
Invesco’s investment experts discuss the pandemic’s 
ripple effects in these markets 
By Kristina Hooper

The ripple effects of COVID-19 are impacting a wide variety of markets, and investors have lots of questions. 
Among them: Will production facilities leave China for other markets? What fixed income opportunities have 
been created by central bank intervention? And what has the pandemic meant for environmental, social and 
governance (ESG) investing? 

In this piece, I get answers to these questions from three Invesco investment experts:

• Jeff Feng, Senior Portfolio Manager, Emerging Markets

• Todd Schomberg, Senior Portfolio Manager, Invesco Fixed Income

• Cathrine De Coninck-Lopez, Global Head of ESG

China: Some production facilities may leave, but others rely on the country’s strengths 

Jeff Feng: China’s success in flattening the COVID-19 transmission curve and its early signs of economic 
recovery have sparked a great deal of investor interest. We are encouraged by the stimulus efforts enacted 
by the government thus far and believe it has additional resources that it can utilize to further boost 
economic growth. At the same time, however, investors are concerned about a potential backlash against 
China and whether the rest of the world may seek alternative supply chains. 

There is merit to those concerns. Regardless of a global backlash or a continued trade war with the US, we 
believe many production facilities will likely migrate away from China to countries with lower labor costs. In 
our view, the virus and trade war are catalysts to accelerate this shift — and this is incredibly important to 
consider when investing in Chinese stocks. For example, our team is not interested in companies that are 
reliant on cheap labor to compete.

On the other hand, it is also important to remember that unlike many other countries, China has a large 
and growing domestic market with a large percentage of future growth coming from internal demand. For 
many industries, unwinding the complex supply chain network that has been built over the past 30 years 
would be extremely challenging, very costly, and would take years — if it is even possible in my view.

Given all of these factors, we believe the most likely outcome will be a mixed approach based on industry. 
We expect to see a departure of production bases for some industries, as we have observed in apparel 
manufacturing. Conversely, we believe China will likely retain production for many industries — it has some 
of the world’s most modern infrastructure (including digital infrastructure based on 5G technology and 
related applications), clusters of highly efficient supply chains, a very large and well-educated workforce, 
and a huge domestic market. China will likely also evolve, in our view, making proactive adjustments. We 
focus on businesses and management teams that have the vision, resources and ability to execute and 
adapt to this changing environment.
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Investment grade bonds may be the ‘sweet spot’ of the fixed income market

Todd Schomberg: Swift, unprecedented action by central banks around the world – interest rate cuts, asset 
purchases and lending facilities – have pumped trillions of dollars of monetary stimulus into economies 
around the world. I believe central banks will likely continue to provide powerful tailwinds to the fixed 
income market. As such, we maintain our theme of “follow the central banks” —and what they are buying: 
investment grade corporate bonds, agency mortgages, municipal bonds and those structured securities 
that qualify under the Term Asset-Backed Securities Loan Facility (TALF).

Valuations within investment grade credit and select securitized assets remain attractive, in our view, and 
should benefit from a one-two punch of economic reopening and central bank purchases. Major central 
banks such as the Federal Reserve, Bank of Canada and European Central Bank have all committed to 
buying more investment grade credit, which provides not only a backstop, but also potential future price 
appreciation. As central banks have provided that backstop, we’ve witnessed private capital follow their 
lead with inflows into investment grade credit, providing further upside potential. 

While central bank intervention has stabilized the corporate bond market, companies are ultimately going 
to have to stand on their own fundamentals, and recent balance sheet improvement actions will allow them 
to do so, in our view. Many investment grade corporate issuers have built cash positions by ending share 
buybacks, cutting dividends and issuing more than US$1 trillion of debt year-to-date.1 As companies 
solidify their balance sheets, we expect this to benefit debt holders and allow issuers to successfully 
navigate what we believe will be a “U-shaped” economic recovery. With over $12 trillion in negative-
yielding debt globally,2 we believe North American investment grade bonds may be particularly attractive 
to foreign buyers, which could provide the asset class with another demand boost.

At some point far down the road, I believe central banks will have to begin shrinking the money supply, but 
I don’t think that is on the near-term horizon. Until we see a significant uptick in growth and inflation, 
central banks are poised to keep the spigot wide open with extremely accommodative policies. With low 
global growth, low inflation and a large supply of negative yielding debt globally, I believe that high quality 
fixed income, particularly in North America, should be in the sweet spot of the fixed income market. 

ESG: Stewardship in the era of COVID-19

Cathrine De Coninck-Lopez: Across the world COVID-19 has rocked working patterns and arguably 
changed beliefs about the interrelations between people, corporations and governments. The questions 
have come in phases. At the start of the pandemic the focus was on whether environmental, social and 
governance (ESG) issues would fall to the bottom of investor priorities. As ESG funds and strategies proved 
relatively more resilient in terms of first-quarter performance,3 the question shifted to whether ESG is the 
new normal. Most recently, as the world is slowly returning to a more balanced approach to life, we have 
been asked whether we will be shifting our focus and changing the nature of stewardship in the future. As 
we have explored these questions with our clients, companies and regulators, we believe that if there ever 
was a time for ESG, it is now.

To the first question: Would the pandemic push ESG to the bottom of investor priorities? This has not been 
the case for a variety of reasons. Firstly, the institutions that have committed to the Principles for 
Responsible Investment (PRI) manage more than $100 trillion of assets, an increase of 20% for 2019-
2020.4 The first principle states that investors should integrate ESG issues into their investment process. 
The financial market ecosystem has thus decided collectively that ESG is important and forms part of the 
responsibility of the industry, as owners of the world’s biggest corporations. We see this in all flavors across 
a spectrum, from a risk-based integration philosophy to a more thematic and impact-oriented product focus. 
Both the US and Europe flows into ESG products grew by more than four times between 2018 and 2019, 
and the trend has continued into 2020.5 As a result of these trends, regulators have taken a keen interest 
across the world on these topics, and in some cases are starting to diverge. One thing they have in common 
is that transparency of definitions, approaches and impact on financial performance is paramount. 

To the second question: There is no surprise that the focus on ESG product performance has been top of 
mind. Indeed, as the majority of the market looks at these issues there is a natural demand and supply for 
ESG. Equity and fixed income research, specialist research and in-house researchers are increasingly 
looking at and valuing these issues in my view. While some brokers have been looking at this for a long 
time, the broader broker community has really gotten involved on this topic in the last two years. ESG is 
now being priced in a way that is playing out in the markets, and Morningstar has noted that sustainable 
funds have largely held up better than conventional funds during the first quarter.3

Finally, will stewardship be changed in the new normal is a question that I have been reflecting on. 
At Invesco we recently issued our 2019 Global Stewardship Report where we seek to be more transparent 
than ever before. We address the new definition of stewardship broadening beyond proxy voting and 
engagement to ESG integration and consideration of systemic risks such as climate change. While this may 
be new to some, we see the future as sticking to the priorities of making these considerations more 
systematic across all our investments, executing on our commitment to be responsible owners and to ask 
ESG questions of our companies. Climate change remains a top issue of concern, but the ‘S’ in ESG has 
risen to the forefront and is already presenting itself much more prominently in our dialogue. As we seek to 
help our clients respond to these trends, we are increasingly co-creating solutions that we believe can meet 
both financial and ESG objectives.

1 Source: Bloomberg, L.P., as of May 28, 2020
2 Source: NASDAQ, as of April 1, 2020
3  Sources: Morningstar, “Sustainable Funds 

Weather the First Quarter Better Than 
Conventional Funds,” April 3, 2020

4 Source: Principles for Responsible Investment
5  Sources Morningstar, “Investors Back ESG in the 

Crisis,” May 12, 2020; Invesco analysis
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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.
 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. 
 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.
 The use of environmental and social factors to exclude certain investments for non-financial reasons 
may limit market opportunities available to funds not using these criteria. Further, information used to 
evaluate environmental and social factors may not be readily available, complete or accurate, which could 
negatively impact the ability to apply environmental and social standards. 
 The opinions referenced above are those of the authors as of July 9, 2020. These comments should 
not be construed as recommendations, but as an illustration of broader themes. Forward-looking 
statements are not guarantees of future results. They involve risks, uncertainties and assumptions; there 
can be no assurance that actual results will not differ materially from expectations.

Important information

This article is for Professional Clients and Financial Advisers in Austria, Belgium, Finland, France, 
Italy, Germany, Luxembourg, Netherlands, Norway, Spain, Sweden, Poland; for Qualified Investors 
in Switzerland; for Institutional Investor use only in Australia and the United States; for 
Professional Investors in Hong Kong; Professional Clients in Dubai, Ireland, Isle of Man, Jersey, 
Guernsey, and the UK; for accredited investors as defined under National Instrument 45-106 in 
Canada; and for Qualified Institutional Investors in Japan. It is not intended to for and should not be 
distributed to, or relied upon, by the public or retail investors.
 By accepting this document, you consent to communicate with us in English, unless you inform us 
otherwise.
 These materials may contain statements that are not purely historical in nature but are “forward-
looking statements.” These include, among other things, projections, forecasts, estimates of income, 
yield or return or future performance targets. These forward-looking statements are based upon certain 
assumptions, some of which are described herein. Actual events are difficult to predict and may 
substantially differ from those assumed. All forward-looking statements included herein are based on 
information available on the date hereof and Invesco assumes no duty to update any forward-looking 
statement. Accordingly, there can be no assurance that estimated returns or projections can be realized, 
that forward-looking statements will materialize or that actual returns or results will not be materially 
lower than those presented.
 All material presented is compiled from sources believed to be reliable and current, but accuracy 
cannot be guaranteed. This is not to be construed as an offer to buy or sell any financial instruments 
and should not be relied upon as the sole factor in an investment making decision. As with all 
investments there are associated inherent risks. This should not be considered a recommendation to 
purchase any investment product. Investors should consult a financial professional before making any 
investment decisions if they are uncertain whether an investment is suitable for them. Please obtain and 
review all financial material carefully before investing. The opinions expressed are those of the authors, 
are based on current market conditions and are subject to change without notice. These opinions may 
differ from those of other Invesco investment professionals.
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This document is issued in:

–  Australia This document has been prepared only for those persons to whom Invesco has provided it. It 
should not be relied upon by anyone else. Information contained in this document may not have been 
prepared or tailored for an Australian audience and does not constitute an offer of a financial product 
in Australia. You may only reproduce, circulate and use this document (or any part of it) with the 
consent of Invesco. The information in this document has been prepared without taking into account 
any investor’s investment objectives, financial situation or particular needs. Before acting on the 
information the investor should consider its appropriateness having regard to their investment 
objectives, financial situation and needs. You should note that this information: may contain references 
to dollar amounts which are not Australian dollars; may contain financial information which is not 
prepared in accordance with Australian law or practices; may not address risks associated with 
investment in foreign currency denominated investments; and does not address Australian tax issues.

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

 —  Austria and Germany by Invesco Asset Management Deutschland GmbH An der Welle 5, 60322 
Frankfurt am Main, Germany.

 —  Belgium, Finland, France, Italy, Luxembourg, Netherlands, Norway, Spain and Sweden by 
Invesco Management S.A., President Building, 37A Avenue JF Kennedy, L-1855 Luxembourg, 
regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.

 —  Canada by Invesco Canada Ltd., 5140 Yonge Street, Suite 800, Toronto, Ontario, M2N 6X7.
 —  Dubai by Invesco Asset Management Limited PO Box 506599, DIFC Precinct Building No 4, Level 3, 

Office 305, Dubai, United Arab Emirates. Regulated by the Dubai Financial Services Authority.
 —  Hong Kong This document is provided to professional investors (as defined in the Securities and 

Futures Ordinance and the Securities and Futures (Professional Investor) Rules) only in Hong Kong. 
It is not intended for and should not be distributed to, or relied upon, by the members of public or 
the retail investors. Issued 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.

 —  Japan This document is only intended for use with Qualified Institutional Investors in Japan. It is 
not intended for and should not be distributed to, or relied upon, by members of the public or retail 
investors. Issued in Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori 
Tower 14F, 6-10-1 Roppongi, Minato-ku, Tokyo 106-6114; Registration Number: The Director-
General of Kanto Local Finance Bureau (Kin-sho) 306; Member of the Investment Trusts 
Association, Japan and the Japan Investment Advisers Association.

 —  Poland, by Pocztylion-Arka PTE S.A. Ul. Inflancka 4 00-189 Warsaw, Poland
 —  Switzerland by Invesco Asset Management (Schweiz) AG, Talacker 34, 8001 Zurich, Switzerland.
 —  UK, Ireland, Dubai, Jersey, Guernsey and the Isle of Man by Invesco Asset Management Limited, 

Perpetual Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire, RG9 1HH, United Kingdom. 
Authorised and regulated by the Financial Conduct Authority.

 —  US by Invesco Advisers, Inc., Two Peachtree Pointe, 1555 Peachtree Street, N.E., Suite 1800, 
Atlanta, GA 30309.

II-KHPMR-COM-22-E 07/20 GL605


