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Macro update

Leading economic indicators continue to weaken, suggesting growth likely to be below 
trend across regions. Surveys of consumer sentiment remain around all-time lows in both 
the United States, Eurozone, and United Kingdom, but have stabilized in the last three 
months. Business surveys, manufacturing activity and the construction sector continue to 
decline towards their long-term trend, while monetary conditions continue to tighten. Risk 
sentiment continues to deteriorate, with equity markets underperforming fixed income, 
and credit spreads widening again to recent highs. We believe this process has further to 
run and is indicative of deteriorating growth expectations (Figure 1 and Figure 2).

Figure 1a: Macro framework points to a contraction in the global economy
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We remain underweight risk relative to benchmark1.
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Synopsis
• Our framework remains 

in a contraction regime. 
We expect decelerating 
earnings to drive equities 
lower. 

• Underweight risk relative 
to benchmark in the Global 
Tactical Asset Allocation 
model1, favoring fixed 
income over equities, 
underweighting credit risk2, 
overweighting duration, 
the US dollar and defensive 
equity factors.
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Figure 1b: Developed markets continue to decelerate, while China is bottoming out.
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Sources: Bloomberg L.P., Macrobond. Invesco Investment Solutions research and calculations. Proprietary leading 
economic indicators of Invesco Investment Solutions. Macro regime data as of Sept. 30, 2022. The Leading 
Economic Indicators (LEIs) are proprietary, forward-looking measures of the level of economic growth. The Global 
Risk Appetite Cycle Indicator (GRACI) is a proprietary measure of the markets’ risk sentiment.

Figure 2: Market sentiment signals declining growth expectations
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Sources: Bloomberg L.P., MSCI, FTSE, Barclays, JPMorgan, Invesco Investment Solutions research and calculations, 
from Jan. 1, 1992 to Sept. 30, 2022. The Global Leading Economic Indicator (LEI) is a proprietary, forward-looking 
measure of the growth level in the economy. A reading above (below) 100 on the Global LEI signals growth above 
(below) a long-term average. The Global Risk Appetite Cycle Indicator (GRACI) is a proprietary measure of the 
markets’ risk sentiment. A reading above (below) zero signals a positive (negative) compensation for risk taking in 
global capital markets in the recent past. Past performance does not guarantee future results.

The sell-off in bond yields has gathered steam over the past two months, inflicting 
additional pain to investors after experiencing the worst bond market performance in 
recorded history. A closer inspection of the dynamics in bond yields this year, however, 
reveals some interesting observations. Despite inflation running at 40-year highs, 
long-term inflation expectations remain anchored at 2-2.5%, except for a brief breach 
of this ceiling in the spring, highlighting market confidence in central banks’ inflation 
targeting objectives. Figure 3 illustrates the decomposition of nominal 10-year US 
Treasury yields between real rates and inflation expectations, highlighting how the entire 
underperformance in government bond markets this year can be attributed to the rise in 
real yields, i.e., the yield on inflation-protected securities (TIPS), not inflation expectations. 
The rise in real yields from -1.2% to +1.7% is indicative of a meaningful shift in the global 
supply and demand for capital, namely a sharp decline in the supply of savings relative 
to investment demand, leading to a rise in the real cost of capital. Expectations for 
quantitative tightening and liquidity withdrawal have contributed to this meaningful shift. 

Leading economic 
indicators continue to 
weaken, suggesting growth 
likely to be below trend 
across regions.

Risk sentiment continues 
to deteriorate, with equity 
markets underperforming fixed 
income, and credit spreads 
widening again to recent highs. 
We believe this process has 
further to run and is indicative 
of deteriorating growth 
expectations.

Despite inflation running at 
40-year highs, long-term 
inflation expectations remain 
anchored at 2-2.5%, except for 
a brief breach of this ceiling in 
the spring, highlighting market 
confidence in central banks’ 
inflation targeting objectives. 
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Why is this distinction important? In an investment world where inflation expectations 
remain anchored, we can assume a stable inflation volatility premium going forward, 
and a lower likelihood of dysfunctional bond market dynamics echoing the 1970s. While 
the future direction of real rates is far from certain, today’s 1.7% is more in-line with the 
average real rate of 2% prevailing in the pre-quantitative easing period between 2002 
– 2008, increasing the likelihood of a stabilization in nominal and real bond yields over 
the next few months and quarters. The recent decline in inflation expectations is also 
consistent with the decelerating inflation momentum we registered over the past three 
months (Figure 4).

Figure 3: Rise in bond yields driven by real yields, not inflation expectations 
UST 10Y yields = 10Y TIPS yield + 10Y inflation expectations
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Figure 4a: US Inflation Momentum 
Indicator (IMI)

Figure 4b: IIS Inflation Momentum 
Indicator: Categories
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Sources: Bloomberg L.P. data as of Sept. 30, 2022, Invesco Investment Solutions calculations. The US Inflation 
Momentum Indicator (IMI) measures the change in inflation statistics on a trailing three-month basis, covering 
indicators across consumer and producer prices, inflation expectation surveys, import prices, wages, and energy 
prices. A positive (negative) reading indicates inflation has been rising (falling) on average over the past three months.

On the other hand, we believe equity markets are yet to reflect higher growth risks and 
the associated potential earnings correction. The underperformance in global equities 
relative to credit and government bonds markets over the past month is a step in this 
direction, in our opinion, and consistent with a repricing of growth risk. Our framework 
suggests this process has further to go, as risk sentiment remains on a downward trend 
and leading economic indicators continue to decline.

In an investment world where 
inflation expectations remain 
anchored, we can assume 
a stable inflation volatility 
premium going forward, 
and a lower likelihood of 
dysfunctional bond market 
dynamics echoing the 1970s.

The recent decline in inflation 
expectations is also consistent 
with the decelerating inflation 
momentum we registered over 
the past three months.

We believe equity markets are 
yet to reflect higher growth 
risks and the associated 
potential earnings correction.
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Investment positioning 

There are no changes this month in our Global Tactical Asset Allocation model. 
We maintain an underweight risk stance relative to benchmark, expressing a defensive 
bias across most levers in the portfolio, and overweight the US dollar. We remain 
underweight equity in favor of fixed income, which now offers attractive 5-6% yields 
in investment grade or 8-9% yields in risky credits. Within fixed income we remain 
underweight credit risk3 and overweight duration relative to benchmark  (Figure 5, 6, 7).  
In particular:

• Within equities we are underweight value, small and mid-cap equities, favoring 
defensive factors like quality, low volatility, and momentum, resulting in defensive 
sector exposures with higher duration characteristics and lower operating leverage 
such as information technology, communication services and health care, at 
the expense of financials, industrials, and materials. We expect these defensive 
characteristics to outperform in an environment of below-trend and slowing growth, 
declining inflation, and peaking bond yields. From a regional perspective, we 
maintain a moderate underweight in emerging markets relative to developed markets 
despite the modest improvements in China’s leading indicators. Historically, a global 
contraction regime with tightening financial conditions has provided headwinds to 
emerging markets, offsetting positive local momentum. We remain neutral between US 
and developed ex-US equities. 

• In fixed income we are underweight risky credit as a contractionary regime has 
historically led to underperformance in high yield, bank loans and emerging markets 
relative to higher quality debt with similar duration. While high yield spreads have 
widened again to about 5.5%, average recessionary regimes see spreads widen to 
7-8%, hence we remain underweight and wait for further widening before increasing 
exposure. We favor investment grade credit and duration in long-dated government 
bonds, expecting more flattening in the yield curve. We expect further compression 
in breakeven inflation expectations given declining price pressures, overweighting 
nominal treasuries relative to inflation-linked bonds. 

• In currency markets we maintain a max overweight position in the US dollar, despite 
expensive valuations, as global growth is underperforming consensus and monetary 
policy continues to tighten. Historically, this combination of cyclical forces has 
overcome demanding valuations in the greenback. Within developed markets we favor 
the euro, the British pound, Norwegian kroner and Swedish krona relative to the Swiss 
Franc, Japanese yen, Australian and Canadian dollars. In EM we favor high yielders with 
attractive valuations as the Colombian peso and Brazilian real, while we underweight 
the Korean won, Taiwan dollar and Chinese renminbi.

Figure 5: Relative tactical asset allocation positioning
Underweight portfolio risk vs. benchmark, underweight equities and credit. Overweight defensives 
and duration.
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Source: Invesco Investment Solutions, Sept. 30, 2022. DM = developed markets. EM = emerging markets. FX = 
foreign exchange. For illustrative purposes only. 

While high yield spreads have 
widened again to about 5.5%, 
average recessionary regimes 
see spreads widen to 7-8%, 
hence we remain underweight 
and wait for further widening 
before increasing exposure. 

We expect defensive equities to 
outperform in an environment 
of below-trend and slowing 
growth, declining inflation, and 
peaking bond yields. 

We maintain a max overweight 
position in the US dollar, despite 
expensive valuations, as global 
growth is underperforming 
consensus and monetary policy 
continues to tighten.

3.   Credit risk defined as duration times 
spread (DTS).
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Figure 6: Tactical factor positioning 
Overweight quality, low volatility and momentum in a contraction regime.
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Source: Invesco Investment Solutions, Sept. 30, 2022. For illustrative purposes only. Neutral refers to an equally 
weighted factor portfolio.  

Figure 7: Tactical sector positioning 
Moving from a slowdown to a contraction regime, sector exposures are further tilted towards 
defensives.
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Source: Invesco Investment Solutions, Sept. 30, 2022. For illustrative purposes only. Sector allocations derived 
from factor and style allocations based on proprietary sector classification methodology. As of June 2022, Cyclicals: 
energy, financials, industrials, materials; Defensives: consumer staples, health care, information technology, real 
estate, communication services, utilities; Neutral: consumer discretionary.   



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.

Important information
This article is for Professional Clients and Financial Advisers in Continental Europe (as defined below), for Professional Clients in Switzerland, for Qualified Clients/
Sophisticated Investors in Israel; for Professional Clients in Dubai, Ireland, the Isle of Man, Jersey, Guernsey and the UK; for Sophisticated or Professional Investors in 
Australia; Institutional Investors in the United States; In Canada this document is for use by investors who are (i) Accredited Investors, (ii) Permitted Clients, as defined 
under National Instrument 45-106 and National Instrument 31-103, respectively. for Qualified Institutional Investors in Japan; for Professional 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 Indonesia and for qualified buyers in Philippines for informational purposes only. It is not intended to for and should not be 
distributed to, or relied upon, by the public or retail investors. For the purposes of this document, Continental Europe is defined as Austria, Belgium, Finland, France, Italy, 
Germany, Luxembourg, Netherlands, Norway, Spain, and Sweden.

By accepting this document, you consent to communicate with us in English, unless you inform us otherwise.

These materials may contain statements that are not purely historical in nature but are “forward-looking statements.” These include, among other things, projections, 
forecasts, estimates of income, yield or return or future performance targets. These forward-looking statements are based upon certain assumptions, some of which are 
described herein. Actual events are difficult to predict and may substantially differ from those assumed. All forward-looking statements included herein are based on 
information available on the date hereof and Invesco assumes no duty to update any forward-looking statement. Accordingly, there can be no assurance that estimated 
returns or projections can be realized, that forward-looking statements will materialize or that actual returns or results will not be materially lower than those presented.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. This is not to be construed as an offer to buy or sell any 
financial instruments and should not be relied upon as the sole factor in an investment making decision. As with all investments there are associated inherent risks. This should 
not be considered a recommendation to purchase any investment product. Investors should consult a financial professional before making any investment decisions if they are 
uncertain whether an investment is suitable for them. Please obtain and review all financial material carefully before investing. The opinions expressed are those of the authors, 
are based on current market conditions and are subject to change without notice. These opinions may differ from those of other Invesco investment professionals.

This document may not be reproduced or used for any other purpose, nor be furnished to any other person other than those to whom copies have been sent. Nothing in 
this document should be considered investment advice or investment marketing as defined in the Regulation of Investment Advice, Investment Marketing and Portfolio 
Management Law, 1995 (“the Investment Advice Law”). Investors are encouraged to seek competent investment advice from a locally licensed investment advisor prior 
to making any investment. Neither Invesco Ltd. Nor its subsidiaries are licensed under the Investment Advice Law, nor does it carry the insurance as required of a licensee 
thereunder.

All information as of Sept. 30, 2022, in USD, unless stated otherwise.

Restrictions on distribution:

Canada
• In Canada this document is for use by investors who are (i) Accredited Investors, (ii) Permitted Clients, as defined under National Instrument 45-106 and National 

Instrument 31-103, respectively. All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. This is not to be 
construed as an offer to buy or sell any financial instruments and should not be relied upon as the sole factor in an investment making decision. As with all investments 
there are associated inherent risks. Please obtain and review all financial material carefully before investing. 

This document is issued in:
• Australia This document has been prepared only for those persons to whom Invesco has provided it. It should not be relied upon by anyone else. Information contained 

in this document may not have been prepared or tailored for an Australian audience and does not constitute an offer of a financial product in Australia. You may only 
reproduce, circulate and use this document (or any part of it) with the consent of Invesco. 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 dollar amounts which are 
not Australian dollars; may contain financial information which is not prepared in accordance with Australian law or practices; may not address risks associated with 
investment in foreign currency denominated investments; and does not address Australian tax issues.

• Issued in Australia by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne, Victoria, 3000, Australia which holds an Australian 
Financial Services Licence number 239916.

• Austria and Germany by Invesco Asset Management Deutschland GmbH An der Welle 5, 60322 Frankfurt am Main, Germany.
• Belgium, Finland, France, Italy, Ireland, Luxembourg, Netherlands, Norway, Spain and Sweden by Invesco Management S.A., President Building, 37A Avenue JF 

Kennedy, L-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, Luxembourg. 
• Canada by Invesco Canada Ltd., 120 Bloor Street East, Suite 700, Toronto, Ontario, M4W 1B7.
• Dubai by Invesco Asset Management Limited PO Box 506599, DIFC Precinct Building No 4, Level 3, Office 305, Dubai, United Arab Emirates. Regulated by the Dubai 

Financial Services Authority.
• Hong Kong by Invesco Hong Kong Limited 景順投資 管理有限公司, 41/F, Champion Tower, Three Garden Road, Central, Hong Kong.
• Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 Roppongi, Minato-ku, Tokyo 106-6114; Registration Number: The Director-

General of Kanto Local Finance Bureau (Kin-sho) 306; Member of the Investment Trusts Association, Japan and the Japan Investment Advisers Association.
• Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza, Singapore 048619.
• Switzerland by Invesco Asset Management (Schweiz) AG, Talacker 34, 8001 Zurich, Switzerland.
• Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066). Invesco Taiwan Limited is operated and managed independently.
• UK, Dubai, Israel, Jersey, Guernsey and the Isle of Man by Invesco Asset Management Limited, Perpetual Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire, 

RG9 1HH, United Kingdom. Authorised and regulated by the Financial Conduct Authority.
• in the US by Invesco Advisers, Inc., Two Peachtree Pointe, 1555 Peachtree Street, N.E., Suite 1800, Atlanta, GA 30309.

invesco.com II-TAA-INSI-1-E 10/22 GL2462553

20221020-2518977-EMEA


