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Applied philosophy
Back to the 90s?

Nostalgia for the 1990s seems to be increasing not
only in fashion, but also in hopes for returning to
its higher growth rates and more stable economic
environment. Assuming the 90s will be back, what
can we learn from US asset returns from that
decade? Based on valuations, equities are unlikely
to repeat their 1990s performance. We find US
corporate fixed income more attractive, especially
if spreads versus Treasuries behave in the same
way as in the 90s.

The 1990s are back! Undoubtedly the best decade for
music, as far as | am concerned (think drum & bass,
not boybands). Maybe not so great for fashion, but it is
not for me to judge if we want to return to platform
shoes or overalls (although who can resist rocking a
pair of baggy cargo pants). For “old millennials” like me,
being nostalgic about that decade is not just a
spectator sport. Growing up in the ‘90s combined the
best of the analogue and digital worlds with a unique
taste of freedom especially for those shaking off the
yoke of communism (for example, in Budapest, where |
grew up).

It was not too shabby a decade for financial markets,
either. Using US benchmarks for comparison (they
have the longest histories), it was the best decade for
equities with 19% annualised returns from 1 January
1990 to 31 December 1999 (based on the MSCI USA
index from the beginning of 1970). Of course, it helped
that the end of the decade was also the peak of a stock
market bubble. It was also the best decade for REITs
with 14% annualised returns (based on the FTSE

EPRA/NAREIT index from the beginning of 1990),
although the lack of earlier data makes this comparison
less valid.

US fixed income returns may not have matched those
of the 1980s for obvious reasons (rates declined from
historical highs after the Volcker-led Federal Reserve
prioritised fighting inflation). However, they were still
better than anything that came after, with annualised
returns on government bonds, investment grade
corporates and high yield at 7%, 8% and 11%
respectively (based on ICE-BofA US bond indices).

What made the 1990s such a fertile environment for
investment returns? First, it had strong economic
growth at just above 3% on average, admittedly below
the near 4.5% growth rates seen in the 1950s and
1960s but well above anything that came after (based
on year-on-year growth of quarterly real GDP). Second,
as shown in Figure 1, apart from the 2010s when it
was coupled with lower average growth, GDP growth
rates were also the least volatile (“The Great
Moderation”). Third, inflation fell from the heights of the
early 1980s to something closer to the now well-
established 2% rate, although staying above it for most
of the decade. This allowed for relatively stable
monetary policy, especially in the second half of the
decade. The Fed reached its peak rate of 6% for that
cycle in early-1995, not too far from its current level.
After a pause and three 25 basis-point cuts, the Fed’s
target rate stayed at 5.25-5.5% until September 1998.
The rate cuts that followed afterwards were triggered
by turbulence caused by Russia’s default and the

Figure 1 — United States average real GDP growth and standard deviation of growth by decade
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Notes: Past performance is no guarantee of future results. Data as of 30 November 2023. We calculate average US real GDP growth by
decade and standard deviation using year-on-year change in quarterly data. Each decade starts in the first quarter of year 0 (1950 for
example) and ends in the fourth quarter of year 9 (1959 for example). The 2020s include data from Q1 2020 to Q3 2023.

Source: LSEG Datastream and Invesco Global Market Strategy Office
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collapse of LTCM. Finally, no major financial crisis
occurred in the decade unlike in the 1980s (Savings &
Loan crisis) and the 2000s (Global Financial Crisis).

As much as we would wish for the return of the
economic performance of that era, there are significant
differences. Debt levels are much higher (government,
corporate and household), while the US government is
likely to run a much higher budget deficit adding to that
debt pile. Although rate futures seem to indicate a
limited number of rate cuts as in 1995-96, a more rapid
pace is expected (about 125 basis points to the end of
2024 as of 1 December 2023). The Fed’s “dot plot”
suggests more gradual easing, although they are also
applying Quantitative Tightening at the same time,
which was not part of their toolkit 30 years ago.

IMF forecasts are also indicating lower US growth rates
of around 2% on average between 2024 and 2028,
which looks more like the 2000s and 2010s than the
1990s. On the other hand, inflation is forecast to be
closer to the 1990s at 2.3% on average in the same
period. If the US economy were to grow at a rate close
to the 90s, we believe that generative artificial
intelligence would have to play a role (in boosting
productivity). It is also important, in our opinion, how
economies adjust to the investment required to achieve
net-zero carbon emissions without a significant
reduction in consumption. We tend to take long term
forecasts with a pinch of salt, but a return to the
conditions of the 1990s would be a better outcome than
our base case scenario.

Global Market Strategy Office

Let’s imagine that the US economy overcomes these
obstacles. How would we invest if the 1990s came
back? First, valuations suggest we should Underweight
US equities. Using the Datastream US Total Market
index, the 12-month trailing dividend yield currently
stands at 1.5%, 46% lower than its long-term average.
In the 90s, yields did not fall below that level until the
final 2 years of the decade, which at that time was
considered excessive.

Unfortunately, our dividend yield series for US real
estate starts in 2001, so a comparison with the 90s is
impossible (although we were Overweight the asset
class in our latest The Big Picture — see Figure 5),
while commodities did not produce extraordinary
returns during that decade, so may not be remembered
so fondly (using the GSCI Commaodity Total Return
Index, their best decade was in the 1970s).

This leaves fixed income, whose rise in yields have
prompted enthusiastic declarations that bonds are
back! Yields on government and corporate bonds may
not be high as in the 1990s, except for US high yield,
for which yields are close to levels seen during most of
that decade. However, we are in no doubt that these
yields are as attractive as they have been since before
the GFC relative to equities, for example, especially
when it comes to US Treasuries and investment grade
corporate debt.

Treasuries look attractive to us at these levels
(especially compared to the post-GFC period) but there
may be better returns on other assets if our assumption

Figure 2 — US ISM manufacturing PMI index and corporate investment grade spreads since 1984
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Notes: Data as of 30 November 2023. Past performance is no guarantee of future results. We use monthly data from June 1984 to
November 2023. ISM = Institute for Supply Management. PMI = Purchasing Managers Index. IG = investment grade. Investment grade
spreads are calculated by deducting the redemption yield of the Datastream US Benchmark Treasury Index from the redemption yield of the

ICE-BofA US Corporate Bond Index.
Source: LSEG Datastream and Invesco Global Market Strategy Office
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of an economic recovery in the second half of 2024
proves correct. If the US experiences either a deep
recession (positive for Treasuries), or if inflation
meaningfully reaccelerates following a commodity
supply shock for example (negative for Treasuries), we
would be back talking about the 1970s or 1980s for
asset outcomes (perhaps also implying very different
fashion choices).

For us, choosing between government bonds and
credit instruments comes down to credit spreads
versus Treasuries. That also highlights another
phenomenon that has not happened since the 1990s.
As Figure 2 shows, there has recently been a
decoupling between weakening cyclical indicators,

3 December 2023
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such as the ISM manufacturing PMI index, and
investment grade spreads, which are priced close to
long-term averages after tightening in the last 12
months (high yield spreads are tighter than average).
The risk is that, in the short term, if US economic
growth slows, these spreads may widen, although we
think that would be at least partly offset (in absolute
return terms) by falling Treasury yields.

Nevertheless, our assumption that the US economy will
reaccelerate in the second half of 2024 may dampen
the rise in spreads as inflation stabilises. A looser
monetary policy setting also implies strong returns for
corporate bonds. We remain Overweight both I1G and
HY in our model asset allocation.
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Figure 3 — Asset class total returns (%, annualised)

Data as at 01/12/2023 Current Total Return (USD, %) Total Return (Local Currency, %)
Index Level/RY 1w Im QTD YTD 12m 1w Im QTD YTD 12m
Equities
World MSCI 698 0.8 8.8 65 177 123 0.8 7.7 57 18.0 123
Emerging Markets MSCI 982 0.2 7.4 3.3 5.5 35 0.1 5.7 2.0 6.5 4.3
China MSCI 56 -2.6 1.6 -3.1 -10.0 -6.0 -2.4 11 -3.6 9.4 -5.5
us MSCI 4381 1.0 9.0 76 222 15.0 1.0 9.0 76 222 15.0
Europe MSCI 1930 04 9.8 6.1 152 122 0.7 5.9 3.0 121 8.5
Europe ex-UK MSCI 2397 03 105 70 16.8 14.0 0.8 6.8 40 144 100
UK MSCI 1136 0.7 7.3 3.1 10.0 6.6 0.5 3.0 -0.4 4.8 35
Japan MSCI 3562 0.7 5.8 41 16.2 133 -0.5 34 3.0 300 231
Government Bonds
World BofA-ML 3.26 15 4.8 3.8 -0.5 2.1 14 3.2 2.7 14 -1.1
Emerging Markets BBloom 8.21 2.2 9.3 7.5 8.6 7.1 2.2 9.3 7.5 8.6 7.1
China BofA-ML 2.61 04 2.9 238 1.2 34 0.2 04 0.5 3.9 43
US (10y) Datastream 4.22 2.2 4.6 35 0.5 -1.7 2.2 4.6 35 0.5 -1.7
Europe Bofa-ML 3.03 0.9 6.3 6.5 5.2 1.6 1.8 34 4.1 3.6 -1.7
Europe ex-UK (EMU, 10y) [Datastream 2.33 1.4 6.4 6.9 6.3 1.6 2.4 35 45 4.7 -1.7
UK (10y) Datastream 4.23 1.3 7.6 6.9 5.7 -25 1.2 3.3 3.3 0.7 -5.3
Japan (10y) Datastream 0.71 1.9 4.7 1.7 -9.8 -8.4 0.6 2.4 0.7 1.0 -0.5
IG Corporate Bonds
Global BofA-ML 5.14 17 5.6 4.9 5.7 43 1.9 45 4.1 5.2 35
Emerging Markets BBloom 7.43 2.0 6.8 4.6 6.1 8.0 2.0 6.8 4.6 6.1 8.0
China BofA-ML 3.36 0.3 2.9 2.7 1.0 25 0.2 0.4 0.4 3.7 34
us BofA-ML 5.58 2.2 5.6 4.6 5.0 35 2.2 5.6 4.6 5.0 35
Europe BofA-ML 4.00 0.6 55 5.6 7.3 6.6 1.6 2.6 3.2 5.6 3.1
UK BofA-ML 5.85 1.3 7.9 71 10.0 5.4 1.2 35 35 4.7 2.4
Japan BofA-ML 0.91 15 3.2 14 -9.7 7.7 0.2 1.0 0.3 11 0.2
HY Corporate Bonds
Global BofA-ML 8.49 11 4.8 3.9 9.5 8.9 1.2 4.1 3.3 9.0 8.1
us BofA-ML 8.48 14 4.6 3.6 9.8 8.1 14 4.6 3.6 9.8 8.1
Europe BofA-ML 7.14 0.0 5.9 52 108 115 1.0 2.9 2.8 9.1 7.9
Cash (Overnight LIBOR)
us 5.33 0.1 0.4 0.9 4.6 49 0.1 0.4 0.9 4.6 4.9
Euro Area 3.89 -0.5 3.3 3.6 4.7 6.6 0.1 0.3 0.7 2.9 3.1
UK 5.19 0.9 5.0 5.1 9.5 8.4 0.1 0.4 0.9 4.3 4.5
Japan -0.02 1.8 2.8 1.7 -10.7 -7.9 0.0 0.0 0.0 0.0 0.0
Real Estate (REITS)
Global FTSE 1532 29 114 6.9 2.3 -0.6 3.9 8.4 4.5 0.7 -3.8
Emerging Markets FTSE 1231 -1.7 7.3 2.2 -5.5 -4.9 -0.7 4.4 -0.1 -6.9 -8.0
us FTSE 2887 46 125 8.2 5.8 0.8 46 125 8.2 5.8 0.8
Europe ex-UK FTSE 2318 29 192 157 116 120 39 159 13.0 10.0 8.4
UK FTSE 802 19 186 144 8.1 4.5 1.7 138 105 2.9 15
Japan FTSE 2085 0.8 37 17 -0.4 -2.7 -0.4 15 06 114 5.7
Commodities
All GSClI 3418 -1.0 -4.6 -8.8 -2.2 -3.6 - - - - -
Energy GSClI 598 -2.2 75 -14.1 2.1 -5.3 - - - - -
Industrial Metals GSCI 1564 1.1 2.0 -1.5 -6.7 -6.8 - - - - -
Precious Metals GSClI 2341 35 52 121 127 142 - - - - -
Agricultural Goods GSCI 527 0.6 0.3 2.0 -5.8 -3.0 - - - - -
Currencies (vs USD)*
EUR 1.09 -0.5 3.0 29 17 34| - - - - -
JPY 146.82 18 2.8 1.7 -10.7 -7.8 - - - - -
GBP 1.26 0.2 4.2 35 5.0 3.0 - - - - -
CHF 1.15 15 4.4 53 6.4 7.8 - - - - -
CNY 7.14 0.1 25 23 -3.4 -1.3 - - - - -

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

Source: LSEG Datastream and Invesco Global Market Strategy Office
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Figure 4 — Global equity sector total returns relative to market (%)

Data as at 01/12/2023 Global
1w 1m QTD YTD 12m
Energy -0.9 -6.2 -7.7 -5.6 -4.5
Basic Materials 0.9 0.8 -0.4 -8.1 -7.5
Basic Resources 1.8 1.8 0.2 -7.7 -6.4
Chemicals -0.4 -0.6 -1.3 -8.8 -9.0
Industrials 0.9 2.3 0.5 -2.5 -2.1
Construction & Materials 0.9 2.3 0.8 6.6 7.3
Industrial Goods & Senices 0.9 2.3 0.4 -3.7 -3.3
Consumer Discretionary -0.2 0.6 -0.1 5.0 2.0
Automobiles & Parts 0.5 1.8 -6.4 17.2 2.2
Media -1.6 1.3 5.2 3.9 1.3
Retailers -0.3 -1.7 1.4 5.7 3.7
Travel & Leisure -0.3 1.0 -1.3 -0.4 -0.2
Consumer Products & Senices -0.1 2.3 2.2 0.1 1.5
Consumer Staples -0.7 -3.8 -2.8 -14.3 -12.3
Food, Bewerage & Tobacco -1.0 -3.6 -3.0 -14.3 -12.3
Personal Care, Drug & Grocery Stores -0.2 -4.0 -2.5 -14.5 -12.3
Healthcare -0.4 -2.0 -3.2 -12.8 -10.9
Financials 0.4 0.4 0.2 -4.3 -2.3
Banks 0.7 0.4 -0.7 -6.1 -3.6
Financial Senices 1.1 2.3 1.3 -1.5 -1.8
Insurance -1.1 -2.8 0.9 -4.1 0.2
Real Estate 1.4 2.5 1.6 -11.9 -10.6
Technology -0.6 2.6 5.1 27.7 22.7
Telecommunications 0.2 -2.6 -1.2 -5.3 -4.5
Utilities 0.5 -1.4 0.8 -12.5 -10.2

Notes: Returns shown are for Datastream sector indices versus the total market index. Past performance is no guarantee of future
results. Source: Refinitiv Datastream and Invesco
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Figure 5 — Model asset allocation

Neutral Policy Range Allocation Position vs Neutral Hedged Currency
Cash Equivalents 5% 0-10% | O%ﬁ
Cash 2.5% ! 0% I
Gold 2.5% 0%
Bonds 40% 10-70% 1 50%
Government 25% 10-40% 22%
us 8% 13%
Europe ex-UK (Eurozone) 7% 2%
UK 1% 1%
Japan 7% 2%
Emerging Markets 2% 4%
China** 0.2% 0%
Corporate IG 10% 0-20% 1 20%
US Dollar 5% 10% 40% JPY
Euro 2% i 4%
Sterling 1% 2% I
Japanese Yen 1% i 1% f
Emerging Markets 1% 3% I
China** 0.1% 0%
Corporate HY 5% 0-10% 1 8%
US Dollar 4% I 6%
Euro 1% 1 2%
Bank Loans 4% 0-10% 1 7%
us 3% 1 5%
Europe 1% 2%
Equities 45% 25-65% 1 37%
us 25% 12%
Europe ex-UK 7% i 10%
UK 4% 1 5% |
Japan 4% 2% [
Emerging Markets 5% 8% I
China** 2% 4%
Real Estate 4% 0-16% 1 6%
us 1% 1 2%
Europe ex-UK 1% 1%
UK 1% 1 2% F
Japan 1% | 1%
Emerging Markets 1% 0%
Commodities 2% 0-4% 0%
Energy 1% 0%
Industrial Metals 0.3% 0%
Precious Metals 0.3% 0%
Agriculture 0.3% 0%
Total 100% 100%
Currency Exposure (including effect of hedging)
usD 520 T 44% | |
EUR 19% T 21% ’
GBP 7% 1 10% h
JPY 13% l 10%
EM 9% 15%
Total 100% 100%

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

Source: Invesco
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Figure 6 — Model allocations for Global sectors

Neutral | Invesco Preferred Region

Energy 8.1% | Neutral EM
Basic Materials 4.2% | Neutral Europe
Basic Resources 2.4% | Neutral Europe
Chemicals 1.8% | Neutral us
Industrials 12.8% | Overweight us
Construction & Materials 1.6% | Underweight us
Industrial Goods & Services 11.2% | Overweight us
Consumer Discretionary 14.5% | Underweight Europe
Automobiles & Parts 2.9% | Underweight Japan
Media 1.0% | Underweight Japan
Retailers 4.8% | Neutral us
Travel & Leisure 2.1% | Underweight EM
Consumer Products & Services 3.7% | Neutral Europe
Consumer Staples 6.0% | Overweight Europe
Food, Beverage & Tobacco 3.9% | Overweight Europe
Personal Care, Drug & Grocery Stores 2.1% | Overweight us
Healthcare 9.7% | Overweight us
Financials 15.3% | Neutral Europe
Banks 7.3% | Neutral Europe
Financial Services 4.9% | Underweight us
Insurance 3.0% | Neutral Europe
Real Estate 2.8% | Overweight us
Technology 19.7% | Neutral us
Telecommunications 3.6% | Overweight Europe
Utilities 3.3% | Underweight Europe

Notes: These are theoretical allocations which are for illustrative purposes only. They do not represent an actual portfolio and are not a
recommendation of any investment or trading strategy. See the latest Strategic Sector Selector for more details.
Source: Refinitiv Datastream and Invesco
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Appendix

Definitions of data and benchmarks for Figure 3

Sources: we source data from Datastream unless otherwise indicated.

Cash: returns are based on a proprietary index calculated using the Intercontinental Exchange Benchmark
Administration overnight LIBOR (London Interbank Offer Rate). From 1t January 2022, we use the Refinitiv
overnight deposit rate for the euro, the British pound and the Japanese yen. The global rate is the average of the
euro, British pound, US dollar and Japanese yen rates. The series started on 15t January 2001 with a value of
100.

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

Government bonds: Current levels, yields and total returns use Datastream benchmark 10-year yields for the
US, Eurozone, Japan and the UK, and the Bank of America Merrill Lynch government bond total return index for
the World and Europe. The emerging markets yields and returns are based on the Bloomberg Barclays emerging
markets aggregate government bond index.

Corporate investment grade (IG) bonds: Bank of America Merrill Lynch investment grade corporate bond total
return indices. The emerging markets yields and returns are based on the Bloomberg Barclays emerging markets
aggregate corporate bond index.

Corporate high yield (HY) bonds: Bank of America Merrill Lynch high yield total return indices

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

Commodities: Goldman Sachs Commodity total return indices

Real estate: FTSE EPRA/NAREIT total return indices

Currencies: Global Trade Information Services spot rates

3 December 2023 8
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Important information

This document is intended only for professional investors in Hong Kong, for Institutional Investors and/or
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Institutional Investors approved by local regulators only in the People’s Republic of China, for certain specific
Qualified Institutions and/or Sophisticated Investors only in Taiwan, for Qualified Professional Investors in Korea,
for certain specific institutional investors in Brunei, for Qualified Institutional Investors and/or certain specific
institutional investors in Thailand, for certain specific institutional investors in Malaysia upon request , for certain
specific institutional investors in Indonesia and for qualified buyers in Philippines for informational purposes only.
This document is not an offering of a financial product and should not be distributed to retail clients who are
resident in jurisdiction where its distribution is not authorized or is unlawful. Circulation, disclosure, or
dissemination of all or any part of this document to any unauthorized person is prohibited.

This document may contain statements that are not purely historical in nature but are "forward-looking
statements," which are based on certain assumptions of future events. Forward-looking statements are based on
information available on the date hereof, and Invesco does not assume any duty to update any forward-looking
statement. Actual events may differ from those assumed. There can be no assurance that forward-looking
statements, including any projected returns, will materialize or that actual market conditions and/or performance
results will not be materially different or worse than those presented.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be
guaranteed. Investment involves risk. Please review all financial material carefully before investing. The
opinions expressed are based on current market conditions and are subject to change without notice. These
opinions may differ from those of other Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into
whose possession this marketing material may come are required to inform themselves about and to comply with
any relevant restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in which
such an offer is not authorised or to any person to whom it is unlawful to make such an offer or solicitation.

This document is issued in the following countries:

e in Hong Kong by Invesco Hong Kong Limited szIE# & E HiA FR 23], 45/F, Jardine House, 1 Connaught
Place, 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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