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1. Where are we in the market cycle?

2. How’s the Fed reacting?

3. Where are we in the inflation cycle?

4. How should investors be positioned?

5. Addendum: How’s the pandemic evolving?
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Sticky Note
In this tense operating climate, we address five major themes for investors.




Market cycle
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Slowdown

Back
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Sticky Note
In our global tactical asset allocation framework, we think we’re in a slowdown regime.
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Notes: For illustrative purposes only. Economies can move backwards and forwards in this framework. Based on historical excess returns across asset classes. We 

define policy easing as the Federal Reserve (Fed) lowering interest rates and/or expanding its balance sheet. Still easy suggests the Fed is maintaining its lower interest 

rate policy and/or continuing its bond-buying program. Tightening suggests the Fed is tapering asset purchases and/or beginning to raise interest rates. Tight policy 

suggests the Fed is raising rates to contain inflation. EM = Emerging markets. IG = Investment grade.

Recovery
Growth ▼below trend & 

▲accelerating

Expansion
Growth ▲above trend & 

▲accelerating

Slowdown
Growth ▲above trend & 

▼decelerating

Contraction
Growth ▼below trend & 

▼decelerating
Macro Regime

Monetary Regime
Still Easy Tightening Tight Easing

Market Regime

(Ranked by 

expected 

outperformance)

Risky Credit
• High Yield, Bank Loans

• EM Local Debt

Equities
• Cyclicals, Value, Small

• Emerging Markets

High Quality Credit
• IG Corporate

Government Bonds
• Intermediate Duration

• Nominal Bonds

Equities
• Cyclicals, Growth/Value

Risky Credit
• High Yield, Bank Loans

• EM Hard Currency

High Quality Credit
• IG Corporate

Government Bonds
• Short Duration

• Inflation-Linked Bonds

Equities
• Cyclicals, Growth, Large

Government Bonds
• Long Duration

• Nominal Bonds

High Quality Credit
• IG Corporate

Risky Credit
• High Yield, Bank Loans

• EM Hard Currency

Government Bonds
• Long Duration

• Nominal Bonds

High Quality Credit
• IG Corporate

Risky Credit
• High Yield, Bank Loans

• EM Hard Currency

Equities
• Defensives, High Quality

• Low Volatility

Global tactical asset allocation framework
The US has transitioned from contraction, recovery, and expansion to slowdown. 
The next contraction appears closer on the horizon, but we’re not there yet.

legertd
Sticky Note
In a slowing macroeconomic environment, we’d expect stocks to do a bit better than government bonds. Having said that, we’ve been de-risking the portfolio by reducing our overweight in stocks and reducing our underweight in bonds. In other words, we think stocks can do well this year, just not as well as they did in 2021 and 2020. Indeed, we see returns converging across asset classes.

Looking ahead, does this situation devolve into a tactical contraction regime or something much worse, meaning a broad economic recession? That isn’t our base case, but it’s a tail risk worth monitoring.




-1

0

1

A
m

p
lit

u
d
e

Time

-80

-60

-40

-20

0

20

40

60

80

25

30

35

40

45

50

55

60

65

70

75

1981 1985 1989 1993 1997 2001 2005 2009 2013 2017 2021

Y
e
a
r-O

v
e
r-Y

e
a

r 
%

 C
h
a
n
g
e

D
if
fu

s
io

n
 I

n
d
e
x 

(%
)

ISM Mfg PMI (L) Stocks/Bonds (R) Cyclicals/Defensives (R)

US manufacturing activity (dark blue), stocks relative to bonds (light 

blue), and cyclicals relative to defensives (purple) since 1981

A geometric waveform oscillating above (dark blue) and below (light 

blue) zero across time

Sources: Bloomberg L.P., Standard & Poor’s, Invesco, 2/28/22. Notes: The Institute for Supply Management (ISM) Manufacturing Purchasing Managers Index (PMI) is a direct measure of 

expectations captured by business surveys of production and the general economic climate. Diffusion indices have the properties of leading indicators and are convenient summary 

measures showing the prevailing direction and scope of change. Cyclicals = Consumer Discretionary, Energy, Financials, Industrials, Information Technology, and Materials. Defensives = 

Consumer Staples, Health Care, Telecommunication Services, and Utilities. A correlation coefficient measures the strength of the relationship between the relative movements of two 

variables. The values range between -1 and 1. A perfect positive correlation is 1, and a perfect negative correlation is -1. Amplitude is the maximum departure of the value of an alternating 

current or wave from the average value. For illustrative purposes only. An investment cannot be made in an index. See page 34 for index definitions. Past performance does not guarantee 

future results.

Where are we in the US market cycle?
Sine wave analysis helps inform the tactical outlook. The natural laws suggest 
decelerating but positive returns on stocks, specifically cyclicals this year.
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Positive relative

returns on

stocks and 

cyclicals

Correlation

coefficient

= 0.7

Positive

half cycle

Positive relative

returns on

bonds and

defensives

Negative

half cycle

+ A

- A

We expect stocks and cyclicals

to remain in the “positive half cycle”

of the current sine wave.
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Sticky Note
Markets don’t move in straight lines. They undulate in complex tactical, cyclical, and secular patterns. In fact, cyclicals’ relative returns behave and look a lot like sine waves — geometric waveforms that oscillate above and below zero.

From my lens, it took us about a year to complete the first quarter (i.e., 2021) of one sine wave. In the second quarter (i.e., 2022) of the same wave, I think we should see decelerating but positive returns on cyclicals over the coming 12 months.

More importantly, there appear to have been two to three of these sine waves over the course of a given business cycle, bookended by two economic recessions. If that’s right, I don’t think investors can easily conclude that the bulk of the move in cyclicals is behind them.
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S&P 500 P/E* entering and exiting: The late 2000s recession
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Sources: Bloomberg L.P., Standard & Poor’s, Invesco, 12/31/21. Notes: EPS = Earnings per share on a trailing 12-month operating basis. An investment cannot be made in an index. Past 

performance does not guarantee future results.

Aren’t stocks expensive?
Stocks have grown into their multiples, as they’ve done after each recession since 
the early 1990s.
S&P 500 P/E* entering and exiting: The early 1990s recession S&P 500 P/E* entering and exiting: The early 2000s recession

S&P 500 P/E* entering and exiting: The 2020 recession
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Sticky Note
Understandably, investors are concerned about lofty stock market valuations with seemingly little room for further gains.

Nonetheless, history informs us that stocks grew into their multiples after every recession since the early 1990s. In each case, it was just a matter of how soon that process began. In the early 2000s, P/Es peaked a little more than a year after earnings peaked.

Currently, we think the stock market has already transitioned well beyond peak multiples.




Sources: Bloomberg, Institute for Supply Management, Standard & Poor’s, Invesco, 3/1/22. Notes: PMI = Purchasing Managers Index. EPS = Earnings per share. NBER = National Bureau 

of Economic Research. Shaded areas represent NBER-defined US economic recessions. There is no guarantee the forecast will come to pass. An investment cannot be made in an index. 

Past performance does not guarantee future results.
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US manufacturing activity (pushed forward half a year) and earnings growth (up/downside thresholds) since 1990

Where are we in the corporate profit cycle?
Manufacturing activity suggests peak earnings growth is likely behind us. Looking 
ahead, softer output points to slower but still robust earnings growth in 2022.
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Earnings may settle into a

more sustainable pace of growth.

Correlation

coefficient

= 0.7

legertd
Sticky Note
The Institute for Supply Management (ISM) Manufacturing Purchasing Managers Index (PMI) is a direct measure of expectations captured by business surveys of production and the general economic climate. Like stocks, this sentiment indicator foresees earnings trends roughly half a year beforehand.

Specifically, the ISM Manufacturing PMI suggests year-over-year earnings growth may downshift from 70% at year-end 2021 to 40% by mid-year 2022.
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S&P 500 Net Profit Margin (L) S&P 500 T4Q Operating EPS (R)

US profit margin changes (dark blue) and earnings growth (light 

blue) since 1995

Leading margin indicator (dark blue, pushed forward) and profit 

margin (light blue) since 1996

Sources: Bureau of Labor Statistics, FRED, Standard & Poor’s, Invesco, 3/16/22. Notes: T4Q = Trailing four-quarter. Operating EPS = Income from products (goods and services), 

excluding corporate (M&A, financing, layoffs), and unusual items. *Margin proxy = Total business sales (year-over-year % change) minus total nonfarm payrolls (year-over-year % change). 

Shaded areas represent NBER-defined US economic recessions. There is no guarantee the forecast will come to pass. An investment cannot be made in an index. Past performance does 

not guarantee future results.

Aren’t profit margins at a record high?
Yes, they’ve soared. However, this directional leading indicator points to a peak in 
margins – a process that may take over a year to complete.
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Sticky Note
One method of forecasting bottom-line earnings is to project top-line revenues and apply a suitable profit margin. Encouragingly, trailing four-quarter sales per share (SPS) have grown by a robust 15% on the back of a buoyant global economy. As impressive as that is, however, net profit margins – or the percentage of income remaining after all the bills are paid – have soared almost 50% to an all-time high of 13% from 9% at year-end 2020!

One directional leading indicator of profit margins is the difference between total business sales growth and total nonfarm payroll growth. Simply put, when top-line revenues grow faster than hiring – the single largest expense for any business – margins rise. In fact, that’s exactly what happened this cycle, but to a degree unseen before in the history of the series! Alas, economic gravity is a powerful force, and the natural laws argue that margins can’t keep going up indefinitely. In recent months, the sharply narrower spread between sales and payroll growth points to an inevitable peak in margins. Fortunately, history shows that the broad topping process can take over a year to complete. In the meantime, margins may remain at a high level, thereby providing an ample albeit waning tailwind for earnings and stock market returns.




Sources: Bloomberg L.P., Standard & Poor’s, Invesco, 12/31/21. Notes: Y/Y = Year-over-year. *S&P 500 % change = Compound annual growth rate (CAGR). Shaded areas represent 

periods of negative earnings growth. White areas represent periods of positive earnings growth. An investment cannot be made in an index. Past performance does not guarantee future 

results.

US stock market returns during periods of positive (white) and negative (gray) earnings growth since 1990

What’s better for stocks? Multiple expansion or earnings growth?
Multiple expansion helps, but stocks did best during periods of positive earnings 
growth, regardless of what multiples did.
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S&P 500 average return:

During + EPS growth = 13.2%

Full sample = 8.7%

S&P 500 average return:

During - EPS growth = -0.3%
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Sticky Note
The level of the stock market is equal to the product of its earnings per share (EPS) and a multiple of those earnings. Our research shows that stocks produced consistent double-digit returns during periods of positive earnings growth over the past 31 years, regardless of what multiples did.

While the stock market did very well in 2020, the combination of rising P/Es and falling profits hasn’t always been good for stocks. Since 1990, negative earnings growth and expanding multiples actually produced below-average (i.e., flat) stock market returns.

True, multiple expansion helped generate positive single-digit returns in the early 1990s and 2015-2016. But that wasn’t the case in the early or late 2000s, when returns were deeply negative.
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Source: Bloomberg L.P., Invesco, 3/1/22. Notes: ACWI = All Country World Index. MSCI ACWI ex USA price index in US dollars. Shaded areas denote a falling global manufacturing PMI. 

White areas denote a rising global manufacturing PMI. An investment cannot be made directly in an index. Past performance does not guarantee future results.

Where are we in the global market cycle?
International stocks usually underperformed US stocks when global manufacturing 
activity was trending down, as has been the case since May 2021.
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Non-US

stocks

outperformed

US stocks

outperformed

Global manufacturing activity (dark blue) and international relative to US stock market returns (light blue) since 1998
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Sticky Note
In the past, the trajectory of global manufacturing activity has guided the choice between international and US stocks. Normally, a more moderate pace of turnover has favored US stocks over their international counterparts, which has been the case since the global manufacturing PMI peaked last spring.
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How did global equities perform in past slowdowns?
Emerging markets and European stocks typically struggled in periods of easing 
global manufacturing activity, whereas US stocks generally did better.
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Sticky Note
In turbulent times, investors typically flee for safety in US high-quality, large-cap growth stocks. Despite recent drawdowns, we expect the same characteristics to regain investor interest amidst a tense operating climate.

By contrast, we suspect persistent global value stock outperformance likely awaits a falling US dollar and rising world-wide output.
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Where are we in the style cycle?
The Fed is guiding short interest rates higher to flatten the curve and cool down an 
overheating economy. Such an environment has typically favored growth over value.
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Fed rate cuts,
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Sticky Note
When the Federal Reserve (Fed) tightens monetary policy, raises short-term interest rates, flattens the curve and discourages risk taking, high-quality, stable companies in the US tend to benefit. The yield curve is one of the 10 leading economic indicators. A flattening or inverted curve points to more challenging economic conditions down the road, and bad news for deep-value segments of the stock market.

The sector composition of the growth and value indices offers important clues, which can be overlooked as drivers of the style cycle. Specifically, technology is the biggest sector of the Russell 1000 Growth Index, and financials are the largest segment of the Russell 1000 Value Index. Given their polarized market capitalization weights, the performance of financials relative to tech is a good directional indicator for the style cycle.

A keen focus on equity sector leadership and government bond market trends are good ways for investors to navigate a potential turn in the style cycle. The US Treasury yield curve is a leading economic indicator, transmission mechanism for monetary policy and real-time market proxy for bank net interest margins (NIMs). When the Fed flattens the curve—thereby discouraging risk taking and lending—fast-growing tech companies tend to benefit at the expense of undervalued financial companies. The opposite is also true.




Fed reaction
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Don’t fight the Fed

Back
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Sticky Note
The Fed’s hawkish bias is on many investors’ minds, and with good reason. We answer seven questions from clients about stock market performance during Fed tightening cycles.
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How’s the Fed reacting to inflation and a tight labor market?
US policymakers are starting to remove monetary support to cool down an 
overheating economy. Financial conditions are tightening.
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Correlation

coefficient

= -0.7

Easy financial conditions

supported economic growth.

Tight financial conditions

restricted economic growth.

US financial conditions (dark blue, reversed) and manufacturing activity (light blue) since 1996
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Sticky Note
There has been a strong inverse relationship between financial conditions, which are influenced by a country’s central bank, and manufacturing activity over time. Specifically, easy financial conditions are tailwinds for economic growth, and tight financial conditions are headwinds for economic growth.

In the US, a hawkish Fed, flatter yield curve, stronger US dollar, and tighter financial conditions have coincided with slower manufacturing activity. That said, we think it’s unlikely the Fed wants to kill the “golden goose” by crushing growth and causing a double-dip recession. While US policymakers have fired their first shot in the form of interest-rate hikes, we think it’s the last hike that matters.
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How did US stocks perform in past Fed tightening cycles?
Fortunately, the US stock market generally did better during Fed tightening cycles, 
which occurred in the second half of business cycles 67% of the time.
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Economic recessions occurred

in 4 of the past 6 Fed easing cycles.
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Sticky Note
Contrary to popular belief, US stocks generally did better during Fed tightening cycles than during Fed easing cycles.

That’s because Fed tightening occurred in the second half of US business cycles 67% of the time, and Fed easing overlapped with US economic recessions 67% of the time.

It would be unusual for the stock market advance to end this early in a Fed tightening cycle. In our view, the last hike matters more than the first. Until then, we remain buyers of stocks on the dips.
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What about global equities?
Similarly, global equities generally did better when the Fed was raising interest rates.
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Sticky Note
Typically, style, size, US, and non-US equities all performed better when the Fed was raising interest rates.
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Global equity returns (dark blue) and success rates (light blue) during Fed tightening cycles since 1983

Was leadership consistent across categories?
On average, non-US stocks outperformed US stocks in Fed tightening cycles. 
However, no single category ranked in the top three more than 50% of the time!
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50% odds

are no better

than a coin toss.

legertd
Sticky Note
Unfortunately, investors who are looking for consistent global equity leadership (ourselves included) during Fed tightening cycles may be disappointed.

Whether it was style, size, US, or non-US equities, not a single category ranked in the top three more than 50% of the time in our sample.
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Global equity performance during Fed tightening cycles since 1983

How should investors position themselves in this Fed tightening cycle?
Change was constant across tightening cycles. But we expect US large-cap growth 
to resurface, given tighter fiscal and monetary policy coupled with slower activity.
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? ?
US large-cap growth stocks

outperformed 67% of the time.
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Sticky Note
For example, US large-cap growth stocks topped the leader board in the 2015-2018, 1999-2000, 1994-1995, and 1983-1984 Fed tightening cycles. However, the same category didn’t appear in the 2004-2006 or 1987-1989 Fed tightening cycles.

In our view, the combination of slower economic and earnings growth, exacerbated by tighter fiscal and monetary policy, point to higher quality positioning in large-cap growth stocks, the recent selloff in which we believe presents another attractive entry point.
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US sector performance during Fed tightening cycles since 1983

What about sectors?
US cyclical sectors outperformed their defensive counterparts in four of the last six 
Fed tightening cycles.
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Sources: Bloomberg L.P., Invesco, 3/16/22. Notes: Cyclicals = S&P 500 consumer discretionary, energy, financials, industrials, information technology, and materials indices. Defensives = 

S&P 500 consumer staples, health care, telecommunication services, and utilities indices. In the left chart, shaded areas denote NBER-defined US economic recessions. In the right chart, 

shaded areas denote episodes when cyclicals underperformed defensives. White areas denote episodes when cyclicals outperformed defensives. See page 34 for index definitions. An 

investment cannot be made into an index. Past performance does not guarantee future results.
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67% odds for

cyclical outperformance

aren’t bad.

Cyclicals

outperformed

Defensives

outperformed
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Sticky Note
It would be unusual for the cyclical advance to end this early in a Fed tightening cycle. As we're fond of saying, the last hike matters most. Until that time, we remain buyers of cyclicals on the dips.

We believe that persistent defensive sector outperformance likely awaits an economic downturn. However, we see runway ahead for this business cycle. As such, we think it’s too soon to get outright defensive by fully embracing counter-cyclicals. In our view, the economy-sensitive, cyclical sectors of the market remain the place to be for now.
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Tech (dark blue) and financial (light blue) performance during Fed tightening cycles since 1983

Within cyclicals, what should investors favor?
In Fed tightening cycles, tech (growth) outperformed financials (value) most of the 
time.
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Decent odds for

tech outperformance.

? ?
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Sticky Note
Consistent with our expectation for renewed US large-cap growth outperformance, we believe that tech stocks will become interesting to investors once again after their recent drawdown. More often than not, tech outperformed financials during Fed tightening cycles.




Inflation cycle
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Signs of hope

Back

legertd
Sticky Note
We think investors are right to worry about the momentum and breadth behind inflation because it’s a big concern for the Federal Reserve. But all is not lost.
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Sources: FRED, Invesco, 2/28/22. Notes: Shaded areas denote rising trend inflation. An investment cannot be made in an index. See page 34 for index definitions. Past performance 

does not guarantee future results.

Where are we in the inflation cycle?
In less than two years, inflation has accelerated to the fastest pace since the early 
1980s.
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Falling trend inflation

Rising trend inflation

Consumer price inflation since 1960

legertd
Sticky Note
We haven’t seen consumer price inflation like this since 1982. Younger participants are likely unprepared for such a hot investment climate.
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How can investors potentially protect themselves from inflation?
From 1960 to 1980, stocks were the place to be and may still provide some relative 
comfort to investors who are concerned about runaway inflation now.
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Sources: Barclays, CRSP, Invesco, 2/28/22. Notes: Horizontal axis – For a given unit of risk (loss), stocks provided better returns. Vertical axis – For a given return, stocks experienced 

fewer losses (less risk). An investment cannot be made in an index. Past performance does not guarantee future results.

Stocks were the

place to be. Stocks have been

the place to be.
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Sticky Note
Given a choice between stocks, bonds and cash, stocks were the place to be, whether it was 2020 or 1960-1980, which was the last time we saw rising trend inflation. This is an opportunity for investors to have an ownership stake in the very same companies that are benefiting from inflation.
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Isn’t inflation bad?
Silver lining – If it weren’t for producer pricing power, total business sales would be 
advancing at a significantly slower pace.

24

Sources: FRED, Invesco, 3/16/22. Notes: PPI = Producer Price Index. IP = Industrial production. Shaded areas denote NBER-defined US economic recessions. An investment cannot be 

made in an index. Past performance does not guarantee future results.

Correlation

coefficient = 0.9
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Sticky Note
The effects of inflation depend on one’s point of view. To a certain extent, what’s bad for consumers – inflation in this case – can actually be good for producers. The opposite is also true.

Business revenues are equal to the volume of goods and services sold multiplied by their per-unit selling prices. That concept is illustrated in this chart, which plots a revenue proxy – the product of the producer price index (PPI) for finished goods and total industrial production – alongside total business sales over the past three decades.

Ideally, firms desire to maximize revenues by selling more goods at higher prices. But that impulse is clearly unsustainable, especially in the current environment of labor shortages and production bottlenecks where volume growth has decelerated to a single-digit pace. Firms can’t sell what they aren’t making.

If it weren’t for double-digit producer price inflation, however, total business sales would be advancing at a significantly slower pace.
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contractions. See page 34 for index definitions. An investment cannot be made directly in an index. Past performance does not guarantee future results.

Outside the US, are there any other inflation beneficiaries?
Canadian stocks tend to do better when commodities are rising (one form of 
inflation), as has been the case since early 2020.
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Early-stage commodities (dark blue) and Canadian stocks (light blue) since 2000

Commodities strong,

Canadian stocks strong

Commodities weak,

Canadian stocks weak
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Sticky Note
In the past, the trajectory of raw material prices has guided the choice between EM and DM stocks. Normally, strong material prices were good for EM stocks, given several emerging economies’ reliance on resource extraction. Today, strong global growth, Chinese demand and raw industrial prices suggest EM stocks have overreacted to the downside and may be poised for a meltup.
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What about emerging markets?
Emerging markets usually outperformed developed markets when commodity prices 
were rising. But EM stocks have overreacted and may be poised for a meltup.
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Early-stage commodities (dark blue) and emerging relative to developed market stocks (light blue) since 1998

Commodities strong,

EM stocks strong

Commodities weak,

EM stocks weak
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Sticky Note
In the past, the trajectory of raw material prices has guided the choice between EM and DM stocks. Normally, strong material prices were good for EM stocks, given several emerging economies’ reliance on resource extraction. Today, strong global growth, Chinese demand and raw industrial prices suggest EM stocks have overreacted to the downside and may be poised for a meltup.
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What about sectors?
Pair trade – Energy stocks have been inflation beneficiaries; consumer discretionary 
stocks have been inflation sensitive.
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S&P 500 Sector Correlations Versus CPI Inflation Since 2010

Sources: Bloomberg L.P., Bureau of Labor Statistics, FRED, Standard & Poor’s, Invesco, 2/28/22. Notes: When the CPI accelerated / rose, the S&P 500 Energy sector outperformed. When 

the CPI decelerated / fell, the S&P 500 Consumer Discretionary sector outperformed. An investment cannot be made in an index. Past performance does not guarantee future results.

Energy and discretionary stocks

have outperformed in hotter and

cooler inflation environments,

respectively.
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Sticky Note
Consumers are understandably vocal about inflation’s negative impact on their purchasing power and standards of living. From that perspective, it’s no mystery why the S&P 500 Consumer Discretionary sector hasn't been a significant outperformer YTD. Intuitively, rising costs for things such as energy and used cars and trucks have taken a real bite out of consumer pocketbooks, leaving less money for discretionary expenditures.

The good news is that it’s possible for investors to potentially benefit by adjusting their portfolio positioning in different inflation environments. The left chart highlights the relative sensitivity of S&P 500 sector returns to consumer price inflation trends since the early 2000s. It should come as no surprise that what’s bad for the consumer cyclical space, namely high and rising energy costs, is good for energy producers – the best performing sector YTD. Accelerating inflation, especially when led by energy prices, has generally been a tailwind for S&P 500 Energy sector performance, and this time is no exception.

At the extremes, investors could consider structuring a useful sector pair trade for partially insulating their holdings to both hotter and cooler investing climates. Specifically, energy stocks have outperformed in a hotter inflation environment, and consumer discretionary stocks have outperformed in a cooler inflation environment.
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Supply chain disruptions (dark blue, pushed forward) and consumer price inflation (light blue) since 2017

Are inflationary pressures getting better or worse?
Pandemic-related supply chain disruptions seem to be easing, which suggests 
inflation may peak by H2 2022. Don’t overstay you’re welcome in energy stocks.
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Sources: Bloomberg, L.P., Bureau of Labor Statistics, FRED, Invesco, 3/3/22. Notes: Our Supply Chain Disruption Index (SDI) includes the Institute for Supply Management (ISM) 

manufacturing and services supplier deliveries, backlog of orders, and inventories; the Baltic Exchange Baltic Dry Index (BDI) which is a composite of the dry bulk timecharter averages; 

inSpectrum Tech Inc DRAM spot prices (DDR4 4Gb 512Mx8 2133/2400 MHz); and the Drewry Hong Kong-Los Angeles Container Rate per 40-foot box. An investment cannot be made in an 

index. Past performance does not guarantee future results.

Correlation

coefficient = 0.8
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Sticky Note
The trick is successfully navigating the turn in the inflation cycle, which is easier said than done. Indeed, near-term prices could prove “sticky” and energy stocks could keep working for some months yet given war-related supply shocks and associated oil price increases. 

Beyond tactical geopolitical concerns, however, we see some early but encouraging signs of improvement in pandemic-related supply chain disruptions. If that longer-term view is correct and inflation ultimately resolves to the downside, the implication is that the bulk of the acceleration in energy sector outperformance is likely behind us. We would caution investors against overstaying their welcome in the energy sector.

Eventually, we believe the lagged supply and production response should help prices settle back down to a lower equilibrium, giving consumer discretionary stocks a chance to shine.




Positioning
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US high-quality, large-cap growth stocks
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Fixed Income Equities

US DM ex-US

DM EM

Defensives Cyclicals

Growth Value

Large caps Small caps

Governments Credit

Quality credit Risky credit

Long duration Short duration

US Treasuries DM ex-USTs

Nominal bonds
Inflation-linked

bonds 

US dollar Non-USD FX

Portfolio Risk

below average

Portfolio Risk 

above average

Neutral
Max

U/W – O/W

Max

O/W – U/W• Risk: Reducing portfolio risk while maintaining a 

modest overweight to equities and cyclical sectors. 

Amidst slower growth and tighter policy, we expect 

higher volatility and a convergence of returns across 

asset classes.

• Equities: Favoring the US with a bias toward high-

quality large-cap growth, partially owing to stable to 

lower long-term bond yields.

• Fixed Income: Overweighting US Treasuries and 

duration. We expect higher rates up to intermediate 

maturities, but stable to lower yields at the long end of 

the yield curve.

• FX: Neutral.

Low                                             Risk spectrum                                             High

Tactical asset allocation positioning
Reducing risk, with a bias toward US high-quality, large-cap growth stocks

Source: Invesco, 2/28/22. Note: For illustrative purposes only.
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Addendum: Pandemic
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Signs of hope
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US coronavirus cases since 2020

What about the virus?
Despite our worst fears about the omicron variant, coronavirus cases have declined 
sharply in the US.
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Sources: Bloomberg L.P., Invesco, 3/16/22. Notes: Confirmed coronavirus (2019-nCov) case counts compiled by Bloomberg Newsroom. Counts are subject to change as governments 

survey and confirm cases. Data are based on reported values as of midnight EST. The coincident case count is shown on a natural log scale. See page 34 for index definitions. An 

investment cannot be made into an index. Past performance does not guarantee future results.

Peak cases?
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The Goldman Sachs US Financial Conditions Index includes the federal funds rate, 10-

year Treasury bond yield, BBB corporate bond spread, S&P 500 and US dollar.

The Institute for Supply Management (ISM) Manufacturing Purchasing Managers Index 

(PMI) is a diffusion index that measures US manufacturing output. 

The MSCI Emerging Market Index measures the equity market performance of emerging 

markets.

The MSCI All-Country World Index (ACWI) measures the equity market performance of 

developed and emerging markets.

The MSCI ACWI ex USA Index measures the equity market performance of developed 

and emerging markets, except the US.

The MSCI Europe Index measures the equity market performance of Europe.

The Russell 1000 Growth Index measures the performance of the large-cap growth 

segment of the US equity universe.

The S&P 500 Index measures the performance of 500 of the largest companies in the US.

The Russell 2000 Index measures the performance of the small-cap segment of the US 

equity universe.

The Russell 1000 Value Index measures the performance of the large-cap value segment 

of the US equity universe.

US cyclical sectors include the S&P 500 consumer discretionary, energy, financials, 

industrials, information technology, and materials indices.

US defensive sectors include the S&P 500 consumer staples, health care, 

telecommunication services, and utilities indices.

Important Information

Indices are unmanaged and cannot be purchased directly by investors. Index performance 

is shown for illustrative purposes only and does not predict or depict the performance of 

any investment. Past performance does not guarantee future results.

In general, stock values fluctuate, sometimes widely, in response to activities specific to 

the company as well as general market, economic and political conditions.

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.

Investments in companies located or operating in Greater China are subject to the 

following risks: nationalization, expropriation, or confiscation of property, difficulty in 

obtaining and/or enforcing judgments, alteration or discontinuation of economic reforms, 

military conflicts, and China’s dependency on the economies of other Asian countries, 

many of which are developing countries.

Commodities may subject an investor to greater volatility than traditional securities such as 

stocks and bonds and can fluctuate significantly based on weather, political, tax, and other 

regulatory and market developments.

Definitions
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Disclosures

This document is intended only 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 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. 
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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, 41/F,  Champion

Tower, Three Garden Road, Central, Hong Kong. This document has not been reviewed

by the Securities and Futures Commission.

• 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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