
Global macro strategy

Investing in an uncertain environment

The current investing environment seems daunting. Markets have had a strong couple of 
years and valuations are tight. At the same time, risks abound. Geopolitical risks including 
North Korea, terrorism, Brexit and unpredictable politics in Europe and the US make for 
an uncomfortable investing environment. In such uncertain times, it is important to use an 
investing framework to help manage through the many risks in the markets, to remind us of 
the markets’ key driving forces and to help measure the impact of events or potential risks.

Our macro factor framework that we have discussed in this document in past months 
provides an understanding of how developments in growth, inflation and financial conditions 
globally are likely to impact markets. Currently, global growth is solid. US growth is now 
being supplemented by solid European and Japanese growth. Inflation is low and benign. 
We anticipate that central banks will begin to tighten financial conditions, but they will likely 
be cautious and the pace will be slow enough that overall financial conditions should remain 
easy. This view on growth, inflation and financial conditions should be supportive of all risky 
assets, including credit and equity. Until and unless we see a change in momentum in one of 
these three macro factors, markets should remain well-supported.
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We can also use this framework to look at potential risks and actual political events. 
The “newsworthiness” of an event is not as important for markets as its impact on these 
three factors, in our view. We undoubtedly will continue to get some market volatility around 
political events, but we believe this volatility should mostly be short-lived, so long as it does 
not affect growth, inflation or financial conditions.

Our factor framework argues to maintain credit and risky asset exposures, but concentrate 
on closely managing risk in portfolios, given tight valuations. Details on our view on 
valuations are later in this publication, and don’t miss “The bottom line” for a discussion with 
our senior investors on managing portfolios in the current environment of low yields and 
tight valuations.
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Source: Bloomberg L.P., Invesco, data as of Sept. 25, 2017. The chart shows the difference between Invesco Fixed 
Income's forecasts of actual growth and potential growth over the next quarter. A green circle shows a country 
growing above potential, while a red circle shows a country growing below potential. The size of the circle indicates 
the size of the differential between actual and potential growth.

Chief Strategist, Rob Waldner

Global macro strategy (continued)
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US: Inflation moved back toward trend in August after five months of negative surprises. 
This will likely give the US Federal Reserve (Fed) confidence to hike interest rates in 
December. Although Hurricanes Irma and Harvey could cloud economic data, making it 
difficult to estimate near-term growth, we expect GDP growth to remain modestly above 
potential at around 2.2% in the coming months. Uncertainty over the inflation outlook, 
however, is expected to keep a ceiling on US Treasury yields until longer-term inflation 
expectations pick up.

Europe: The European Central Bank (ECB) kept policy unchanged in September as expected, 
although ECB President Draghi sent mixed messages. While he suggested that interest rates 
will likely remain low for longer and expressed concerns over the euro’s strength, he also 
hinted at a tapering decision. His comments were initially taken dovishly by the market, 
but recent data continue to point to solid growth ahead. We expect the ECB to announce 
tapering of its asset purchases in October, with a reduction from €60 billion to €40 billion 
initially, to take effect in January 2018.

China: Our positive stance on Chinese interest rates remains intact. In the first half of 
September, the central bank maintained relatively loose liquidity conditions and long-
term rates fell faster than short-term rates. Data showing weaker than expected August 
economic activity also supported bond prices. We expect tighter financial regulations 
and strengthened financial deleveraging efforts following the National Financial Work 
Conference to reduce risk appetite and slow broader credit growth. China’s stabilized 
exchange rate and attractive bond yields compared to overseas markets have also attracted 
foreign inflows into China’s bond market.

Japan: The Japanese economy continues to perform well, helped by a pick-up in Asian 
demand for Japanese exports. Prime Minister Abe has taken advantage of this upswing, 
the rise in his approval rating (buoyed by his handling of North Korea tensions) and current 
disarray in the main opposition party to call an early election, expected to be held on 
Oct. 22, well in advance of the 2018 year-end deadline. The Bank of Japan (BoJ) is likely to 
keep policy unchanged in the near term, particularly while other central banks are hinting at 
moving toward tightening.

UK: The minutes from September’s monetary policy meeting surprised many market 
participants with a majority of committee members thinking it would be appropriate to 
increase rates “over the coming months.” These comments will likely be scrutinized and 
multiple rate hikes will likely be priced into bond markets over the next 12-18 months. 
Brexit discussions are proving challenging, not only between the EU and the UK, but among 
UK politicians too. The potential for a leadership election are increasing, in our view. 
With political outcomes highly uncertain, we believe the Bank of England (BoE) is merely 
seeking to remove the emergency stimulus introduced after the European Union (EU) 
referendum (25 basis point cut) and assess conditions going forward. 

Canada: The Bank of Canada (BoC) has hiked interest rates at two consecutive meetings, 
bringing the overnight benchmark rate to 1.00%.1 GDP growth and employment trends 
remain strong, while inflation has stayed below the BoC’s 2.0% target. The Canadian 
10-year government bond yield has followed an upward trend after hitting its lows in the 
second quarter. We believe the risk remains toward higher rates.

Australia: The Reserve Bank of Australia (RBA) appears satisfied to keep interest rates 
steady. Inflation, while improving, remains below the RBA’s target band. Labor data are 
improving but the unemployment rate remains stubbornly high. The housing market 
is showing early signs of possible cooling, but remains relatively robust. Low inflation, 
stubbornly high unemployment and a robust housing market should keep the RBA on hold 
for the foreseeable future. We remain neutral on Australian interest rates.

Rob Waldner, Chief Strategist, James Ong, Senior Macro Strategist, 
Noelle Corum, Associate Portfolio Manager, Sean Connery, Portfolio Manager, 
Brian Schneider, Head of US Rates Portfolio Management, Scott Case, Portfolio Manager, 
Reine Bitar, Macro Analyst, Ken Hu, CIO Asia Pacific, Yi Hu, Senior Analyst, 
Alex Schwiersch, Portfolio Manager

Global macro strategy (continued)

Interest rate outlook

1 Source: Bank of Canada, Sept. 6, 2017.
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Global macro strategy (continued)

Currency outlook

1 Source: Bloomberg, data from Aug. 1, 2017 to Sept. 20, 2017.
2 Source: Bank of Canada, Sept. 6, 2017.

USD: We expect the US dollar to continue depreciating over the longer term. Our positive 
global growth view and outlook for global policy convergence (toward the Fed’s tighter 
stance) will likely weigh on the US dollar against developed market currencies going forward. 
Capital flows into Europe, for example, have underpinned recent US dollar weakness. 
The Chinese Yuan has also appreciated sharply against the US dollar, pointing to the global 
nature of US dollar depreciation. 

EUR: We maintain our forecast of further euro appreciation. In addition to support from the 
positive European growth backdrop, eurozone current accounts continue to run in surplus. 
Global inflation also remains subdued, which limits the risk of abrupt policy tightening 
among global central banks, including the Fed. This should continue to support the broader 
weak US dollar trend. 

RMB: We expect a mild retracement of the CNY/CNH currency pair in the weeks ahead, 
after a sharp rally in early August. Longer-term, the gradual pace of the renminbi’s 
internationalization and capital account opening emphasized by President Xi in the National 
Financial Work Conference indicates continued capital controls and potential stability in the 
RMB/USD exchange rate. Central bank officials have said they expect the USD/CNY spot rate 
to trade around 6.5-6.6 by year-end. We expect it to trade in a range of 6.5-6.7 in a stable US 
dollar environment and a range of 6.80-6.99 if the US dollar strengthens sharply from here.

JPY: The yen is now back between ¥110-115 against the US dollar, having temporarily 
breached the lower end of that range in August, driven by concerns over North Korea.1 
As we head toward the fourth quarter, we would expect the currency to remain range-
bound, unless geopolitical concerns escalate once again or the Fed is far more hawkish in 
its tightening signals.

GBP: We continue to have a constructive long-term view on sterling, although, it is likely 
to struggle in the near term due to disagreements among UK government officials on how 
to proceed with Brexit discussions. The country is divided, the government is divided and 
an increasingly likely scenario is that the UK will end up with another leadership election 
for Prime Minister. If this happens, one of the contestants would likely be someone who 
says they are prepared to walk away from Brexit discussions and resort to World Trade 
Organization rules (if necessary) – potentially increasing the chances of a hard Brexit. 
This would be negative for sterling, in our view.

CAD: The Canadian dollar’s rally since May could be described as relentless. The BoC 
is currently the most hawkish developed market central bank, in our view, having hiked 
its overnight rate by 0.25 percentage points in two back-to-back meetings, bringing its 
policy rate to 1.00%.2 In recent media coverage, the BoC is showing signs that the strong 
appreciation of the Canadian dollar may lead them to become more cautious. We believe 
the Canadian dollar is likely to pull back in the short term. 

AUD: The RBA appears satisfied to keep interest rates steady with meeting statements 
remaining consistent month after month. Despite signs of an improving labor market, 
wage growth and inflation remain stubbornly low. That combined with concern over 
the robust housing market should keep the RBA on hold. The Australian dollar remains 
expensive, in our view, but our continued expectation for positive global growth keeps us 
neutral on the currency.

Ray Uy, Head of Macro Research and Currency Portfolio Management, 
James Ong, Senior Macro Strategist, Noelle Corum, Associate Portfolio Manager, 
Brian Schneider, Head of US Rates Portfolio Management, Scott Case, Portfolio Manager, 
Sean Connery, Portfolio Manager, Ken Hu, CIO Asia Pacific, Yi Hu, Senior Analyst, 
Alex Schwiersch, Portfolio Manager
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Geographical themes

Investment grade (IG): Global central bank forces, global growth impulse, fiscal 
policy changes
Rationale
Despite the Fed’s announcement that it will begin “Quantitative Tightening,” the pace of 
tightening will likely be very slow and will be more than offset initially by continued easy 
monetary policy from the ECB and BOJ. As a result, IG credit should see strong global 
investor demand at least through the end of 2017 driven by continued strength in cross-
border flows. Fundamentals are now broadly improving across most geographies and 
sectors, driven by a pickup in the global growth outlook. Leverage has come down from 
cycle highs in 2016, and with little pressure from shareholders to increase leverage, we 
expect balance sheet improvement to continue. The outlook for US tax policy is uncertain, 
but any changes that may occur should lead to improving profitability and less bond 
issuance going forward. On the other hand, regulatory changes seem more likely and 
should reduce expenses and enable opportunities for revenue growth. European credit 
markets are generally earlier in the credit cycle and less levered, although Brexit and 
political uncertainties remain. Although credit spreads in many asset classes are at or near 
cycle tights, the fundamental backdrop should remain supportive and there is historical 
precedent for returns to remain positive despite tight index spreads.

IFI strategy
We remain modestly overweight IG credit, favoring US and Europe over the UK and 
Asia. Key drivers to monitor include: 1) changes in monetary policy from the Fed, ECB, 
BoJ and BoE, viewed on an aggregate basis for their impact on global credit flows 
2) changes in shareholder sentiment that could pressure firms to start increasing leverage 
3) development of fiscal and regulatory policy changes 4) “hard” economic data to confirm 
the increase in “soft,” sentiment-based leading economic indicators.

Emerging markets (EM): Reversal of reflation trade, favorable financial conditions, 
growth outlook supportive
Rationale
The positive view on global growth, aggregate global monetary policy and benign 
inflation pressures support our constructive view on EM credit, despite tight valuations. 
These forces have helped leverage come down from cycle highs, and we expect this trend 
to continue at a measured pace. Global inflation pressures remain conspicuously absent.

IFI strategy
We prefer high yield bonds due to our positive view on global growth, benign inflation 
outlook and continued easy financial conditions. We prefer to take credit over interest rate 
risk. We favor Latin America over Europe and Asia and are underweight Central and Eastern 
Europe. We are focused on sovereigns that have underperformed without a meaningful 
catalyst: Lebanon, Kazakhstan, quasi sovereigns, Oman. We actively use new issue market 
as a source of alpha and to build exposure in favored names and regions.

US commercial mortgage backed securities (US CMBS): Notable decline in primary 
market issuance, watching retail industry fundamentals
Rationale
Negative retail news has dominated headlines. However, we are generally not advocates of 
selling stronger US CMBS credits since they are often hard to replace. Issuance is increasing 
after a slow H1 2017. US property price growth continues, but there are signs of tighter 
financial conditions from the Fed’s senior loan officer survey. Fortunately, this survey has 
not always been a good predictor of commercial real estate loan losses and the non-bank 
sector has proven willing and able to provide credit while banks have taken a step back.

IFI strategy
Given the significant move in spread tightening we prefer seasoned US CMBS as cycle 
progresses. We think AAA-rated US CMBS look less attractive. Credit-differentiation is 
accelerating, placing a premium on selection, so we must navigate large regional mall 
concentrations. Rich valuations and poor hedge-adjusted carry weigh on shorter-term high 
quality paper.

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



6

Global investment themes (continued)

US residential mortgage backed securities (US RMBS): Favorable fundamentals, 
valuations fair, Credit Risk Transfer (CRT) securities market depth improving
Rationale
Mortgage underwriting quality remains high, the home price outlook remains supported 
by limited housing supply, and long-term negative net issuance remains the dominant 
factor in US RMBS. Valuations appeared stretched relative to other asset classes following 
outperformance during H1 2017 in legacy US RMBS and below-IG CRT, but a slight 
widening in spreads during 3Q 2017, driven by an active hurricane season, has brought 
valuations back to fair value relative to other similarly rated credit asset classes.

IFI strategy
Favor higher quality legacy prime, alt-A, and seasoned BBB-rated CRT. Avoiding sub-prime, 
coastal concentrations, and option adjustable rate mortgages.

US asset backed securities (US ABS): Value in floaters, fundamentals normalizing, 
favorable technicals
Rationale
Normalization of credit underwriting and forecast for a healthier economy should support 
consumer credit performance in 2017. Recent widening in swap spreads and LIBOR 
rates provide an opportunity to add at fairly attractive levels. As the overall market 
continues to weigh the longer-term impact of a Trump administration and additional rate 
hikes going forward, such uncertainty should be supportive of a more stable, shorter-
duration US ABS market.

IFI strategy
Favor adding exposure to floaters where collateral performance remains stable. Believe 
senior prime auto US ABS and esoteric issuers can provide opportunities. Avoiding deep 
subprime auto US ABS.

Sector themes

Commodities: Global supply concerns creating energy volatility, prefer pipelines
Rationale
Expect global IG credit risk premia to remain volatile as energy and metals credits reflect 
supply imbalances, offset by credit friendly financial engineering. Credit quality in focus 
due to still-modest economic growth and risk of volatility due to OPEC, US crude supply, 
fiscal policy implementation and Fed uncertainty.

IFI strategy
Favor gaining exposure to selected higher quality energy issuers where shorter-term 
maturities are well covered by liquid assets and positive corporate actions support financial 
profiles. Also favor pipeline credits with favorable parental relationships that provide 
downside protection at attractive yields.

Consumer story more nuanced globally, watching US fiscal policy influences
Rationale
Solid US labor market and consumer confidence are supportive, but consumers more 
value and delivery conscious, while international retail demand remains uneven. Watching 
European consumer for post-Brexit behavior shift.

IFI strategy
Favor selected US consumer sectors including leisure and housing-related sectors. 
Negative on “big box” and mall-based retailers that lack differentiated products. Favor EM 
consumer sectors on a selective basis. Incrementally more cautious on automotive original 
equipment manufacturer (OEM) sector given excess inventory.
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Post-merger and acquisitions (M&A) deleveraging plays
Rationale
M&A activity has moderated but remains a risk, driven by large overseas cash balances, 
low all-in financing cost, still soft organic revenue growth, and need to reposition 
business portfolios.

IFI strategy
Preference to play post-transaction bond issuance typically characterized by size, liquidity, 
concessions and plans to deleverage. Believe a discriminating approach to this strategy is 
warranted due to lower, but still large, M&A-related pipeline.

Global technology – big data
Rationale
Expect global use of data to grow and transition to cloud-based platforms.

IFI strategy
Prefer to gain exposure to software and services, cell towers and select wireless issuers. 
Have avoided hardware original equipment manufacturers

Yield curve themes

Credit curve positioning, long end valuations getting full
Rationale
Global interest rate policy has forced cash investors and sovereign wealth funds into 
3-5 year part of the credit yield curve, creating a steep 5-7 year part of the curve. 
Lately, sovereign wealth funds have targeted the 10-year part of the curve. We expect 
demand for 5-10 year paper to be resilient.

IFI strategy
Favor 7-10 and select 30-year points on US IG and EM credit yield curve. New issuance has 
remained strong year-to-date but is expected to decline as the pace of mergers returns to 
normal.

Rob Waldner, Chief Strategist, Ray Uy, Head of Macro Research and Currency Portfolio 
Management, Tony Wong, Head of Global Research, Joe Portera, CIO High Yield and Multi-
Sector Credit, Michael Hyman, CIO Global Investment Grade and Emerging Markets

Global investment themes (continued)
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Current valuations
Valuations across many risky asset classes including credit are at tight levels. We believe 
there are good reasons valuations are at these levels, and may indeed stay quite tight for a 
period of time. This argues for value in credit asset classes despite historically tight spreads.

Supportive fundamental and technical factors have steadily narrowed credit spreads in US 
investment grade, high yield and emerging markets since early 2016. Figure 1 shows that 
US high yield spreads, for example, have dipped well below their long-term average in recent 
months, pulled lower by positive US growth prospects and strong investor demand.

Although US high yield - and credit in general – is currently trading rich, history shows that 
markets can stay rich for extended periods of time. The periods 1993-1998 and 2004-2007 
illustrate that spreads can remain compressed over several years (Figure 1). The level of 
spread compression in these periods was even more pronounced than the amount seen in 
recent years.

Figure 1: US high yield: OAS
• USHY – OAS   • Average   • +1 SD   • -1 SD
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Source: Bloomberg Barclays US High Yield Index, data from March 31, 2013 to July 31, 2017. SD is standard 
deviation. Past performance is not a guarantee of future results. 

What is driving credit valuations?
We believe a combination of macro factors has driven US credit spreads tighter: robust 
growth, benign inflation and accommodative monetary policy. We have found a strong 
relationship between asset class performance and different economic regimes. Our “macro-
factor framework” suggests that credit assets tend to perform well when the economy is 
growing, inflation is stable and financial conditions are easy, and that is exactly the situation 
we have been in and continue to be in (Figure 2).

Global credit strategy

Credit valuations – why they are tight and why they may 
stay that way

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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Figure 2: Asset class weights based on macro factors

Macro 
factor DM duration Commodities Equities Volatility Credit USD vs DM 

currencies
USD vs EM 
currencies

Growth 
- Strong

Inflation 
- Stable

Financial 
conditions 
- Loose

Source: Invesco, data as of Sept. 22, 2017. Red is underweight, green is overweight, yellow is neutral weight. 
DM is developed market, EM is emerging market.

While the Fed has embarked on policy tightening and has announced plans to begin balance 
sheet tapering this fall, it has maintained a gradual approach with the aim of avoiding market 
disruption. Inflation has been lower than expected, allowing the Fed the flexibility to remain 
easy for longer. And the US growth impulse has remained strong. This combination of 
steady growth, persistently low inflation and easy monetary policy has supported US credit 
assets, in our view.

Outside the US, a similar economic regime of moderate growth, low inflation and easy 
monetary policy has been a tailwind for US credit. Aggressive Japanese and European 
central bank stimulus, upside growth surprises and below-target inflation in both regions 
have fueled foreign purchases of US corporate bonds amid a global hunt for yield.

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

Figure 3: Foreign purchases of US corporate bonds
Rolling 12-month sum

USD bn

-100

-50

0

50

100

150

200

1/177/161/167/151/157/141/147/131/137/121/127/111/117/101/10

Source: US Treasury International Capital (TIC), Invesco, data from Dec. 1, 2009 to April 1, 2017.

Outlook and risks
Will this benign backdrop for US credit continue? Our macro models indicate that US and 
global growth are likely to remain solid, global inflation is likely to remain stable and global 
financial conditions are likely to remain relatively easy. Most central banks are expected to 
keep monetary policy relatively accommodative, despite pivoting away from emergency 
stimulus, as inflation stays subdued. This points to a generally supportive environment for 
US credit, in our view.

In the US, the lack of upside inflation pressure could cause the Fed to delay additional 
interest rate hikes, which could further support credit, in our view. However, our models 
suggest that inflation is likely to stabilize in the next few months, keeping the Fed on track 
to raise interest rates again later this year or in 2018. In either case, Invesco Fixed 
Income's credit analysis suggests that credit markets would likely absorb gradual 
monetary tightening.

The main risks to our view center around an unexpected sharp increase in inflation that 
could cause global central banks to accelerate their pace of tightening. Labor market 
tightening that finally manifests itself in wage pressures or a demand or supply shock 
could be the source of an inflation surprise. A more aggressive policy cycle does not 
appear to be priced into bond markets and could be disruptive to credit assets. Although 
not our base case, we believe this risk is worth monitoring. 

Joseph Portera, CIO, High Yield and Multi-Sector Credit
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We speak to Invesco Fixed Income’s Investment Strategy Team (IST) about investing in the 
current low inflation, tight valuation environment. The IST comprises the senior leadership of 
the Invesco Fixed Income platform and represents the investment views of global investment 
grade, emerging markets, global high yield, municipals, structured securities, macro and 
credit research. The IST meets weekly to formulate overarching investment themes and 
strategies and communicates them to the broader Invesco Fixed Income platform.

Chief Strategist Rob Waldner chairs the IST.

Q: Rob, briefly, how does the IST operate and how does it connect to the broader 
IFI platform?
Rob Waldner: We think of the IST as the glue that holds our investment process together 
and supports information flow across our platform. We take a structured approach to 
bringing macro research, credit research and sector relative value to the table to support 
our portfolio managers’ decision making.

We meet weekly according to a set progression during the month. Each week builds on the 
work of the previous week. In Week 1, we debate and agree on a global view for the three 
main factors of our macro factor framework: economic growth, inflation and financial 
conditions. In Week 2, our credit analyst and sector teams are asked to refute or ratify the 
views coming from Week 1. At the end of the Week 2 meeting, we have broad agreement 
on the main drivers of markets based on our macro factor framework. In Week 3, the sector 
teams present views on technicals and valuations in their sectors to facilitate a relative value 
discussion across asset classes. In Week 4, we pull it all together with recommendations on 
total risk exposure, asset allocation and model portfolio allocations.

This structure ensures contribution from across the entire Invesco Fixed Income team and 
brings the diverse views and opinions of our team together through dialogue and debate to 
best support our portfolio managers and deliver results for our clients.

Q: Ray, how does the macro team formulate its Week 1 macro views?
Ray Uy: Our process for Week 1 starts with a review of the output from our macro models 
which are updated weekly. They provide the foundation for initial discussions around 
growth, inflation and financial conditions. Our global macro model and individual country 
models help us monitor global economic trends and individual country variables. We 
compare the model output against our own qualitative assessment of fundamentals to 
reconcile or ratify any differences or similarities to arrive at our global view on growth, 
inflation and financial conditions.

In addition to our growth, inflation and financial conditions models, we employ recession 
probability, output gap and asset pricing models that interpret market expectations around 
the magnitude and timing of policy outcomes.

Rob Waldner,
Chief Strategist

Ray Uy,
Head of Macro Research 
and Currency Portfolio 
Management

Tony Wong,
Global Head of Credit 
Research, Global Liquidity 
and Municipals

The bottom line

IFI’s Investment Strategy Team discusses strategies for 
investing in a low yield world

Joseph Portera,
CIO, High Yield and Multi-
Sector Credit
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Q: Tony, how does the credit team go about its job at the Week 2 meeting of ratifying the 
macro views from Week 1?
Tony Wong: The macro backdrop is an important input to our credit analysis from the point 
of view of gauging overall risk and return expectations for individual asset classes, industries 
and issuers. Having the macro backdrop as a consistent starting point for all analysts is also 
important in driving consistency and comparability of our credit investment decisions.

On the other hand, we integrate industry and firm-specific data in building macro 
conclusions. The IST formally seeks engagement of the credit team during Week 2 to ratify 
and debate the macro views from Week 1. Examples include: the credit team’s outlook for 
bank lending to support credit creation, its outlook for consumer spending patterns and 
behavior, its views on industry-specific factors that could influence commodity prices and, 
by extension inflation, and gaining a better understanding of how healthcare costs could 
impact inflation and consumer spending. In this way, we have opened a dialogue between 
the macro and credit teams in a formal and lasting way that, we believe, distinguishes 
Invesco Fixed Income.

Q: Joe, you play a key role in the relative value discussions at the Week 3 meeting. Can 
you tell us more about this discussion?
Joe Portera: Week 3 is about reconciling individual asset classes’ expected excess returns 
with expected market risk going forward and the deviation in expected returns vis-a-vis 
historical excess returns of individual markets. By the end of Week 3, portfolio managers 
have a better understanding of the relative value of their sectors and where investor interest 
may originate from. For example, if emerging market excess returns are expected to be at 
the high end of the historical range, and the macro environment favors emerging markets 
relative to developed markets over the investment horizon, portfolio managers would likely 
be more confident adding exposure to that sector.

Q: From an investment perspective, how are your teams managing in the current low 
inflation, low yield, tight valuation environment?
Mike Hyman: With economic growth positive and inflation contained, we are biased toward 
assets that perform well in this environment, including corporate credit and securitized 
assets. From a valuation perspective, we believe we are in a security selection market, as 
spreads have tightened significantly since the first quarter of 2016. We anticipate that 
outperformance will now be more dependent on risk oscillation and sound asset allocation 
processes. Relative to other credit asset classes, we find investment grade currently offers 
value, as it softened in August due to an unexpectedly heavy new issue calendar, while 
emerging markets and high yield continued to rally.

One of the themes we are implementing in portfolios in this environment is finding 
opportunities along the credit curve. For example, the demand for short duration assets 
allows us to find value in intermediate bonds. We are also active in positioning across the 
debt capital structure and are selectively going up in credit quality in some firms and down in 
quality in others with strong fundamentals. 

Another theme we like is buying shorter-term high yield that is likely to be called over the 
next year or two. These bonds offer a significant yield pick-up relative to shorter-term 
investment grade with little volatility. We also find floating rate securitized assets attractive 
to protect against interest rate volatility and potentially benefit on a coupon basis from any 
further Fed tightening.

The bottom line (continued)

Gareth Isaac, 
CIO EMEA

John Anzalone,
Head of Structured Portfolio 
Management

Michael Hyman,
CIO, Global Investment 
Grade and Emerging Market 
Debt
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The bottom line (continued)

John Anzalone: While a low inflation, low rate environment (along with the accompanying 
low interest rate volatility) provides a supportive backdrop for mortgage backed securities, 
relatively tight valuations and the Fed’s imminent decision to reduce its holdings of these 
securities keeps us cautious on the sector. Within our agency mortgage allocation, we favor 
bonds in which the underlying loans have characteristics that make them less responsive 
to refinancing incentives. An example of this type of ‘specified pool’ bond would be a pool 
made up of loans exclusively from New York State, where borrowers face greater legal costs 
when attempting to refinance their loans. This helps insulate our mortgage portfolios from 
being adversely impacted by changes in interest rates, particularly in scenarios where rates 
are lower.

In structured credit, both residential and commercial sectors enjoy supportive fundamentals 
but tight valuations keep us from a more constructive view. In the residential space, the 
impact of the low rate environment is most acutely felt in property prices, which continue 
to improve. While this hampers affordability, it is supportive for the collateral underlying 
our non-agency holdings. In the commercial space, where we are later in the credit cycle 
(property prices have begun to slow), we have expressed our cautious view on spreads by 
concentrating on bonds with relatively shorter spread durations as well as single-asset, single 
borrower transactions where we can become more comfortable with the underlying property.

Gareth Isaac: One challenge in managing fixed income assets in a low inflation environment 
is that periods of low inflation have forced central banks to engage in quantitative easing 
policies that have displaced fundamentals as the main driver of asset prices. Nevertheless, 
we are still mindful of “traditional” metrics and none more so than making sure that our 
positions do not suffer from punitive levels of negative carry. Another factor we bear in mind 
is that central bank balance sheet expansion has compressed credit spreads to where we feel 
there is little compensation for credit risk. We are, therefore, selling holdings where we feel 
we are not being rewarded for taking on the default risk. We have also purchased protection 
on credit assets with credit derivatives.

When inflation is low, emerging market assets find support. The reason for this is twofold: the 
carry advantage and the structural move lower in interest rates, which supports asset values. 
We are, therefore, long selective emerging markets where we feel that monetary policy is too 
restrictive, pushing real yields up and hence supporting the currency. If this accompanied by 
structural improvement in the domestic backdrop it’s even more advantageous.

Finally, inflation is a lagging indicator and tends to pick up after economies have recovered. 
This is something that central bankers are warming up to and adopting in their messaging and 
policy making. We bear in mind that this could have a significant impact on asset values going 
forward, as fundamental drivers reassert themselves. 
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Sources: Bloomberg Barclays, J.P. Morgan, as of Aug. 31, 2017. Credit Suisse Leveraged Loan data as of Aug. 31, 2017. 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) 2.69 1.50 -0.09 41 3 23 156 0.91 0.96 2.69 0.28
U.S. Aggregate 3.06 2.42 -0.09 42 3 32 258 0.90 1.23 3.64 0.49
U.S. Mortgage-backed 3.53 2.70 -0.12 30 2 -16 181 0.73 0.78 2.55 0.80
Global Inv Grade Corporate (USD hedged) 3.55 2.40 -0.06 109 7 55 515 0.80 1.55 4.73 2.32
U.S. Investment Grade Corporate 4.00 3.07 -0.05 110 8 76 618 0.78 1.82 5.37 2.13
Emerging Market USD Sovereign n/a 5.14 -0.19 300 -4 157 906 1.77 2.48 8.98 5.02
Emerging Market Corporate n/a 4.42 -0.10 251 3 120 1,032 0.96 1.97 6.85 5.61
Global High Yield Corporate (USD hedged) 6.14 4.95 0.16 359 22 231 1,845 0.16 1.45 6.35 8.78
U.S. High Yield Corporate 6.44 5.61 0.21 378 26 233 1,971 -0.04 1.20 6.05 8.63
Bank Loans 4.96 5.11 0.05 n/a n/a n/a n/a -0.14 0.58 2.62 5.85
Municipal Bond 4.74 2.08 -0.10 n/a n/a n/a n/a 0.76 1.21 5.20 0.88
High Yield Municipal Bond 5.24 5.26 -0.13 n/a n/a n/a n/a 1.38 1.82 8.30 2.25

 

Treasury market monitor

Returns in local currency

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

United States 2.10 1.77 -0.10 1.08 1.09 3.15 -0.95
Canada 2.22 1.62 -0.12 1.35 -1.98 0.47 -3.39
United Kingdom 3.54 1.04 -0.15 2.06 0.24 2.54 -3.45
Germany 1.98 -0.07 -0.15 1.32 0.09 -0.64 -2.83

Italy 3.38 1.28 -0.01 0.35 1.10 0.02 -3.50

Japan 1.05 0.10 -0.06 0.54 0.26 0.19 -1.44

China 3.46 3.71 0.07 -0.37 0.43 -1.63 -3.22

EM Local Currency Governments n/a n/a n/a 0.93 2.13 7.21 6.89

 

FX market monitor1

10 year range Returns

Current min max 1 mth (%) 3 mth (%) YTD (%)  12 mth (%)
EURUSD 1.19 1.05 1.60 0.49 5.77 13.44 5.92

USDJPY 110.25 75.82 124.77 0.11 1.01 6.63 -6.37

GBPUSD 1.30 1.22 2.11 -1.91 0.54 5.48 -2.39

USDCNY 6.56 6.04 8.28 2.47 3.74 6.04 1.67

USDCHF 0.96 0.75 1.39 0.09 0.70 6.10 1.58

AUDUSD 0.80 0.60 1.10 0.08 8.15 11.01 5.62

CADUSD 0.81 0.72 1.09 1.15 9.03 8.44 5.70

EURJPY² 130.75 94.31 169.49 -0.38 -4.51 -6.00 -11.60

EURGBP² 0.92 0.70 0.89 -2.39 -4.96 -7.01 -7.84
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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
• USD 295.7 billion in assets under management

Experienced team
• 166 investment professionals 
• Averaging 18 years of industry experience
• Deep macro and credit research 
• Focused and accountable portfolio management

Global locations 

        

Shenzhen
Hong Kong
Mumbai
      
       

London
Toronto
New York
Chicago
Louisville
Atlanta
Palm Harbor, FL

Portland, OR

San Diego

Source: Invesco. For illustrative purposes only.

Invesco Fixed Income teams 
Team members Average years with 

Invesco
Average years in 

industry

Portfolio management and trading 74 12 21

Global research 92 9 17

Total investment professionals 166 10 18

Business professionals 54 13 18

Total fixed income employees 220 13 20

Source: Invesco.

As of June 30, 2017. Subject to change without notice. 
Investment specific experience for investment professionals.

Invesco Fixed Income

Global perspective and deep local market knowledge



Important information

This overview contains general information only and does not take into account individual objectives, taxation position or financial needs. Nor does this 
constitute a recommendation of the suitability of any investment strategy for a particular investor. It is not an offer to buy or sell or a solicitation of an 
offer to buy or sell any security or instrument or to participate in any trading strategy to any person in any jurisdiction in which such an offer or 
solicitation is not authorized or to any person to whom it would be unlawful to market such an offer or solicitation. It does not form part of any 
prospectus. While great care has been taken to ensure that the information contained herein is accurate, no responsibility can be accepted for any 
errors, mistakes or omissions or for any action taken in reliance thereon. 

The opinions expressed are that of Invesco Fixed Income and may differ from the opinions of other Invesco investment professionals. Opinions are 
based upon current market conditions, and are subject to change without notice. Past performance is no guarantee of future results. 

As with all investments, there are associated inherent risks. Please obtain and review all financial material carefully before investing. Asset management 
services are provided by Invesco in accordance with appropriate local legislation and regulations. 

All information is sourced from Invesco, unless otherwise stated. All data as of Aug. 31, 2017 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. 




