31 157.95 2.12 4.90 7.55 7.55

EURGBP² 0.90 0.69 0.98 -1.30 -0.94 -1.23 -1.23
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Global presence 
• Regional hubs in Atlanta, London and Hong Kong
• IFI is in ten locations with additional Invesco colleagues in two
• USD311.1 billion in assets under management

Experienced team
• 173 investment professionals 
• Averaging 19 years of industry experience
• Deep macro and credit research 
• Focused and accountable portfolio management

Global locations 

        
London

Toronto
New York
Chicago
Louisville
Atlanta
Palm Harbor, FL

Portland, OR

San Diego Shenzhen
Hong Kong
Mumbai
      
       

Source: Invesco. For illustrative purposes only.

Invesco Fixed Income teams 
Team members Average years with 

Invesco
Average years in 

industry

Portfolio management and trading 73 12 21

Global research 100 9 16

Total investment professionals 173 10 19

Business professionals 53 12 19

Total fixed income employees 226 11 19

Source: Invesco.

As of June 30, 2018. Subject to change without notice. 
Investment specific experience for investment professionals.

Invesco Fixed Income

Global perspective and deep local market knowledge
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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 information is sourced from Invesco, unless otherwise stated. All data as of Jan. 31, 2018 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 
forwardlooking statement. Actual events may differ from those assumed. There can be no assurance that 
forwardlooking 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.




