
Global Market Strategy Office 

30 June 2024 1 

Uncommon truths 
French elections and Eurozone equities 

French elections are upon us, with an extreme 
outcome possible. It is hard to call the result but we 
suspect a temporary solution may be found that 
allows us to continue favouring Eurozone equities. 

We believe that elections have little, if any, long term 
impact on broad asset performance, even if they can 
bring short-term volatility.  Well, elections are coming 
thicker and faster than expected and it is hard to resist 
drawing long term conclusions. 

After the first debate in the US presidential race, we 
suspect that Democrats are in despair, while in the UK, 
after a flood of election debates, the electorate is in 
despair!  There is also desperation in parts of France 
(and the broader European Union) about the 
unnecessary calling of a snap parliamentary election, 
the first round of which takes place today. 

Acknowledging the foolhardiness of commenting while 
voting is taking place, I wanted to address recent 
questions about the attraction of Eurozone assets, 
especially in light of the French election.  As can be 
seen in Figure 7, our attraction to Eurozone assets 
was selective, even before the calling of the French 
election.  We are currently Underweight Eurozone 
bonds (government, investment grade and high yield), 
while being Overweight Eurozone equities (proxied by 
Europe ex-UK) and European bank loans (all within our 
Model asset Allocation).   

To be fair, questions in meetings usually concern 
Eurozone equities.  Our case for being Overweight that 
asset class has been two-fold: first valuations and 
second cyclical/structural timing and market structure.  
Figure 1 shows that the valuation gap between US and 
Europe ex-UK now exceeds that which existed at the 
end of the 1990s technology, media and telecom (TMT) 

bubble.  Indeed the Europe ex-UK CAPE is now 48% of 
that of US (as of 28 June 2024), versus a low of 61% in 
1999 (the record low was 45% in September 2022). 

Figure 1 breaks down the period since 1983 into 
phases of European multiple expansion or contraction 
versus the US.  In the 1980s, Europe ex-UK valuations 
were boosted by enthusiasm about EU integration 
(remember the 1992 project), which coincided with the 
arrival US investment banks (I started my career at 
Morgan Stanley in London in 1986).  That phase came 
to an end as euphoria about German reunification gave 
way to the realisation of what it would cost, followed by 
the late 1990s TMT bubble that favoured US indices 
(given the weighting of those sectors). 

That bubble eventually burst to be followed by a credit 
and banking bubble.  Given the weighting of banks in 
European indices, this pre-GFC euphoria was to the 
benefit of European indices.  However, that in turn 
came to an end (in spectacular fashion), to the 
detriment of European indices, which were then 
handicapped by the Greek and Eurozone crises.  Even 
worse, successive rounds of quantitative easing (in the 
aftermath of the GFC, Eurozone crisis and Covid 
pandemic) depressed bond yields (to extreme lows), 
which boosted the valuation of growth stocks and the 
valuation of the US market relative to Europe. 

So, a particular set of circumstances have contributed 
to the valuation discount of Europe ex-UK equities 
versus the US and we suspect some may be reversing.  
First, we think the growth-stock boosting trend decline 
in bond yields is over and, second, we believe the 
eventual upturn in global growth will be to the benefit of 
value (and small) stocks, which could favour European 
markets.  Hence, our Overweighting in Eurozone 
stocks. 

Figure 1 – Europe ex-UK and US equity market valuations through market phases 

Note: Past performance is no guarantee of future results. CAPE = Cyclically Adjusted Price/Earnings and uses a 10-year moving average 
of earnings. TMT is technology, media and telecoms. Based on daily data from 3 January 1983, using Datastream indices. As of 28 June 
2024. Source: LSEG Datastream and Invesco Global Market Strategy Office 
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So, are the French elections giving us pause for 
thought?  Well, French bond and equity markets 
reacted negatively to the calling of the election, with an 
immediate widening of the bond yield spread versus 
Germany and an underperformance of French stocks.  
There was also a broader widening of the spreads on 
peripheral Eurozone bond markets, a weakening of 
Eurozone stocks and a dip in the euro.  However, as 
suggested by Figure 2, the widening of spreads has so 
far been minimal compared to what was seen during 
the Eurozone crisis.  Nevertheless, the spread on 
French 10-year bonds has risen from 48 bps at the 
start of June 2024 to 80 bps on 28 June 2024, the 
highest since mid-2012 (the peak was the 189 bps 
seen on 16 November 2011). 

Why are markets showing any sign of concern?  Put 
simply, it is because of the risk of a switch from a 
minority centrist government (Macron’s Ensemble party 
won 245 seats out of 577 in 2022) to a far-right 
government (Marine Le Pen’s National Rally (RN) and 
allies could win 200-295 seats, according to recent 
opinion polls).  Even more disturbing is that the second 
largest bloc could be the far-left New Popular Front 
(NFP) alliance, with opinion polls suggesting they could 
win 120-240 seats.  President Macron’s Ensemble 
appears likely to come in third, with 65-130 seats.   

Hence, a move away from the centre and towards the 
extremes seems on the cards, with the far-right making 
impressive gains since 2022.  Further, it seems unlikely 
that any party or alliance will be able to form a majority 
government, so the situation could be very messy 
(especially since parliament cannot be dissolved again 
for 12 months after the election).  That is good news in 
that it could prevent a lurch to the extremes but is also 
bad news because it could leave France (and the EU) 
in limbo.  All of a sudden, the UK looks like a sea of 
calm, despite the likely change in government. 

Given the rushed nature of the election, the parties 
have prepared relatively short policy documents but the 
programme of RN is similar to the 2022 presidential 
manifesto of Marine Le Pen (much of what follows is 
based on a comparison of policy programmes by Le 
Monde).  Both far-left and far-right governments would 
likely increase the budget deficit, which was already 
5.5% of GDP in 2023.  The difference is that the NFP is 
emphasising higher spending (eventually €150bn or 5% 
of GDP above today’s levels), financed by higher taxes, 
while the RN is emphasising tax cuts (though they want 
to increase defence spending to €55bn in 2027 versus 
€44bn in 2023 and would renationalise autoroutes).   

Despite promises not to raise budget deficits, the fear is 
that both right and left would do just that, especially 
with the NFP planning to raise taxes and render the 
economy less efficient (more regulation, more 
progressive income tax with 14 tax bands, tax “super 
profits” in certain industries, 32 hour work week for 
some, target retirement at 60…).  This raises fears of a 
“Liz Truss” moment in government finances and 
markets, as noted by Finance Minister Le Maire. 

Even worse, this could put France on a collision course 
with the EU, which is already demanding action to get 
the fiscal situation under control.  A 5.5% budget deficit 
in 2023 and a debt/GDP ratio of 110% are well beyond 
the limits laid down by the EU Treaty (maximum 
deficit/GDP of 3% and debt/GDP of 60%).  Though 
President Macron would still control foreign policy 
(including relations with the EU), a French government 
that increases an already excessive deficit would not 
go down well in Brussels.  And it is hardly likely that 
such a government would care, as neither the RN nor 
the NFP are big fans of the EU (the RN wants to 
reduce French payments to the EU by €2-3bn, while 
the NFP wants to reform the EU’s agricultural policy).  
This could jeopardise progress on the EU project. 

Figure 2 – Eurozone 10-year government yield spreads versus Germany (%) 

Note: Past performance is no guarantee of future results. Based on monthly data from January 1992 to June 2024 (as of 30 June 2024). 
The smaller inset chart shows monthly data from January 2023 to June 2024 (as of 30 June 2024) 
Source: LSEG Datastream and Invesco Global Market Strategy Office  
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Unfortunately, it is hard to forecast the outcome, given 
the two-round election process and opinion poll data.  
There are 577 constituencies and the first round of 
voting on 30 June is to reduce the number of 
candidates in each constituency to those with at least 
12.5% of the first round vote (usually only two or three 
candidates), unless one candidate gains more than 
50% of the first round votes.  The second round of 
votes on 7 July will then determine the candidate for 
each constituency and the composition of parliament. 

Though the first round of votes is in no way decisive, it 
will give some idea of voting intentions and put an 
upper limit on the number of seats for each party.  
However, tactical voting in the second round (to block 
the far-right candidate, say) could be a complication.   

In truth, there are a large number of possible outcomes.  
Figure 3 shows my assessment of the most likely, 
along with potential implications. 

Far-right majority (10% probability, in my view): 
though Marine Le Pen’s RN party is ahead in the 
opinion polls, it seems an outside possibility that they 
will gain an overall majority (starting a period of 
cohabitation).  I fear the fiscal approach and attitude to 
EU budgetary controls would worry financial markets. 

Far-right minority (<5%): this is a likely outcome 
based on opinion polls but the RN’s candidate for PM 
(Jordan Bardella) has ruled out this possibility, in the 
belief it would be subject to an immediate vote of no-
confidence (thus refusing to fall into one of the traps set 
by President Macron when he called the election). 

Far-left majority (<5%): I believe this would be a major 
concern to financial markets given the fiscal approach 
and attitude to the EU.  However, I think it unlikely. 

Far-left minority (<5%): though such a government 
would have less degrees of freedom than a far-left 
majority, I suspect it would still frighten markets.  I don’t 
think the NFP has the necessary support for this. 

Left/Centre coalition (5%): By this I mean a marriage 
of convenience between Macron’s Ensemble and the 
New Popular Front, designed to block the far-right.  
This would be less problematic for markets than a far-
left government but would still bring risk, in my view. 

Right/Centre coalition (10%): a partnership between 
RN and Les Republicains (descendants of De Gaulle 
and Chirac).  Les Republicains have dismissed the idea 
but the chance to participate in government could turn 
heads.  This may take some of the hard edges off the 
RN programme and calm markets. 

Temporary solution (60%): looking at the reality of the 
situation, some sort of temporary solution designed to 
allow a government to pass necessary legislation until 
further elections (not before 12 months).  This could be 
a technocrat PM (Michel Barnier, for example) or a 
continuation of the current government (as seen in 
countries such as Spain, Belgium and the 
Netherlands).  I think this would be the most reassuring 
outcome for markets, but would just delay the issue. 

I assume that President Macron would stay in office 
until mid-2027 (as he has vowed).  As seen in Figure 
3, I can imagine some positive outcomes for French 
and Eurozone assets.  I think they are also the most 
likely, so my positive view on Eurozone equities may 
not need adjustment.  However, if French public 
opinion remains as it is, 2027 could see Marine Le Pen 
elected as president, accompanied by a far-right 
government.  That would give me pause for thought.  

Unless stated otherwise, all data as of 28 June 2024 

Figure 3 – Potential scenarios for the next French government 

Note: “Far-left government” is the New Popular Front. “Far-right government” is National Rally plus allies. The Left/Centre coalition option 
imagines New Popular Front working with Ensemble. Right/Centre coalition imagines National Rally working with Les Republicains. 
“Continuity” imagines the current government continuing to operate with a limited and temporary mandate. “Technocrat” imagines the 
appointment of a non-political prime-minister and government to steer France through a period until further elections are held. “Probability” is 
the author’s subjective probability of the various scenarios. Items with “-“, “+” or “=” signs are the author’s appraisal of the likely impact on the 
variables concerned (the opinions about bonds concern the impact on returns and not spreads). These views may not come to pass. 
Source: Invesco Global Market Strategy Office  

Coalition Coalition Far-right government

Majority Minority Left/Centre Continuity Technocrat Right/Centre Minority Majority

Probability <5% <5% 5% 30% 30% 10% <5% 10%

Fiscal policy Very loose Loose Loose Stable Stable Stable Loose Loose

EU project Damaged Damaged Damaged Slowed Slowed Slowed Damaged Damaged

French Economy --- --- -- - - - -- --

French govt bonds --- --- -- = + - -- --

Other peripheral bonds -- -- - + ++ = - -

French equities --- --- -- = + - -- --

Eurozone equities -- -- - + ++ = - -

EURUSD --- --- -- = + - -- --

Far-left government Temporary solution
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Figure 4 – Asset class total returns (%) 

Notes: Past performance is no guarantee of future results. *The currency section is organised so that in all cases the numbers show the 
movement in the mentioned currency versus USD (+ve indicates appreciation, -ve indicates depreciation). Please see appendix for 
definitions, methodology and disclaimers. 
Source: LSEG Datastream and Invesco Global Market Strategy Office 

Data as at 28/06/2024 Current

Index Level/RY 1w 1m QTD YTD 12m 1w 1m QTD YTD 12m

Equities

World MSCI 802 0.1 1.4 3.0 11.6 21.5 0.2 1.8 3.5 13.5 22.8

Emerging Markets MSCI 1086 0.1 0.3 5.1 7.7 12.9 0.1 1.4 6.3 11.2 16.0

China MSCI 57 -2.0 -5.5 7.2 4.8 -2.6 -1.9 -5.5 7.1 5.2 -2.8

US MSCI 5193 0.0 2.9 4.0 14.9 26.7 0.0 2.9 4.0 14.9 26.7

Europe MSCI 2095 -0.4 -2.5 0.9 6.4 13.9 -0.5 -1.6 1.2 9.8 14.9

Europe ex-UK MSCI 2604 -0.2 -2.7 0.1 6.2 13.9 -0.3 -1.8 0.6 10.3 15.2

UK MSCI 1229 -0.8 -1.8 3.7 6.9 13.9 -0.9 -0.8 3.6 7.8 13.7

Japan MSCI 3893 2.6 -0.9 -4.2 6.5 13.3 3.4 1.6 1.8 21.5 26.0

Government Bonds

World BofA-ML 3.51 -0.6 -0.2 -2.2 -5.1 -2.5 -0.6 0.7 -0.9 -1.7 0.0

Emerging Markets BBloom 7.77 -0.7 0.9 0.3 2.6 12.1 -0.7 0.9 0.3 2.6 12.1

China BofA-ML 2.02 0.2 0.8 1.4 1.6 6.4 0.3 1.1 2.0 4.1 6.7

US (10y) Datastream 4.37 -0.8 1.8 -0.3 -2.0 -1.5 -0.8 1.8 -0.3 -2.0 -1.5

Europe Bofa-ML 3.19 -0.2 -1.5 -2.0 -4.9 0.3 -0.6 -0.1 -1.2 -1.9 2.0

Europe ex-UK (EMU, 10y) Datastream 2.46 -0.2 -0.3 -1.6 -5.3 -0.4 -0.5 1.1 -0.9 -2.4 1.3

UK (10y) Datastream 4.17 -0.5 0.2 -0.7 -3.3 6.6 -0.6 1.3 -0.7 -2.4 6.4

Japan (10y) Datastream 1.03 -1.3 -2.5 -8.2 -14.9 -14.1 -0.5 0.0 -2.4 -2.9 -4.5

IG Corporate Bonds

Global BofA-ML 5.06 -0.4 0.5 -0.1 -0.8 4.8 -0.5 0.9 0.2 0.3 5.4

Emerging Markets BBloom 6.70 -0.2 1.4 1.9 5.5 11.8 -0.2 1.4 1.9 5.5 11.8

China BofA-ML 2.77 0.2 0.5 0.9 0.6 4.7 0.2 0.8 1.5 3.0 5.0

US BofA-ML 5.55 -0.6 1.0 0.1 0.0 4.8 -0.6 1.0 0.1 0.0 4.8

Europe BofA-ML 3.87 0.2 -0.9 -0.6 -2.5 4.4 -0.1 0.5 0.1 0.5 6.2

UK BofA-ML 5.60 -0.1 -0.4 -0.2 -0.9 10.5 -0.2 0.7 -0.2 -0.1 10.2

Japan BofA-ML 1.08 -1.0 -2.5 -6.6 -12.9 -11.0 -0.2 0.0 -0.7 -0.7 -0.9

HY Corporate Bonds

Global BofA-ML 7.85 0.1 0.5 1.2 2.7 10.8 0.0 0.8 1.4 3.4 11.2

US BofA-ML 8.02 0.0 0.9 1.1 2.6 10.7 0.0 0.9 1.1 2.6 10.7

Europe BofA-ML 6.64 0.4 -1.0 0.7 0.0 8.8 0.0 0.4 1.5 3.1 10.7

Cash (Overnight LIBOR)

US 5.32 0.1 0.5 1.2 2.6 5.5 0.1 0.5 1.2 2.6 5.5

Euro Area 3.66 0.0 -1.2 -0.1 -1.3 1.1 0.1 0.3 0.9 1.9 3.9

UK 5.20 -0.2 0.0 1.4 1.8 4.3 0.1 0.5 1.2 2.5 5.3

Japan 0.08 -1.5 -2.3 -5.3 -11.7 -11.2 0.0 0.0 0.0 0.0 0.0

Real Estate (REITs)

Global FTSE 1546 0.8 1.4 -2.1 -3.3 6.2 0.5 2.9 -1.3 -0.4 8.0

Emerging Markets FTSE 1176 -0.5 -3.8 -1.0 -5.2 -2.6 -0.9 -2.4 -0.3 -2.3 -1.0

US FTSE 2983 1.3 5.1 -0.2 -0.8 8.6 1.3 5.1 -0.2 -0.8 8.6

Europe ex-UK FTSE 2334 0.5 -4.9 -0.7 -6.2 25.3 0.1 -3.5 0.1 -3.3 27.4

UK FTSE 809 0.2 -2.7 0.1 -3.2 16.6 0.1 -1.7 0.0 -2.4 16.3

Japan FTSE 2000 0.7 -2.8 -12.1 -6.2 0.9 1.5 -0.3 -6.6 7.0 12.2

Commodities

All GSCI 3717 0.0 -1.8 0.7 11.1 16.1 - - - - -

Energy GSCI 675 0.5 1.9 0.7 16.5 27.1 - - - - -

Industrial Metals GSCI 1737 0.1 -8.6 8.2 8.5 13.7 - - - - -

Precious Metals GSCI 2629 0.3 -2.0 6.0 13.5 21.6 - - - - -

Agricultural Goods GSCI 488 -2.5 -10.2 -5.6 -4.8 -10.9 - - - - -

Currencies (vs USD)*

EUR 1.07 0.2 -1.3 -0.7 -2.9 -1.8 - - - - -

JPY 160.85 -0.6 -2.3 -5.9 -12.3 -10.2 - - - - -

GBP 1.26 0.1 -1.1 0.1 -0.8 0.2 - - - - -

CHF 1.11 -0.6 1.5 0.4 -6.4 -0.2 - - - - -

CNY 7.27 -0.1 -0.3 -0.6 -2.3 -0.3 - - - - -

Total Return (USD, %) Total Return (Local Currency, %)
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Figure 5 – Global equity sector total returns relative to market (%) 

Notes: Past performance is no guarantee of future results. Returns shown are for Datastream sector indices versus the total market 
index. Source: LSEG Datastream and Invesco Global Market Strategy Office 

Data as at 28/06/2024

1w 1m QTD YTD 12m

Energy 1.0 -2.8 -4.4 -6.8 -7.1

Basic Materials -0.5 -5.6 -2.2 -8.4 -7.7

Basic Resources -0.4 -7.3 0.3 -7.1 -3.4

Chemicals -0.7 -2.9 -5.8 -10.1 -13.4

Industrials -0.7 -3.1 -4.7 -4.0 -3.6

Construction & Materials -0.5 -4.2 -5.0 -3.6 2.2

Industrial Goods & Services -0.7 -2.9 -4.6 -4.1 -4.4

Consumer Discretionary 0.0 -0.2 -4.1 -3.7 -6.7

Automobiles & Parts 3.2 -0.5 -6.0 -11.5 -17.3

Media -1.0 -0.8 -2.3 5.5 3.3

Retailers -0.1 2.3 0.1 5.5 7.1

Travel & Leisure -0.7 -0.6 -6.2 -8.7 -13.4

Consumer Products & Services -1.3 -3.2 -8.3 -9.9 -14.8

Consumer Staples -1.0 -1.9 -3.7 -9.0 -16.2

Food, Beverage & Tobacco -0.7 -2.8 -4.2 -10.1 -17.8

Personal Care, Drug & Grocery Stores -1.6 -0.3 -2.9 -6.8 -13.2

Healthcare 0.0 1.7 -1.5 -1.7 -5.0

Financials 0.5 -0.9 -0.7 0.3 5.3

Banks 1.3 -0.7 0.8 1.2 6.7

Financial Services -0.2 -1.1 -2.2 -2.0 4.0

Insurance -0.3 -0.9 -1.5 2.0 4.1

Real Estate 0.1 -0.6 -4.8 -11.9 -12.0

Technology -0.1 4.3 9.7 15.2 19.1

Telecommunications 1.5 2.6 -0.4 -5.3 -6.5

Utilities -0.1 -3.8 2.2 -3.1 -7.2

Global
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Figure 6a – US factor index total returns (%) 

Notes: Past performance is no guarantee of future results. All indices are subsets of the S&P 500 index, they are rebalanced monthly, 
use data in US dollars and are equal-weighted. Growth includes stocks in the top third based on both their 5-year sales per share trend and 
their internal growth rate (the product of the 5-year average return on equity and the retention ratio); Low volatility includes stocks in the 
bottom quintile based on the standard deviation of their daily returns in the previous three months; Price momentum includes stocks in the top 
quintile based on their performance in the previous 12 months; Quality includes stocks in the top third based on both their return on invested 
capital and their EBIT to EV ratio (earnings before interest and taxes to enterprise value); Size includes stocks in the bottom quintile based on 
their market value in US dollars. Value includes stocks in the bottom quintile based on their price to book value ratios. The market represents 
the S&P 500 index. Source: LSEG Datastream and Invesco Global Market Strategy Office 

Figure 6b – European factor index total returns relative to market (%) 

Notes: Past performance is no guarantee of future results. All indices are subsets of the STOXX 600 index, they are rebalanced monthly, 
use data in euros and are equal-weighted. Growth includes stocks in the top third based on both their 5-year sales per share trend and their 
internal growth rate (the product of the 5-year average return on equity and the retention ratio); Low volatility includes stocks in the bottom 
quintile based on the standard deviation of their daily returns in the previous three months; Price momentum includes stocks in the top quintile 
based on their performance in the previous 12 months; Quality includes stocks in the top third based on both their return on invested capital 
and their EBIT to EV ratio (earnings before interest and taxes to enterprise value); Size includes stocks in the bottom quintile based on their 
market value in euros; Value includes stocks in the bottom quintile based on their price to book value ratios. The market represents the 
STOXX 600 index. Source: LSEG Datastream and Invesco Global Market Strategy Office  

Data as at 28/06/2024

1w 1m QTD YTD 12m 1w 1m QTD YTD 12m

Growth -0.3 0.6 -2.8 9.8 22.6 -0.2 -2.4 -6.8 -4.8 -3.2

Low volatility -0.7 1.1 -1.7 7.6 10.9 -0.6 -1.9 -5.7 -6.7 -12.4

Price momentum -0.5 -0.3 -1.1 11.3 20.5 -0.5 -3.3 -5.2 -3.5 -4.9

Quality -0.8 -0.8 -5.5 4.3 14.6 -0.7 -3.7 -9.4 -9.5 -9.5

Size -0.6 -1.0 -6.2 -1.1 9.8 -0.5 -3.9 -10.1 -14.2 -13.3

Value 0.4 -0.3 -2.2 5.1 21.8 0.5 -3.3 -6.3 -8.8 -3.8

Market -0.1 3.1 4.3 15.3 26.7

Market - Equal-Weighted -0.4 0.1 -2.6 5.1 13.7

Absolute Relative to Market

Data as at 28/06/2024

1w 1m QTD YTD 12m 1w 1m QTD YTD 12m

Growth -1.3 -2.8 2.2 3.3 12.3 -0.6 -1.6 0.7 -5.6 -3.1

Low volatility -1.3 -2.2 0.8 6.5 9.0 -0.6 -1.0 -0.7 -2.7 -6.0

Price momentum -0.2 -2.8 2.3 13.0 22.0 0.5 -1.6 0.8 3.2 5.3

Quality -1.1 -2.7 3.2 8.9 20.9 -0.4 -1.5 1.7 -0.5 4.3

Size -1.5 -4.3 0.2 3.8 14.2 -0.9 -3.1 -1.3 -5.2 -1.5

Value -0.6 -5.3 1.6 5.3 19.1 0.0 -4.1 0.1 -3.8 2.8

Market -0.7 -1.2 1.5 9.4 15.9

Market - Equal-Weighted -1.1 -3.4 0.4 5.3 13.8

Absolute Relative to Market
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 Figure 7 – Model asset allocation 

Notes: **China is included in Emerging Markets allocations. This is a theoretical portfolio and is for illustrative purposes only. See the latest 
The Big Picture document for more details. It does not represent an actual portfolio and is not a recommendation of any investment or trading 
strategy. Arrows indicate the direction of the most recent changes. 
Source: Invesco Global Market Strategy Office 

https://www.invesco.com/content/dam/invesco/apac/en/pdf/insights/2024/june/invesco-the-big-picture-global-asset-allocation-q3-2024.pdf
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Figure 8 – Model allocations for global sectors 

Neutral Invesco Preferred Region 

Energy 7.0% Neutral EM 

Basic Materials 3.9% Neutral Japan 

Basic Resources 2.3% Neutral ↑ Japan 
Chemicals 1.6% Neutral US 

Industrials 13.2% Overweight US 

Construction & Materials 1.8% Underweight US 
Industrial Goods & Services 11.5% Overweight US 

Consumer Discretionary 14.5% Neutral US 

Automobiles & Parts 2.5% Underweight Europe 
Media 1.1% Neutral ↓ Japan 
Retailers 5.2% Overweight ↑ US 
Travel & Leisure 2.0% Underweight EM 
Consumer Products & Services 3.7% Neutral Japan 

Consumer Staples 5.4% Overweight US 

Food, Beverage & Tobacco 3.5% Overweight US 
Personal Care, Drug & Grocery Stores 1.9% Overweight Europe 

Healthcare 9.3% Overweight US 

Financials 15.6% Overweight ↑ US 

Banks 7.4% Overweight Europe 
Financial Services 5.2% Overweight ↑ US 
Insurance 3.0% Underweight ↓ US 

Real Estate 2.7% Neutral ↓ Japan 

Technology 21.9% Neutral EM 

Telecommunications 3.4% Underweight US 

Utilities 3.2% Underweight US 
Notes: These are theoretical allocations which are for illustrative purposes only. They do not represent an actual portfolio and are not a 
recommendation of any investment or trading strategy. See the latest Strategic Sector Selector for more details. 
Source: LSEG Datastream and Invesco Global Market Strategy Office  

https://www.invesco.com/content/dam/invesco/apac/en/pdf/insights/2024/april/invesco-strategic-sector-selector-spring-fatigue-april24.pdf
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Appendix 

Methodology for asset allocation, expected returns and optimal portfolios 

Portfolio construction process 

The optimal portfolios are theoretical and not real. We use optimisation processes to guide our allocations around 
“neutral” and within prescribed policy ranges based on our estimations of expected returns and using historical 
covariance information. This guides the allocation to global asset groups (equities, government bonds etc.), 
which is the most important level of decision. For the purposes of this document the optimal portfolios are 
constructed with a one-year horizon.  

Which asset classes? 

We look for investibility, size and liquidity. We have chosen to include equities, bonds (government, corporate 
investment grade and corporate high yield), bank loans, REITs to represent real estate, commodities and cash 
(all across a range of geographies). We use cross-asset correlations to determine which decisions are the most 
important. 

Neutral allocations and policy ranges 

We use market capitalisation in USD for major benchmark indices to calculate neutral allocations. For 
commodities, we use industry estimates for total ETP market cap + assets under management in hedge funds + 
direct investments. We use an arbitrary 5% for the combination of cash and gold. We impose diversification by 
using policy ranges for each asset category (the range is usually symmetric around neutral). 

Expected/projected returns 

The process for estimating expected returns is based upon yield (except commodities, of course). After analysing 
how yields vary with the economic cycle, and where they are situated within historical ranges, we forecast the 
direction and amplitude of moves over the next year. Cash returns are calculated assuming a straight-line move 
in short term rates towards our targets (with, of course, no capital gain or loss). Bond returns assume a straight-
line progression in yields, with capital gains/losses predicated upon constant maturity (effectively supposing 
constant turnover to achieve that). Forecasts of corporate investment-grade, high-yield and bank loan spreads 
are based upon our view of the economic cycle (as are forecasts of credit losses). Coupon/interest payments are 
added to give total returns. Equity and REIT returns are based on dividend growth assumptions. We calculate 
total returns by applying those growth assumptions and adding the forecast dividend yield. No such metrics exist 
for commodities; therefore, we base our projections on US CPI-adjusted real prices relative to their long-term 
averages and views on the economic cycle. All expected returns are calculated in local currency and then, where 
necessary, converted into other currency bases using our exchange rate forecasts. 

Optimising the portfolio 

Using a covariance matrix based on monthly local currency total returns for the last 5 years and we run an 
optimisation process that maximises the Sharpe Ratio.  Another version maximises Return subject to volatility not 
exceeding that of our Neutral Portfolio. The optimiser is based on the Markowitz model. 

Currency hedging 

We adopt a cautious approach when it comes to currency hedging as currency movements are notoriously 
difficult to accurately predict and sometimes hedging can be costly. Also, some of our asset allocation choices 
are based on currency forecasts. We use an amalgam of central bank rate forecasts, policy expectations and real 
exchange rates relative to their historical averages to predict the direction and amplitude of currency moves. 
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Definitions of data and benchmarks for Figure 4 

Sources: we source data from LSEG Datastream unless otherwise indicated. 

Cash: returns are based on a proprietary index calculated using the Intercontinental Exchange Benchmark 
Administration overnight LIBOR (London Interbank Offer Rate). From 1st January 2022, we use the Refinitiv 
overnight deposit rate for the euro, the British pound and the Japanese yen.  The global rate is the average of the 
euro, British pound, US dollar and Japanese yen rates. The series started on 1 January 2001 with a value of 100. 

Gold: London bullion market spot price in USD/troy ounce. 

Government bonds: Current levels, yields and total returns use Datastream benchmark 10-year yields for the 
US, Eurozone, Japan and the UK, and the ICE BofA government bond total return index for the World and 
Europe. The emerging markets yields and returns are based on the Barclays Bloomberg emerging markets 
sovereign US dollar bond index. 

Corporate investment grade (IG) bonds: ICE BofA investment grade corporate bond total return indices, 
except for in emerging markets where we use the Barclays Bloomberg emerging markets corporate US dollar 
bond index. 

Corporate high yield (HY) bonds: ICE BofA high yield total return indices 

Equities: We use MSCI benchmark gross total return indices for all regions. 

Commodities: Goldman Sachs Commodity total return indices 

Real estate: FTSE EPRA/NAREIT total return indices 

Currencies: Global Trade Information Services spot rates 
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Important information 

This document is intended only for investors  in Hong Kong, for Institutional Investors and/or Accredited Investors 
in Singapore, for certain specific sovereign wealth funds and/or Qualified Domestic Institutional Investors 
approved by local regulators only in the People’s Republic of China, for certain specific Qualified Institutions and/
or Sophisticated Investors only in Taiwan, for Qualified Professional Investors in Korea, for certain specific 
institutional investors in Brunei, for Qualified Institutional Investors and/or certain specific institutional investors in 
Thailand, for certain specific institutional investors in Malaysia upon request , for certain specific institutional  
investors in Indonesia and for qualified buyers in Philippines for informational purposes only.  This document is 
not an offering of a financial product 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 unauthorized person 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. 

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.

This document is issued in the following countries:

• in Hong Kong by Invesco Hong Kong Limited  景順投資管理有限公司, 45/F, Jardine House, 1 Connaught 
Place, Central, Hong Kong. 

• in Singapore by Invesco Asset Management Singapore Ltd., 9 Raffles Place, #18-01 Republic Plaza, 
Singapore 048619.

• in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066). 
Invesco Taiwan Limited is operated and managed independently.
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