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Global macro strategy

Europe’s fiscal challenge: debt sustainability in a 
higher-rate world

Key takeaways
• Rising sovereign yields are refocusing investor attention on debt

sustainability, with France emerging as the eurozone’s key fiscal risk.

• Fiscal trajectories are diverging across Europe, favoring countries such as
Spain and Portugal, while exposing weaker sovereign credits.

• France and the UK require substantial fiscal consolidation, but success is
sensitive to political constraints and the risk of fiscal slippage.

• Higher interest rates could worsen Europe’s debt dynamics, increasing the
risk of spread volatility and sovereign market repricing.

Recent developments in global bond markets have revived concerns about sovereign 
debt sustainability, drawing comparisons to the debt crises that unsettled markets 
in the 2010s. Government bonds have sold off across major developed economies, 
driving yields and borrowing costs sharply higher, as investors reassess the outlook 
for inflation, interest rates, and fiscal policy. The pressure has been particularly visible 
in France, where concerns over the fiscal and political outlook have driven a marked 
widening in the spread between French and German government bond yields, to levels 
not seen since the sovereign debt crisis.

Figure 1: French government bond yields have risen vs. German bunds
OAT Bund spread
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Source: Bloomberg L.P. Data from Jan. 1, 2002 to Sept. 25, 2026. The .OATBUN10 G Index measures the yield 
spread between 10-year French government bonds (OATs) and 10-year German government bonds (Bunds). Past 
trends are not a reliable indicator of future market movements. 

Politics may limit policy
Most industrialized economies face pressure due to increase spending on defense, 
infrastructure and AI, as well as healthcare and pensions. However, policies that could 
help address these challenges—such as greater immigration and reforming pension 
systems- are becoming harder to enact, as populist support rises and support for 
centrist parties declines across the eurozone’s major economies—making debt 
sustainability important to assess.

Europe’s diverging fiscal performance
The interaction between borrowing costs and economic growth is central to 
assessing debt sustainability. Put simply, nominal growth must be strong enough to 

Mark McDonnell 
Macro Analyst
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offset the cost of servicing the existing stock of government debt. Another useful 
measure is the debt-stabilizing primary balance, which is the budget balance, 
excluding interest payments, that a government needs to achieve to prevent its debt-
to-GDP ratio from rising. 

The weaker the growth outlook or the higher the cost of servicing debt, the larger 
the primary surplus that is required to stabilize the debt ratio. Countries facing this 
challenge can broadly be divided into three categories.

First, some countries have taken the medicine and are now reaping the rewards

Having endured the sovereign debt crisis just over a decade ago—and a painful internal 
devaluation to re-establish competitiveness—countries such as Italy, Spain and 
Portugal are now running primary surpluses. Spain and Portugal stand out in particular: 
their strong nominal growth means that the primary balances required to stabilize their 
debt are less onerous than Italy’s. The combination of primary surpluses and robust 
nominal growth is helping both countries restore their fiscal positions rapidly.

Second, some countries have saved for a rainy day

Countries such as Germany, the Netherlands and Austria have relatively low debt-
to-GDP ratios and, therefore, greater capacity to run deficits. Past prudence has 
given them room to invest in defense, infrastructure and other priorities that warrant 
additional funding.

Third, for some countries, actions speak louder than words

Some countries, including Belgium, are running unsustainable primary deficits and taking 
few steps to stabilize debt. The outlook is therefore concerning. Others, such as France 
and, to a lesser extent the UK, are also running unsustainable primary deficits but based 
on IMF forecasts, are projected to move toward their current debt stabilizing primary 
balance by 2030. The UK deserves credit for its lofty ambitions: it is expected to 
undertake one of the sharpest fiscal consolidations and eventually run a meaningful 
primary surplus. Under IMF assumptions, France comes close to achieving a debt-
stabilizing primary balance by 2030. However, the margin of safety is limited, and the 
debt trajectory remains highly sensitive to fiscal slippage and adverse macroeconomic 
shocks.

For both countries, we believe delivery will be crucial. The evidence for the UK is mixed. 
On the positive side, it has already delivered a significant share of its tax consolidation 
through frozen income-tax thresholds and will likely deliver on most of that tax 
consolidation. There is less room for optimism on spending; the UK has delivered little, 
if any, expenditure restraint and the new prime minister appears more inclined to spend 
than to save.

The situation in France looks more concerning, partly because of the political backdrop, 
partly because taxes are already much higher, and partly because the government has 
failed to deliver even modest consolidation. The political outlook adds to the risk; it 
appears increasingly possible that the presidential contest could pit a far-left candidate 
advocating debt cancellation against a far-right candidate proposing unfunded tax cuts.

Higher rates are pushing up borrowing costs—and requiring even 
larger consolidations
The debt-stabilizing primary balance is calculated using the average effective cost of 
debt—which reflects the borrower’s average interest rate, not just the interest rate on 
new debt. In many cases—particularly in countries with long debt maturities—that cost 
remains low, partly because substantial amounts of debt were issued when interest 
rates were near the zero lower bound. But since then, conditions have changed. 
Effective borrowing costs are rising almost everywhere, leaving countries essentially 
running to stand still in their efforts to consolidate the public finances.

If the debt-stabilizing primary balance is recalculated using current ten-year borrowing 
costs rather than the effective cost of debt, Spain and Portugal are the only two 
countries projected to stabilize their debt. This poses a particular challenge for 
countries such as the UK: if existing plans are already unrealistic, an even sharper fiscal 
consolidation would be required to put debt on a stable path.
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Central banks do have some tools
Central banks will likely continue to set interest rate policy in response to inflation and 
the wider economy, rather than to backstop sovereign borrowers. Nonetheless, they 
retain some tools that can help at the margin. The Bank of England, for example, has 
recently adjusted its balance sheet policy to support the gilt market: it is no longer 
actively selling gilts and has halted sales at the long end altogether, providing some 
respite. Similarly, the European Central Bank (ECB) could deploy instruments such as 
the Transmission Protection Instrument (TPI) to contain unwarranted spread widening. 
However, such support is not unconditional. The ECB must be satisfied that a country’s 
debt remains sustainable and that it is in broad compliance with the European Union’s 
(EU) fiscal and macroeconomic framework. Under an anti-EU Marine Le Pen presidency, 
investors could increasingly question whether France would meet those conditions, 
potentially limiting the credibility of the ECB backstop and setting the stage for a 
volatile 2027.

Figure 2: Primary balances and debt-stabilizing scenarios
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Global credit strategy

US high yield at 8%: better income, better structure

A market that has moved up in quality
US high yield is no longer dominated by deeply speculative issuers. Approximately 55% 
of the US high yield index is rated BB—the highest-quality segment of the market—
while CCC exposure represents only about 10%.1 The result is a broader opportunity set 
of established businesses, many with durable cash flows and improving balance sheets, 
alongside a smaller distressed tail.

Income with less duration risk
At roughly three years of duration, US high yield carries substantially less interest-rate 
sensitivity than other core bond benchmarks and is lower compared to its 15-year 
average.2 Its shorter maturity profile also allows a high yield portfolio’s income stream 
to reset more quickly, as bonds mature or are refinanced. Investors therefore do not 
need to make an outsized duration call to access an attractive level of yield.

Figure 1: US high yield ratings composition

n  BBs    n  Bs    n  CCCs

Source: ICE BofA US High Yield Index, BofA Global Research. Data from Dec. 31, 2011 to Aug. 31, 2026.

Key takeaways
• Today’s US high yield market offers an attractive level of income, in our

view, without the credit quality or interest-rate risk that many investors still
associate with the asset class.

• The approximately 8% yield currently offered by the US high yield index
(ICE BofA US High Yield Constrained Index, as of Oct. 5) would have
historically suggested a stressed market, but today that income is
generated against a fundamentally different market backdrop.

• More than half of the high yield universe is BB rated, only about 10% is CCC
rated, and duration is roughly three years, meaning investors are being paid
meaningful income by a market with a stronger quality mix and lower
sensitivity to interest rates than its reputation would imply.
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Rahim Shad 
Senior Portfolio Manager, 
Lead US High Yield

1. Source: Bloomberg US Corporate 
High Yield Bond Index. Data as of 
Sept. 29, 2026.

2. Source: Bloomberg US 
Corporate High Yield Bond Index, 
Bloomberg US Corporate Index, 
Bloomberg EM USD Aggregate 
Corporate Index. Data as of Sept. 
29, 2026.
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An 8% starting yield provides a potential cushion
Starting yield has historically been an important driver of longer-term fixed income 
returns. At a yield of approximately 8% (ICE BofA US High Yield Constrained Index, as 
of Oct. 5), US high yield can potentially generate an attractive return without requiring 
significant spread tightening or capital appreciation. That income also provides a 
cushion against moderate spread volatility and credit losses. Put differently, the asset 
class does not need a perfect economic outcome to perform well.

AI is creating opportunity—and a new fault line
Artificial intelligence could become the dominant theme in credit markets over the 
next two years. It brings both a growing financing need—across data centers, power, 
compute and related infrastructure—and a widening risk of disintermediation of 
existing businesses. We believe credit investors will need to evaluate whether new AI-
linked issuance offers adequate structural protection while also identifying incumbent 
business models whose cash flows, competitive positions or capital needs may be 
disrupted by AI.

The index is stronger—but selection still matters
Better aggregate quality does not eliminate issuer-specific risk. Leverage levels, 
refinancing needs and business-model durability vary widely beneath the surface 
of the index averages—and AI is likely to widen that dispersion. We believe active 
management can allocate toward compelling risk-adjusted opportunities, demand 
appropriate protections in new issuance transactions and limit exposure where 
disruption risk is considered underpriced, especially within the CCC rated segment.

Bottom line
At a yield of approximately 8%, we believe today’s higher-quality, shorter-duration 
high yield market potentially offers a compelling combination of income and market 
resilience. We also believe that a key differentiator going forward will be asset 
managers' ability to finance AI’s growth selectively, while avoiding the businesses it 
may disintermediate.
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Interest rate outlook 

US: Neutral

The Federal Reserve (Fed) hiked 25 basis points in September, citing sticky inflation, 
elevated energy prices and resilient growth, bringing the cycle total to two hikes. 
The market has repriced aggressively, now discounting close to four additional hikes 
through 2027, a pace we believe overstates the likely path; our base case remains one 
more hike in December as a risk management exercise, not the start of a sustained 
tightening cycle. Ten-year yields have surged above 5.2%, the highest since 2007, 
driven by upside PMI surprises, elevated energy prices on Strait of Hormuz concerns, 
and position liquidation amplifying the move. The curve has bear-flattened rather than 
bear-steepened as we had expected, reflecting the structural increase in risk premium 
at the front end. We maintain our neutral stance on the 10-year and continue to 
express constructive views via front-end positioning and curve steepeners, where risk 
premiums now appear excessive relative to our growth and inflation outlook.

Europe: Overweight

The European Central Bank (ECB) hiked rates at its September meeting in response 
to higher inflation prints and recent resilient growth data and indicated a willingness 
to raise rates further if the inflation outlook deteriorates. The market has extrapolated 
the policy stance to price multiple further rate hikes. While we do not rule out further 
policy adjustment, we disagree with the extent of monetary tightening priced into 
the market. Further hikes would likely take the policy setting into restrictive territory, 
which the economy does not require at this stage. When compared to other markets, 
European valuations are attractive, in our view, and we have moved overweight on a 
cross market basis. Higher energy prices will likely necessitate fiscal support measures 
from eurozone governments and calls for greater defense and energy transition-related 
spending have intensified - all of which would likely increase long-end bond risk premia 
vs shorter dated bonds, and we are anticipating a steeper curve.

China: Overweight

We remain positive on Chinese onshore government bonds and expect the bonds to 
outperform developed market peers in the coming months. Supportive macro policies, 
still relatively lukewarm domestic demand and strong export growth are expected to 
contribute to demand for central government bonds. The central bank has started 
overnight reverse repurchase operations and highlighted that loan growth is expected 
to be of lower quantity but higher quality. Overall financial conditions need to be 
assessed with the combination of both loans and bond issuance. The housing provident 
fund has recently been allowed to invest in policy bank bonds for the first time, which 
continues to show policy makers’ supportive stance. We view Q4 as a potential window 
for further easing measures if needed.

Japan: Neutral

10-year Japanese government bond yields have risen by approximately 18 basis points 
over the last month to 3.08%, their highest level since 1997.3 Despite the sell-off, the rise 
in yields has been more modest than in major US and European markets.

The Bank of Japan (BoJ) hiked rates in September alongside the Fed and ECB, although 
two BoJ board members voted against the move. Significantly, both were recent 
appointments of PM Takaichi, reinforcing the perception that the government is 
uncomfortable with a rapid rise in interest rates. This has tempered expectations of 
an acceleration in the hiking cycle, despite Governor Ueda’s relatively hawkish press 
conference comments.

Inflation and wage data continue to point toward further hikes. The BoJ appears likely to 
hike again, potentially in December or January, with a terminal rate of 2% now realistic 
by the middle of next year. This should support JGB yields, particularly at the short end.

Long-end yields are likely to be more sensitive to upcoming budget negotiations and 
the prospect of the Government Pension Investment Fund (GPIF) increasing its JGB 
allocation, although both factors remain somewhat unclear. The Takaichi administration 

Rob Waldner 
Co-Head of Invesco Fixed 
Income and CIO

James Ong 
Head of Macro and 
Quantitative Research

Gareth Isaac 
Head of Global Multi-Sector

Tom Sartain 
Senior Portfolio Manager

Michael Siviter 
Senior Portfolio Manager

Yi Hu 
Head of Asia Credit 
Research 

3.	 Source: Bloomberg L.P. Data as 
of Sept. 25, 2026.
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continues to pursue a high-growth strategy, which is not particularly conducive to 
lower bond yields. GPIF reallocation could provide some support to the market, but is 
likely to be a slow-moving factor, particularly if global yields remain elevated.

UK: Overweight

10-year gilt yields have jumped 37 basis points to 5.36%, driven by resilient domestic 
growth, higher energy prices and the global repricing of interest rates.4 Gilts have 
outperformed US Treasuries and major eurozone markets during the sell-off, which 
has been unusual. This reflects the Bank of England’s (BoE) relatively dovish stance 
compared with the Fed and ECB, as well as the announcement of a pause in the BoE’s 
active quantitative tightening gilt sales, which should reduce upward pressure on 
longer-dated gilts.

Although BoE Governor Bailey has warned that sustained higher energy prices 
will necessitate some tightening of monetary policy, it seems unlikely that the BoE 
will deliver the 110 basis points of rate hikes currently priced by the market, unless 
the inflation outlook changes substantially. The BoE’s relatively dovish stance is 
underpinned by the UK’s soft labor market and limited signs of second-round effects 
from higher energy prices in recent inflation data. The market is currently pricing rates 
based on the BoE scenario of sustained higher energy prices, creating some downside 
for yields if energy prices subside.

In the near term, market attention is likely to shift from monetary to fiscal policy ahead 
of the 28th of October Budget. The government appears keen to make the Budget 
as little of an event as possible, with only minor policy tweaks necessary to meet the 
fiscal rules. However, it remains to be seen whether the market will view this minimalist 
approach as sufficiently reassuring, given a deteriorating global backdrop of higher 
yields and inflation alongside increased defense spending demands. 

Australia: Overweight

The combination of hawkish Reserve Bank of Australia (RBA) rhetoric, higher 
global interest rates, rising energy prices and resilient domestic data has driven an 
approximately 30 basis points of repricing of Australian government bond yields over 
the last month.5 Valuations now look attractive on a longer-term basis, in our view, 
with current pricing reflecting a meaningful risk premium for stronger growth and/or 
higher inflation. The market is pricing 40 basis points of hikes to year-end 2026 and a 
further 25 basis points in 2027, taking the RBA’s Official Cash Rate to 5%, around 1.5% 
above policymakers’ estimate of neutral. 10-year and 30-year yields of 5.35% and 5.75% 
respectively, imply long term forward rates of close to 6%.6

Should the RBA and consensus expectations play out—with a moderate softening in 
growth, some loosening of the labor market and a gradual moderation in inflation back 
towards the RBA’s 2.5% target by late 2027/early 2028—bond yields are likely to decline. 
Australia remains a relatively interest-sensitive economy, which should limit the extent 
of any further repricing of rate hikes. Australian markets have recently outperformed 
US Treasuries, somewhat reducing their cross-market attractiveness, but retain the 
advantage of strong fiscal fundamentals and institutional credibility. 

4.	 Source: Bloomberg L.P. Data as 
of Sept. 25, 2026.

5.	 Source: Bloomberg L.P. Data as 
of Sept. 25, 2026.

6.	 Source: Bloomberg L.P. Data as 
of Sept. 25, 2026.
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Currency outlook 

USD: Overweight

The Fed hiked rates in September and is expected to raise them further. With the US 
leading global growth, enjoying a relative terms-of-trade advantage from higher energy, 
and interest rates poised to increase further, we think the backdrop has become 
more supportive for the US dollar. We are overweight the US dollar versus European 
currencies.

EUR: Underweight

We expect European currencies to be laggards, as growth in the region continues to be 
lacklustre and energy prices present downside growth risks.

RMB: Overweight

We are overweight the renminbi over the medium term. Recent developments in the US 
and Europe are likely to further support the renminbi’s strength. Central Bank Governor 
Pan said at the China Development Forum that China has no need or intention to use 
currency depreciation to gain a trade advantage. We expect China to facilitate more 
international investment in Chinese capital markets and further improve arrangements 
for renminbi cross-border use. This is in addition to the substantial Chinese trade 
surplus recorded year-to-date.

JPY: Neutral

The yen is around 1% stronger against the US dollar over the last month, although this 
masks significant volatility.7 Ahead of the September Fed and BoJ meetings, the yen 
was around 2.5% stronger against the US dollar than current levels. The retracement 
from the yen’s recent highs reflects some disappointment that the BoJ was not as 
hawkish as the Fed and ECB. Expectations for future BoJ hikes have not repriced to the 
same extent as elsewhere, widening interest rate differentials between Japan and other 
developed markets.

The Japanese authorities continue to use verbal intervention to support the yen, but 
there have been few signs of further actual intervention since the USD/JPY exchange 
rate reached 160. This has created some perception that Ministry of Finance US dollar 
selling remains some way from current USD/JPY levels. However, the authorities have 
shown clear intent and maintain a credible cap on USD/JPY above 160.

A larger move toward 150 will probably require some moderation in interest rate 
expectations in the US and elsewhere and/or a deterioration in global growth 
expectations. At present, both interest rate expectations and risk sentiment remain 
relatively well supported.

GBP: Underweight

The British pound has lagged both the US dollar and euro over the last month, 
reflecting the BoE’s relatively dovish policy stance compared with the Fed and ECB, 
as well as the negative impact of higher energy prices on the UK’s terms of trade. 
Pound valuations continue to look unattractive, in our view, given tighter interest rate 
differentials, relatively weak growth prospects and ongoing concerns about the UK’s 
fiscal credibility.

Fiscal policy will likely receive greater attention heading into the 28th of October 
Budget. The government’s preference for growth-negative tax hikes over substantial 
spending cuts will probably weigh on the currency, reinforcing perceptions that the 
UK is not investor-friendly and faces poor long-term growth prospects. The pound also 
remains pro-cyclical and would likely suffer if Fed hikes trigger a sell-off in risk assets.

7.	 Source: Bloomberg L.P. Data as 
of Sept. 25, 2026.
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AUD: Overweight

The Australian dollar remains relatively well underpinned by high commodity prices, 
high short-end rates relative to other developed market currencies and positive 
absolute and relative growth dynamics domestically. The biggest downside risk for the 
Australian dollar, in our view, is a global tightening of financial conditions due to a rise 
in bond yields or a surprisingly hawkish Fed reaction function. If the market perceives 
the Fed to be over-hiking, risk sentiment could suffer, creating a more negative 
dynamic for pro-cyclical currencies like the Australian dollar. 
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The bottom line

The bottom line: Global securitized debt: A new 
opportunity for fixed income investors
European policymakers are increasingly turning to debt securitization as a tool to 
support economic growth, capital formation and investment. We speak with Invesco 
Fixed Income’s Co-Heads of Structured Investments, David Lyle and Kevin Collins, 
about how regulatory reforms in Europe are reshaping the securitized asset class, 
why investor perceptions may be changing, and where they see the most compelling 
opportunities in today’s securitized debt markets.

Q: Securitized debt still carries some stigma from the global financial crisis. Why 
should investors revisit the asset class today?

David: Many investors still associate securitized debt with the complexity and 
market failures that emerged during the financial crisis. But today’s market is very 
different. Over the past decade, underwriting standards have improved significantly, 
transparency has increased, mandatory risk-retention rules have been introduced, and 
investor protections have strengthened. These changes have made securitized markets 
considerably more robust and resilient than they were before the crisis. 

At the same time, Europe is introducing a series of regulatory reforms that could 
become an important catalyst for the asset class. By reducing some of the operational 
and capital burdens associated with investing in securitized assets, policymakers are 
aiming to encourage broader institutional participation. That could increase demand, 
issuance, market liquidity and ultimately the opportunity set available to global fixed 
income investors.

Q: What’s driving the shift in thinking among European policymakers?

Kevin: After the financial crisis, European regulators implemented extensive 
requirements around disclosure, due diligence, risk retention and capital treatment. 
While these measures improved investor protection, they also increased the cost 
of owning securitized assets, particularly for insurance companies. Under Solvency 
II, many insurers found it difficult to justify securitization exposure compared with 
traditional corporate credit, even when the underlying assets performed well.  

The result was a significant under-allocation to the sector. By the end of 2021, 
securitization represented just 0.33% of total investments among insurers and 
reinsurers using the Solvency II standard formula, and only a small minority had any 
exposure at all.8

Today, policymakers increasingly view securitization as a tool for supporting economic 
growth, infrastructure investment, innovation and the energy transition. Through the 
European Union’s Savings and Investments Union initiative, regulators are looking 
to remove barriers that may no longer be justified by the actual risks of high-quality 
securitizations while preserving the safeguards established after the crisis.

Q: What specifically changes under the Solvency II reforms?

David: The most important change is the recalibration of spread-risk capital 
requirements for insurers, scheduled to take effect in January 2027. Under the revised 
framework, senior STS, or Simple, Transparent and Standardised, securitizations will 
receive capital treatment broadly comparable to covered bonds. Highly rated senior 
non-STS assets, including many AAA rated collateralized loan obligations (CLOs), are 
also expected to benefit from meaningful capital relief. 

More broadly, regulators are working to simplify due diligence and transparency 
requirements, reduce unnecessary operational frictions and make the STS framework 
more effective. Together, these reforms signal a policy objective of revitalizing Europe’s 
securitization market and increasing the flow of capital into the real economy. 

It’s important to note that mezzanine and subordinated positions will continue to face 
significantly higher capital requirements, so the benefits are likely to be concentrated 

Panelist
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8.	 Source: EIOPA, The EUROFI 
Magazine. Stockholm 2023.
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in higher-quality senior securitized assets.

Q: Beyond capital relief, why should investors consider securitized debt as part of a 
fixed income allocation?

Kevin: The key point is diversification. Better regulatory treatment allows investors 
to assess securitized assets on their investment merits rather than excluding them 
because of punitive capital charges. 

Securitized debt provides exposure to very different underlying sources of risk than 
traditional corporate bonds. Investors can gain exposure to residential mortgages, 
consumer loans, commercial real estate and diversified pools of corporate loans. These 
assets often respond differently to economic conditions than conventional corporate 
issuers. 

The structure of securitization also offers flexibility. Through tranching, investors 
can target specific levels of credit risk, duration and cash-flow stability. In many 
cases, senior securitized assets can provide attractive spreads and strong structural 
protections that are difficult to replicate through corporate credit alone.

Q: How large is the investment universe, and where do you see the strongest 
opportunities?

David: The global market is substantial. The US securitized market alone is 
approximately USD14.4 trillion in size and generates roughly USD2.5 trillion of annual 
issuance across Agency and non-Agency RMBS, ABS, CMBS and CLOs.9 Europe adds 
another EUR1.3 trillion in bonds outstanding across similar sectors.10

Not every US transaction qualifies under European or UK regulatory frameworks, but 
investors still have access to an enormous range of collateral types, structures and 
relative-value opportunities. 

In our view, the European reforms are likely to be most supportive for senior residential 
mortgage-backed securities, prime consumer asset-backed securities and AAA-rated 
CLOs. These sectors combine strong credit quality, robust structural protections and 
improved capital treatment. CMBS can also present opportunities, although security 
selection remains critical, given the wide variation in underlying properties, tenants and 
cash-flow profiles.

Q: Does the friendlier regulatory environment mean securitized investing becomes 
easier?

Kevin: Not necessarily. Securitized debt remains a highly specialized asset class that 
requires rigorous analysis. Investors still need to understand the underlying collateral, 
underwriting standards, transaction structures, servicing arrangements, prepayment 
behavior and payment waterfalls. European investors must also continue to meet risk-
retention, due diligence and monitoring requirements. 

Regulatory reforms reduce some of the capital and operational obstacles, but they 
do not eliminate the need for fundamental credit expertise. Proper security selection 
remains essential. 

That said, the broader direction is encouraging. If lower capital requirements attract 
more insurers and banks into the market, we could see higher demand, greater 
issuance and improved secondary-market liquidity. This would help deepen Europe’s 
securitization ecosystem while creating a larger and more dynamic opportunity set for 
global fixed income investors. For the first time in more than a decade, regulation is 
likely to support, rather than discourage, allocations to the asset class.

9.	 Source: SIGMA. Data as of 
August 2026.

10. Source: BofA. Data as of August 
2026.
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Investment risks
The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations) and investors may not get back the 
full amount invested. 

Fixed-income investments are subject to credit risk of the issuer and the effects of changing interest rates. Interest rate risk refers to the risk that 
bond prices generally fall as interest rates rise and vice versa. An issuer may be unable to meet interest and/or principal payments, thereby causing its 
instruments to decrease in value and lowering the issuer’s credit rating. 

Non-investment grade bonds, also called high yield bonds or junk bonds, pay higher yields but also carry more risk and a lower credit rating than an 
investment grade bond. 

The risks of investing in securities of foreign issuers, including emerging market issuers, can include fluctuations in foreign currencies, political and 
economic instability, and foreign taxation issues. 

The performance of an investment concentrated in issuers of a certain region or country is expected to be closely tied to conditions within that region 
and to be more volatile than more geographically diversified investments.

Important information 
This marketing communication is for Professional Clients only in Dubai, Jersey, Guernsey, Isle of Man, Ireland, Continental Europe (as defined 
below) and the UK; for Qualified Clients/Sophisticated Investors in Israel; for Institutional Investors only in the United States, for Sophisticated 
or Professional Investors in Australia; in New Zealand for wholesale investors (as defined in the Financial Markets Conduct Act); for Professional 
Investors in Hong Kong; for Qualified Institutional Investors in Japan; in Taiwan for Qualified Institutions/Sophisticated Investors; in Singapore 
for Institutional/Accredited Investors; for Qualified Institutional Investors and/or certain specific institutional investors in Thailand; for qualified 
professional investors in Korea; for Institutional Investors and Advisors in Canada. It is not intended for and should not be distributed to, or relied 
upon by, the public or retail investors. Please do not redistribute this document. 

For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, Finland, France, Germany, Greece, Italy, 
Liechtenstein, Luxembourg, the Netherlands, Norway, Portugal, Spain, Sweden and Switzerland. This is marketing material and not financial advice. 
It is not intended as a recommendation to buy or sell any particular asset class, security or strategy. Regulatory requirements that require impartiality of 
investment/ investment strategy recommendations are therefore not applicable nor are any prohibitions to trade before publication. 

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 or product for a particular investor. Investors should consult a financial 
professional before making any investment decisions. 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. 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. 

This material 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. 

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

All information is sourced from Invesco, unless otherwise stated. 

All data as of September 29, 2026, unless otherwise stated. All data is USD, unless otherwise stated.

Restrictions on distribution 

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 License number 239916.
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Canada

In Canada this document is restricted to Institutional Investors and Advisors, is for educational purposes only, does not constitute investment, tax or 
legal advice and should not be relied on as such. 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. All material presented is compiled from sources believed to be reliable and current, but accuracy cannot 
be guaranteed. 

• Issued in Canada Invesco Canada Ltd., 130 King Street West, Suite 1900, Toronto, Ontario M5X 1E3.

Further information is available using the contact details shown:

• Issued in Austria, Belgium, Denmark, Finland, France, Germany, Greece, Italy, the Netherlands, Spain, Sweden, Luxembourg, Norway and Portugal
by Invesco Management S.A., President Building, 37A Avenue JF Kennedy, L-1855 Luxembourg, regulated by the Commission de Surveillance du 
Secteur Financier, Luxembourg.

• Issued in Switzerland and Liechtenstein by Invesco Asset Management (Schweiz) AG, Talacker 34, 8001 Zurich, Switzerland.
• Issued in the Isle of Man, Ireland, Jersey, Guernsey, Israel and the United Kingdom by Invesco Asset Management Limited, Perpetual Park, Perpetual 

Park Drive, Henley-on-Thames, Oxfordshire RG9 1HH, UK. Authorised and regulated by the Financial Conduct Authority.
• Issued in Dubai by Invesco Asset Management Limited. Index Tower Level 6 -Unit 616, P.O. Box 506599, Al Mustaqbal Street, DIFC, Dubai, United Arab 

Emirates. Regulated by the Dubai Financial Services Authority.

Israel

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”). 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.

Hong Kong

• Issued 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.

Japan

• Issued 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 Management Association of Japan and the 
Japan Securities Dealers Association.

New Zealand

This document is issued only to wholesale investors (as defined in the Financial Markets Conduct Act) in New Zealand to whom disclosure is not 
required under Part 3 of the Financial Markets Conduct Act. This document has been prepared only for those persons to whom it has been provided by 
Invesco. It should not be relied upon by anyone else and must not be distributed to members of the public in New Zealand. Information contained in this 
document may not have been prepared or tailored for a New Zealand audience. You may only reproduce, circulate and use this document (or any part of 
it) with the consent of Invesco.

This document does not constitute and should not be construed as an offer of, invitation or proposal to make an offer for, recommendation to apply for, 
an opinion or guidance on Interests to members of the public in New Zealand. Any requests for information from persons who are members of the public 
in New Zealand will not be accepted.

• Issued in New Zealand 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.

Singapore

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

Taiwan

• Issued 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

United States

• Issued in the United States by Invesco Advisers, Inc., 1331 Spring Street, N.W., Suite 2500, Atlanta, Georgia, 30309.
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