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Invesco Fixed Income utilizes a framework based on the idea that changes in growth,
inflation and financial conditions drive much of market beta performance, and that
understanding these “macro factors” can help us understand market conditions and price
action. We believe this macro factor framework is particularly useful today, as we believe
these three factors are undergoing changes, and hence market behavior may be different
that it has been in the recent past.
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Furthermore, changes in these three factors will likely have different impacts on markets.
We believe understanding the changes and impact of each factor and how they relate to
each other will promote understanding of market moves.
Growth and inflation
Our historical view has been that global growth would remain slow due to deleveraging,
demographics and increasing regulation (which can lead to a lack of productivity). We have
also believed that inflation would remain low for similar reasons. Indeed, since the global
financial crisis of 2008, it has been mostly financial conditions and changes in financial
conditions that have been driving markets. This has meant that central banks, quantitative
easing (QE), and changes in the dollar have been the drivers of markets.
Since the Trump election victory, however, a change toward more active fiscal policy and
deregulation appears to be in the cards, in our view. This will likely be primarily in the US,
although policymakers globally have been calling for more active fiscal policy. We believe the
US economy will be boosted by tax cuts to individuals and corporations, deregulation of the
financial system and energy sector, and a pickup in infrastructure spending. While the exact
magnitude of these changes is not yet clear, the direction is—we expect growth to move up.
This is enough to allow us to explore what this could mean for financial markets.
The US economy is also mid-to-late cycle with a low unemployment rate and underlying
inflation that is in an uptrend. Boosting growth in such an economy will likely boost inflation,
in our view, and we would expect to see additional upward pressure on inflation in the US
economy.
This upward boost to growth and inflation expectations is what is driving much of the market
action in the current environment, in our view. We would reiterate the significance of the
fact that we believe we have moved to a new regime. A new regime will likely entail new
correlations and significant changes in market pricing.
Trade
We have also downgraded our concerns on trade issues. Aggressive anti-trade moves would
be a negative for growth, in our view, but recent statements from the newly nominated
Treasury and Commerce secretaries have eased our concern on this front. It appears to us
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that a Trump administration may likely have a much more constructive approach to trade
than the Trump campaign indicated. In particular, it appears that tariffs may likely be a last
resort, and that the emphasis could be on negotiating bilateral trade deals that are more
favorable to the US. Given this view, the new administration’s policies should not be as
negative for global trade as we originally feared.
Financial conditions
In our view, growth and inflation could be the key drivers of markets in the near term. That
said, financial conditions could return as a driver at any time if they tighten significantly,
which would have a significant impact on markets.
We believe financial conditions will remain easy for the following reasons:
•
•
•

QE continues in Europe and Japan at a significant pace.
Negative interest rates in Europe and Japan have enhanced the impact of QE and forced
liquidity into global markets.
Deregulation of the financial system may create easier financial conditions and support
market liquidity.

At the same time, we must watch for a tightening of financial conditions. A tightening of
financial conditions is possible through one or more of the following channels:
•
•
•
•
•

An aggressive Federal Reserve (Fed) (suggesting more 2017 rate hikes)
A sharp rise in the dollar (5% or more from current levels)
A sharp rise in term premium and real yields in bond market (so far, the rate rise has
been orderly and accompanied by an increase in inflation expectations)
A sudden increase in Chinese capital outflows
A sharp increase in euro break-up risk (due to political events)

All of the above factors are conceivable in the intermediate term, but are not present
currently. We will watch these carefully, but do not think they will drive market pricing in the
near term.
Bottom line
We reiterate our view expressed immediately after the US election that growth and inflation
are likely to be the drivers of markets (What will drive markets after Trump’s victory?).
We believe that financial conditions will remain easy for now, and we are more positive on
trade.
Views on markets
Duration. We favor short duration, best expressed in the US, and via inflation-linked bonds.
This is a direct result of the growth and inflation driver. We believe that fair value on the 10year US Treasury is currently around 2.6%, although rates could overshoot fair value.
Dollar. We believe growth is good for the dollar. We expect the dollar to rally generally, but
we have less conviction compared to our views on duration because US inflation is not a
positive for the dollar.
Commodities. We believe current conditions are reasonably good for commodities due to
the growth and inflation drivers. With the growth driver being the most important factor, we
believe the dollar can rally while commodities could also do reasonably well.
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Credit and risky assets. We are positive on credit and risky assets. Growth and inflation are
reasonably supportive for risky assets as long as financial conditions are easy. Our belief that
financial conditions will likely remain easy for now and that trade is not going to be a
negative is a low-conviction positive for credit. We expect to earn interest, but not receive
too much in the way of capital gain.
Emerging markets. We are less negative on emerging markets (EM). Growth and inflation is
good for EM, in our view. We had been concerned about a negative trade shock to EM from
the US election, but recent commentary from the incoming administration points to less risk
of immediate trade shocks. Stable financial conditions currently also support EM. There are
opportunities in EM given its recent underperformance versus other asset classes — we
believe Mexican local duration is an obvious one.
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Important Information
Beta is a measure of risk representing how a security is expected to respond to general market movements.
The dollar value of foreign investments will be affected by changes in the exchange rates between the dollar and the currencies in which those investments
are traded.
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.
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.
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.
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