
Synopsis:

• Based on our macro regime framework, the global business cycle remains solidly in a recovery 
regime, with growth below trend and expected to improve over the next few months. The recovery 
is strengthening in its depth and breadth, as our leading economic indicators suggest growth is 
broadening across regions.

• We maintain a higher risk posture than the benchmark in our Global Tactical Asset Allocation model1, 
sourced through an overweight exposure to equities, particularly Developed Markets (DM) ex-US and 
EM (Emerging Markets), and credit, both High Yield (HY) and EM, at the expense of government bonds. 
Further we hold an overweight to foreign currencies, positioning for long-term US dollar depreciation.

• Our investment process does not explicitly consider, or position for, the expected outcome of the US 
election. While it is important to outline the potential impact of these alternative developments, we do 
not position for either outcome ahead of the election and follow our macro-driven investment process.

Macro update 

The global economy continues to improve and we expect its upward trajectory to persist for the rest of the 
year. Based on our macro regime framework, the global business cycle remains solidly in a recovery regime, 
with growth below trend and expected to improve over the next few months. The recovery is strengthening in 
its depth and breadth, as our leading economic indicators suggest growth is broadening across regions. While 
global equity and credit markets experienced declines over the past month, our measures of global risk 
appetite remain in an improving trend, indicative of improving growth expectations (Figure 1).

Figure 1: Leading economic indicators and market sentiment suggest the global economic 
recovery continues across all regions.
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1.  Global 60/40 benchmark (60% MSCI 
ACWI / 40% Bloomberg Barclays Global 
Agg USD Hedged). 
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Sources: Bloomberg L.P., Macrobond. Invesco Investment Solutions research and calculations as of Sept. 30, 2020. 
Proprietary leading economic indicators of Invesco Investment Solutions. 

Investment Positioning 
We have not implemented any change in our model portfolio over the past month (Figure 2). We maintain 
a higher risk posture than the benchmark in our Global Tactical Asset Allocation model1, sourced through 
an overweight exposure to equities and credit at the expense of government bonds. In particular:  

• Within equities we hold large tilts in favor of developed markets outside the US and emerging 
markets, driven by more favorable cyclical conditions, attractive local asset valuations and an 
expensive US dollar. The confluence of these medium and short-term drivers increases the potential 
for long-term capital inflows in non-US equity markets. As a result, we hold a large underweight 
position in US equities, especially in quality and momentum stocks, given our tilts in favor of value 
and (small) size factors, which we belive should eventually benefit from higher operating leverage and 
a recovery in the global earnings cycle.

• In fixed income we maintain an overweight exposure to US high yield credit, emerging markets 
sovereign dollar debt, and event-linked bonds at the expense of investment grade corporate credit 
and government bonds, particularly in developed markets outside the US. Overall, we are overweight 
credit risk and neutral duration2 versus the benchmark.

• In currency markets we maintain an overweight exposure to foreign currencies, positioning for long-
term US dollar depreciation. Within developed markets we favor the Euro, the Canadian dollar and the 
Norwegian kroner. In emerging markets, we favor the Indian rupee, Indonesian rupiah and Russian ruble.

Figure 2: Tactical Asset Positioning
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Source: Invesco Investment Solutions Advisory Team, Sept. 30, 2020. For illustrative purposes only. 

2.  Source: Credit risk defined as DTS 
(duration times spread).
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US election scenarios and investment implications
Our investment process does not explicitly consider, or position for, the expected outcome of the US 
election. As discussed in more detail below, we believe the overall performance of risk assets is likely to be 
positive over the medium term (multiple months or quarters) regardless of the election outcome, and it 
should be driven by more enduring drivers of market performance such as growth, fiscal and monetary 
policy. However, the outcome of the election could have lasting consequences in terms of relative sector 
and regional performance for equity markets, depending on future changes in fiscal and trade policy over 
the coming years. While it is important to outline the potential impact of these alternative developments, we 
do not position for either outcome ahead of the election and follow our macro-driven investment process. 

From a risk analysis standpoint, we evaluate three most likely election scenarios based on current opinion 
polls, sorted from most positive to least positive in terms of expected impact on our portfolio. Before 
discussing the potential outcomes, however, it’s important to discount the near-term uncertainty that will 
likely characterize the days and weeks after Election Day. Given the high number of absentee ballots 
expected to be cast this year, processing times are likely to be slower than in previous elections, and it may 
take several weeks to process the vote count. States certification deadlines generally range between 1-2 
weeks post-election day. Furthermore, given the pandemic, some states may ask for an extension. 
Therefore, regardless of whether election results will be contested, markets will likely need to digest some 
uncertainty for a few weeks after election day. We expect these developments to yield a neutral impact on 
our model portfolio. We believe rising risk aversion should provide a headwind to our equity, credit and 
foreign currency overweight. On the other hand, we believe our relative value tilts in equities should 
benefit from a rise in the US political risk premium, given an underweight to US equities and overweight to 
global ex-US markets. Similarly, an unwind of extended positioning in momentum/growth sectors could 
benefit our positioning in value sectors.

Biden Win + Democratic Congress

Among all scenarios, a Democratic win of the White House and Congress would deliver the potential for 
meaningful policy changes. Overall, we think the impact on equity and credit markets is likely to be positive in 
the medium-term, despite risks of an initial sell-off. Given the fragility of the post-COVID job and growth 
environment, the Biden proposal for higher corporate and personal income taxes is likely to be delayed and/
or dampened. In addition, projected increases in infrastructure spending could support growth in the near 
term and provide an offset to negative impact from higher taxation3. Reduced trade policy uncertainty may 
also benefit risk assets, as, in fact, trade policy was the largest headwind to global growth in 2019. We expect 
this scenario to have a positive impact on our model portfolio, with emerging and developed markets 
outside the US being the main beneficiaries of lower trade uncertainty, and the US dollar likely to depreciate 
in tandem. Changes in fiscal policy may provide a catalyst for the long-awaited cyclical rotation from growth/
momentum sectors into value sectors, with materials and industrials to benefit from large infrastructure 
spending, and consumer discretionary to benefit from higher minimum wage proposals.

Biden Win + Split Congress

In this scenario, equity markets outside the US, particularly emerging markets would benefit from lower 
trade policy uncertainty and a more diplomatic engagement by the White House on trade disputes with 
other countries. However, a split Congress should translate into largely unchanged fiscal policy on matters 
such as healthcare, infrastructure spending, minimum wage and tax reform. Historically, policy impasse 
has often translated into a “no news is good news” narrative, which tends to favor risk assets and dampen 
markets volatility. However, this scenario would broadly preserve the status quo in terms of relative sector 
performance, potentially eliminating one catalyst for the growth-to-value rotation. We expect this scenario 
to provide a moderately positive impact on our model portfolio.

Status quo: Trump Win + Split Congress

A continuation of the status quo may be received well by risk assets, lead to US dollar strength in the near 
term, and reinforce the trend of US equity outperformance, especially for growth and momentum stocks. A 
continuation of the current trade policy framework is likely to be a headwind for emerging and developed 
market equities outside the US, on a relative basis. This scenario would likely deliver a negative impact on 
our model portfolio, given our overweight exposures to value, size, FX and equity markets outside the US.

3.  Source: As of Sept 30. 2020, the 
Congressional Budget Office estimates 
that a Democratic Platform could lead to 
an additional $2trl in deficits over the 
next decade relative to the current 
baseline.
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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.

Important Information
This article is for Professional Clients and Financial Advisers in Continental Europe (as defined below), for 
Qualified Investors in Switzerland, for Qualified Clients/Sophisticated Investors in Israel; for Professional 
Clients in Dubai, Ireland, the Isle of Man, Jersey, Guernsey and the UK; for Institutional Investors use only 
in Australia and the United States; for accredited investors as defined under National Instrument 14-106 
in Canada; for Qualified Institutional Investors in Japan; for Professional Investors in Hong Kong, for 
Institutional Investors and/or Accredited Investors in Singapore, for certain specific sovereign wealth funds 
and/or Qualified Domestic Institutional Investors approved by local regulators only in the People’s Republic of 
China, for certain specific Qualified Institutions and/or Sophisticated Investors only in Taiwan, for Qualified 
Professional Investors in Korea, for certain specific institutional investors in Brunei, for Qualified Institutional 
Investors and/or certain specific institutional investors in Thailand, for certain specific institutional investors 
in Indonesia and for qualified buyers in Philippines for informational purposes only. It is not intended to for 
and should not be distributed to, or relied upon, by the public or retail investors. For the purposes of this 
document, Continental Europe is defined as Austria, Belgium, Finland, France, Italy, Germany, Luxembourg, 
Netherlands, Norway, Spain, Sweden and Poland.
By accepting this document, you consent to communicate with us in English, unless you inform us otherwise.

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

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

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

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 by Invesco Hong Kong Limited 景順投資 管理有限公司 41/F, Champion Tower, Three Garden Road, 
Central, Hong Kong.

–  Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 Roppongi, Minato-ku, 
Tokyo 106-6114; Registration Number: The Director-General of Kanto Local Finance Bureau (Kin-sho) 306; Member of 
the Investment Trusts Association, Japan and the Japan Investment Advisers Association.

–  Poland, by Pocztylion-Arka PTE S.A. Ul. Inflancka 4 00-189 Warsaw, Poland

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

–  Switzerland by Invesco Asset Management (Schweiz) AG, Talacker 34, 8001 Zurich, Switzerland.

–  Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066). Invesco Taiwan 
Limited is operated and managed independently.

–  UK, Ireland, Dubai, Israel, Jersey, Guernsey and the Isle of Man by Invesco Asset Management Limited, 
Perpetual Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire, RG9 1HH, United Kingdom. Authorised and 
regulated by the Financial Conduct Authority.

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

II-TAA-INSI-1-E 10/20  GL886


