
1

Getting Back on Track
2 0 2 0  O U T L O O K

December 5, 2019

INVESCO DISTRIBUTORS, INC.   11/19 NA11735    INVESCO.COM/US



2

We believe the record-setting, elongated U.S. business 
cycle will continue in 2020, and likely beyond. That may 
have seemed like a provocative comment in the summer 
of 2019. The U.S. economy was in the throes of its third 
significant policy-driven slowdown of this economic cycle, 
after the 2012 European debt crisis and the 2015-2016 
Federal Reserve policy tightening. This time, the uncertainty 
of the U.S.-China trade war and the lagged effects of last 
year’s Federal Reserve interest rate hikes had combined to 
erode business investment and grind economic growth to 
a near halt. Many of the signs of the end of a cycle began 
to emerge, including the U.S. dollar rallying, long rates 
plunging, the yield curve inverting and financial conditions 
tightening. Pundits rushed to call for a looming recession. 

The big global macro stories, however, have not changed. It 
is still a slow-growth, benign inflation environment in which 
global policymakers stand ready to support growth and 
raise inflation expectations, when necessary. Importantly, 
the Fed has not only backed off its tightening stance, but it 
is also now easing monetary conditions. Most central banks 
around the world are easing, as well. Chinese policymakers, 
for their part, are stimulating the economy, and leading 
indicators of growth in the world’s second largest economy 
appear to be improving. As one might expect leading up 
to a U.S. election year, U.S. and China trade negotiations 
appear to be incrementally improving, while still not solved. 

U.S. rates have rebounded from their lows, the yield curve 
is no longer inverted and financial conditions have eased 
meaningfully. Of all the market indicators, the bond market 
tends to get it right more often than any other, and the bond 
market is signaling an economic recovery. Equity markets 
are following in kind.

In an improving economic backdrop, we favor stocks 
over bonds and credit over U.S. Treasuries. In our view, 
the time to be defensive has passed. We expect the near-
term economic recovery and further monetary policy 
accommodations to drive interest rates modestly higher, 
further steepen the yield curve and take further pressure off 
the U.S. dollar. In that environment, we would expect non-
dollar assets, value-oriented stocks and small-cap equities 
to outperform over the near term. We think eventually, 
however, the recovery-driven trade may prove to be short 
lived, given that we do not foresee the global economy 
heading to a new higher, sustained level of growth. As a 
result, interest rates may ultimately remain relatively low, 
the yield curve relatively flat and the U.S. dollar relatively 
stable. Investors will resume favoring growth assets 
globally, in what will continue to be a slow-growth world. 

Still, we believe this cycle has more room to run. We remain 
confident this cycle will persist for far longer than most 
suspect, barring a major policy mistake.
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Our Macro Views
We expect:

1  The global economic cycle will continue in 2020.

2   Accommodative monetary policy globally to help 
support growth and sustain the expansion.

3   U.S.-China trade war will incrementally improve, 
boosting sentiment.

4   A modestly stronger U.S. and an upswing in China will 
drive economic growth during the year.

Our Investment Views
We expect:

1  Stocks to outperform bonds.

2   Credit to outperform U.S. Treasuries.

3   Long interest rates may climb modestly higher.

4   Non-dollar assets, value stocks and small-caps to 
outperform before fading in the latter half of 2020.

5   Growth assets to reemerge as leaders in a 
slow-growth world.
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The Third Growth 
Scare of This Cycle 
Appears to Be 
Dissipating

The global economy is reemerging from 
the third growth scare of the current 
cycle, as evidenced by the rise in the 
percentage of world economies growing 
above their long-term averages. All three 
of the growth scares have been 
driven by fears that policy mistakes 
would prematurely end the cycle. 
Today, better news on trade and a 
more accommodative stance from 
the Fed should boost confidence in 
the durability of the current upswing. 
If 2018 was characterized by good 
growth and bad policy and 2019 was 
a story of slower growth and better 
policy, we think 2020 may be a story of 
acceleration back to trend growth rates 
for most of the world’s economies. 

Percent of Countries Growing Above Their Long-Term Average

For illustrative purposes only. 
Source: Haver, Invesco, 10/31/19.
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“…the ECB is ready to do whatever 
it takes to preserve the euro.” 
 – Mario Draghi

European Sovereign 
Debt Crisis
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“Monetary policy is by no 
means on a preset course.” 
 – Janet Yellen 

“…we will act as appropriate 
to sustain the expansion…”
 – Jerome Powell
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Chinese 
Manufacturing 
Has Staged a 
Recovery, While 
U.S. Manufacturing 
Has Ticked Up

One key signal of the current upswing in 
global growth is better manufacturing 
data in China. Stimulus measures 
implemented by policymakers there are 
having their intended effect. Even amid 
the trade conflict with the U.S., those 
measures have helped China’s 
manufacturing output improve. 
We think something similar is likely to 
happen in the U.S., as optimism about 
a partial trade war resolution and a 
more accommodative Fed takes hold. 
While the global economy comprises 
more than just the U.S. and China, as 
the world’s first- and second-largest 
economies by a wide margin, these two 
countries have an outsized impact on 
the trajectory of global growth.

China PMI: Manufacturing

Source: Haver Analytics, 10/31/19. Past performance does 
not guarantee future results. Index definitions can be found 
on page 16. An investment cannot be made in an index.
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Easing Financial 
Conditions Will 
Likely Stem 
Volatility and 
Support Risk 
Assets

Financial conditions have eased since 
the start of 2019. This is largely the 
result of the Fed shifting its stance 
from monetary tightening to easing. 
Financial conditions encompass the 
U.S. dollar, equities, credit spreads and 
interest rates, and the current state 
of all these factors demonstrate the 
support monetary policy authorities are 
providing to the economy. We believe 
easing financial conditions should help 
drive both economic growth and positive 
returns for risk assets into 2020.

Source: Goldman Sachs, Bloomberg L.P., 9/30/19. See 
index definitions on page 16. Past performance does not 
guarantee future results. An investment cannot be made in 
an index.

Goldman Sachs Financial Conditions Index 
(weighted average of: riskless interest rates, the exchange rate, equity valuations, credit spreads)
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Easing Tightening
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Central Banks 
Around the Globe 
Are Easing Policy 

Central banks around the world have 
taken a cue from the Fed and started 
monetary easing. With global inflation 
largely absent (with a few idiosyncratic 
exceptions like Argentina and Turkey), 
the bias in most monetary policy 
decisions has been toward a looser 
policy. This shift should support global 
growth and ease funding pressures 
that were building in certain emerging 
market countries in 2018.

Source: Bank of International Settlements, Haver Analytics 
10/30/19. An investment cannot be made in an index.
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Markets Continue 
to Climb a “Wall  
of Worry” 

We believe markets will grind higher 
in 2020. While there will be inevitable 
bouts of policy-induced volatility, the 
ingredients remain in place for this cycle 
to continue. Headline risks may recede 
just as they did during the prior growth 
scares of 2011-2012 and 2015-2016. 
Still those risks will remain a brick in 
the “wall of worry” through much of 
the year in the midst of the presidential 
election campaign. We believe this cycle 
has more room to run. Barring a major 
policy mistake, markets should continue 
to climb the “wall of worry” in 2020.

Source: Bloomberg, L.P., 10/30/2019. See index definitions 
on page 16. Past performance does not guarantee 
future results.
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Investment 
Implications

We believe the global economy will 
modestly improve in 2020 and 
accelerate back to the trend GDP 
growth rate. This informs our asset 
allocation decisions.

 +  The U.S. economy will remain in its 
current modest growth environment. 
As a result, interest rates will stay 
low, but the yield curve will remain 
positively sloped.

 +  Safe-haven currencies, including the 
U.S. dollar, will be stable or even 
weaken slightly. Commodity prices 
will be stable.

 +  These conditions would lead to 
an environment in which stocks 
outperform bonds, and credit 
outperforms sovereigns.

 +  A modest portfolio overweighted 
in faster-growing emerging market 
equities relative to developed market 
equities will be rewarded.

Interest 
rates Higher Low Lower

Yield 
curve

Persistently 
steep

Modestly  
steep

Flat to  
inverted

Safe-haven 
currencies Weaker Stable Stronger

Commodity 
prices Stronger Stable Weaker

Stocks 
or bonds Stocks Stocks Bonds

Credit or 
sovereigns Credit

Credit 
(modestly)

Sovereigns

Regional Emerging
Emerging 
(modestly)

Developed
Source: Haver, Invesco, 10/31/19. Chart is for illustrative 
purposes only and are not intended as investment advice 
or to predict or depict the performance of any investment. 
These views are as of 11/30/19 and are subject to change.
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The Yield Curve 
May Steepen 
Modestly as the 
Fed Eases 

We believe interest rates will stay low 
in 2020. The Fed has begun cutting 
rates and the outlook is gradually lower 
from here. Policy typically drives the 
shape of the yield curve, and the almost 
flat but positively sloped yield curve 
environment is here to stay. We don’t 
believe structurally higher rates are 
in the offing, given that the secular 
growth outlook remains subdued 
and inflationary pressures remain 
nonexistent in most of the world.

Source: Haver, Invesco, 10/31/19. For illustrative purposes only.

10-Year U.S. Treasury Yields vs. Fed Funds Rate
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A Stable Dollar 
Supports 
Commodities

Source: Haver Analytics, 10/31/19. Past performance does 
not guarantee future results. An investment cannot be made 
in an index. Index definitions can be found on page 16.

U.S. Dollar Index

This low interest-rate environment can 
also have important implications for the 
direction of the U.S. dollar. Unlike Fed 
tightening cycles, which have seen 
the dollar strengthen significantly, we 
believe the current easing cycle should 
help stabilize the dollar, keeping it 
within a narrow range. A stable dollar 
typically keeps commodities stable as 
well and will likely establish a floor for 
their prices in 2020.
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If We Are Right, Then 
Investors May Want 
to Favor Stocks Over 
Bonds and Cyclicals 
vs. Defensives 

Source: Haver Analytics, 10/31/19. Past performance does 
not guarantee future results. An investment cannot be made 
in an index. Index definitions can be found on page 16. 

Stocks 
over bonds

In this benign growth environment, we favor:

 +  Stocks over bonds: While U.S. stocks 
are not cheap relative to history, they 
are almost as inexpensive as they’ve 
ever been relative to bonds. This view is 
based on the Fed model, which measures 
the earnings yield on stocks vs. the 
yield on bonds.

 +  Within stocks, cyclicals over defensives: 
With a modestly steepening yield curve 
and a solid economic growth outlook, 
2020 will see an ebb and flow of cyclical 
leadership between more value-oriented 
cyclicals such as Financials, Energy, 
Real Estate and Materials earlier in the 
year and “growthy” cyclicals such as 
Tech and Discretionary later in the year. 
Industrials are a “core” cyclical sector, 
balanced between growth and value that 
should perform well throughout 2020.

Stocks Over Bonds

Cyclicals vs. Defensives

S&P 500 Cyclical/Defensive Sectors 
(Right Axis)

ISM Manufacturing PMI 
(Left Axis)
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Net Lending 
Conditions for  
Risky Firms  
Have Been Fairly  
Normal, Supporting 
Below Investment 
Grade Credit 

Lending conditions, a key component 
of the credit cycle, remain easy as 
measured by the commercial and 
industrial (C&I) lending surveys from 
the Fed. Lending standards have 
always had a large impact on spreads 
for below-investment grade credit, 
and those spreads are a signal for the 
health of the broader economy. With a 
good outlook for the credit cycle, high-
yield spreads should stay tight in 2020.

Source: Bloomberg, L.P., FRED, 10/30/2019. Index definitions 
can be found on page 16. Past performance does not 
guarantee future results. 

Net Lending Conditions for Small Firms and High-Yield 
Corporate Bond Spreads Since 1997 Modestly overweight 

credit vs. sovereigns
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Credit-Focused Assets 
May Still Provide  
Good Opportunities  
for Income

With the credit cycle still healthy, investors may 
be well served by looking beyond U.S. Treasuries 
and sovereigns for income. Tight spreads will 
likely preclude any additional price gains from 
most credit-focused asset classes like high yield 
and senior loans, but we believe investors will 
still receive reasonable risk-adjusted yields in this 
environment. Additionally, specialized equities 
like REITs and MLPs offer attractive income 
opportunities with some price appreciation 
potential in the modest growth environment 
expected for 2020.

Source: Bloomberg, Credit Suisse, JP Morgan. U.S. Treasuries is 
represented by Bloomberg Barclays U.S. Aggregate Treasury Bond Index. 
Agencies are represented by the Bloomberg Barclays U.S. Aggregate 
Agencies Index, CMBS are represented by the Bloomberg Barclays U.S. 
Aggregate CMBS Index, Corporates are represented by the Bloomberg 
Barclays U.S. Aggregate Corporate Bond Index, Emerging market lobal 
bonds are represented by the JP Morgan Emerging Market Bond Index, 
REITs are represented by the FTSE NAREIT All Equity REIT Index, HY Bonds 
are represented by the JP Morgan Domestic High Yield Index, Senior 
Loans are represented by the Credit Suisse Leveraged Loan Index, 
Municipal Bonds are represented by the Merrill Lynch BBB municipal 
master index, and MLPs are represented by the Alerian Master Limited 
Partnership Index. *Taxable equivalent yield (TEY) is based on the 
standardized yield and the combined effective federal and state tax rate 
of 39.8% for 2018 and assumes that alternative minimum tax (AMT) 
does not apply. All Data as of 10/31/19. An investment cannot be made 
in an index. See index definitions on page 16. Past performance does 
not guarantee future results.
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The Worst Fears 
About the Tariffs 
and Trade Wars 
May Already 
Be Reflected in 
Emerging Market 
Valuations Copy

The worst fears of the market about 
the trade war and the attendant 
slowdown in global commerce are 
reflected in emerging market equity 
valuations relative to their developed 
market peers. With manufacturing 
activity in China improving and a better 
growth outlook for the U.S., we think 
EM equities should do well and may 
find additional support from positive 
fundamentals. The historically wide 
differentials between developed and 
emerging market equity valuations 
suggest investors may be well served 
by a modest overweight to emerging 
market equities.

Sources: Bloomberg L.P., Invesco, 10/31/19. Notes: P/S = 
Price-to-sales ratio. SD = Standard deviation. An investment 
cannot be made in an index. See page 16 for index definitions. 
Past performance does not guarantee future results.

Modestly overweight 
emerging markets
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Index 
Definitions

Consumer Price Index (CPI) program produces monthly data on changes in the prices paid by urban consumers for a 
representative basket of goods and services.

The Bloomberg Barclays Global Treasury Index tracks fixed-rate, local currency government debt of investment grade countries, 
including both developed and emerging markets. The index represents the treasury sector of the Global Aggregate Index and 
contains issues from 37 countries denominated in 24 currencies.

The S&P 500 Index is a market capitalization weighted index of the 500 largest domestic U.S. stocks.

The MSCI All Country World Index ex-U.S. measures the performance of large- and mid-cap companies across 22 of 23 developed 
markets (excluding the U.S.) and 24 emerging markets countries.

The MSCI All Country World Index ex-U.S. Small-Cap measures the performance of small-cap companies across 22 of 23 developed 
market countries (excluding the U.S.) and 24 emerging market countries. 

The MSCI Emerging Markets (EM) Index is designed to measure global emerging market equity performance.

The MSCI World Index is designed to measure the performance of developed market equities.

The MSCI China Index is designed to measure the performance of Chinese equities.

The MSCI USA Index is designed to measure the performance of United States stocks across all capitalization sizes.

S&P Dividend Aristocrat Index measures the performance of S&P 500 index constituents that have increased their dividend 
payouts for 25 consecutive years or more.

JP Morgan Emerging Market Bond Index is designed to measure the performance of bonds issued by sovereign and corporate 
issuers in the emerging markets.

The Bloomberg Barclays U.S. Aggregate Bond Index is designed to measure the performance of investment grade bonds in the 
United States.

FTSE NAREIT All Equity REIT Index is designed to measure the performance of publicly traded REITs in the United States.

Bloomberg Barclays High Yield Index is designed to measure the performance of below investment grade rated corporate bonds 
in the United States.

Credit Suisse Leveraged Loan Index is designed to measure the performance of below-investment grade rated variable rate 
loans in the United States.

The Alerian Master Limited Partnership Index is designed to measure the performance of master limited partnerships in the 
United States.

U.S. High Yield Master II Index tracks the performance of U.S. Dollar-denominated below investment- grade corporate debt 
publicly issued in the U.S. domestic market.

Indexes 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.



17

Disclosures The opinions referenced above are those of the author, Brian Levitt as of 11/30/2019. These opinions may differ from those 
of other Invesco investment professionals. These opinions 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. 

Equities are subject to market risk and volatility; they may gain or lose value. Fixed-income investing entails credit and interest 
rate risks. Bonds are exposed to credit and interest rate risk. When interest rates rise, bond prices generally fall, and a fund’s 
share prices can fall. Foreign investments may be volatile and involve additional expenses and special risks, including currency 
fluctuations, foreign taxes and geopolitical risks. Emerging and developing markets may be especially volatile. The mention of 
specific countries, currencies, or sectors does not constitute a recommendation by any particular fund or by Invesco.

This does not constitute a recommendation of any investment strategy or product for a particular investor. Investors should 
consult a financial professional before making any investment decisions.

Before investing, investors should carefully read the prospectus and/or summary prospectus and carefully 
consider the investment objectives, risks, charges and expenses. For this and more complete information 
about the fund(s), investors should ask their advisors for a prospectus/summary prospectus or visit 
invesco.com/fundprospectus.
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