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Introduction
Much of the world continues to move past the COVID-19 pandemic, but its remarkable effects on economies and policies remain top of 
mind as a new set of uncertainties enters the picture. Historic pandemic-era moves by both fiscal and monetary policymakers had already 
reawakened inflation after a multi-decade slumber in most economies. Then Russia’s invasion of Ukraine exacerbated these inflationary 
pressures while also exerting downward pressure on economic growth through a surge in commodity/energy prices. Markets are 
contending with all this, just as some major central banks are tightening policy. Our outlook seeks to assess the balance of geopolitical 
risks against a backdrop of elevated global inflation and diverging monetary policy.

Our base case
We assume in our base case that hostilities continue in the current vein without the escalation that might cause an abrupt disruption to 
Russian energy supplies to Europe (either because of an European Union (EU) boycott or an embargo from Russia). With uninterrupted 
energy supplies but still high energy prices, Europe faces high inflation and slowing growth through 2022 and into 2023, a challenging 
combination that we expect to translate into only one or two European Central Bank (ECB) rate hikes in 2022. In the US, we expect 
continued momentum from the post-Omicron reopening to help sustain growth despite the Federal Reserve’s (Fed) aims to achieve a 
neutral policy rate as quickly as possible during 2022, in addition to shrinking its balance sheet. In contrast with major developed Western 
economies, China continues to be in a substantially different cyclical position, largely driven by continuing challenges resulting from the 
pandemic. We expect a reacceleration of Chinese growth in the second half of 2022, largely driven by policy support. Average market 
volatility is likely to remain higher than in 2021 as markets digest tighter monetary conditions.

Russian Energy Cut-off Scenario 
The world experiences an energy shock by a Russian embargo or European boycott of energy trade, resulting in significantly higher 
inflation, especially in Europe. We assume this results in stagflation in Europe and bites into real incomes throughout the globe, resulting 
in overall lower global growth.

Improved War Outlook Scenario
A surprise de-escalation of hostilities almost eliminates the risk of an embargo or boycott on Russian energy, in turn reducing the current 
geopolitical risk premium in energy prices and other key commodities. We expect this to yield overall higher growth and expand the leeway 
for central banks to tighten monetary policy globally.

Our base case anticipates higher 
inflation and slowing growth globally, 
but not recession.

Our Russian energy cutoff scenario 
anticipates higher inflation and lower 
growth globally, with a higher risk of 
recession.

Our improved war outlook scenario 
anticipates more growth and lower 
inflation globally but more policy 
tightening for most major developed 
economies.

Executive summary
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Summary of our scenarios and related asset allocation positioning

Russia energy cutoff Base case Russia-Ukraine de-escalation
Global energy shock results in significantly higher inflation, 

resulting in stagflation and recession in Europe and 
accompanied by lower real incomes and growth globally.

Underweight risk relative to benchmark. Yield curves to bear 
flatten in 1970s style. Underweight cyclical sectors except 

energy. Short duration stance, favoring inflation-linked bonds. 
Outperformance of more liquid/defensive parts of market.

Neutral risk stance relative to benchmark. Expect modest 
positive returns with narrow dispersion in performance between 
bonds, credit, and equities. Overweight equities relative to fixed 

income, tilted to defensives, quality and low volatility. 
Underweight risky credit.

Overweight risk relative to benchmark. Expect a reacceleration in 
growth, with higher bond yields, even tighter monetary policy, 

and rising global risk appetite. Overweight risk credit, sovereign 
bonds versus credit, value-oriented regions, and cyclical sectors. 

Underweight duration.

Portfolio 
Stance

Inflation peaks in mid-2022, cooling gradually into 2023. 
Developed markets (DM) central banks maintain current tightening 

expectations. Economies glide into trend real growth rates.

A surprise de-escalation of hostilities reduces current 
geopolitical risk premia in commodities, resulting in higher 

growth, lower inflation, and tighter monetary policy globally.
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Source: Invesco. The asset choices are designed to show our favored assets within a diversified selection of asset categories. Diversification does not guarantee a profit or eliminate the risk of loss.
Yield curve: The yield curve plots interest rates, at a set point in time, of bonds having equal credit quality but differing maturity dates to project future interest rate changes and economic activity.
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Where are we in the cycle?
Inflation headwinds and slowing growth indicate many developed markets are in late cycle

While pandemic-driven 
factors continue to 
complicate cycle analysis, 
we nevertheless see higher 
inflation and slowing growth, 
indicating a late-cycle 
environment.

The remainder of 2022 is 
likely to bring a slowdown in 
growth for major developed 
economies, but we expect 
growth to pick up to trend 
rates as economies digest 
current geopolitical tensions.

Major Western central banks 
such as the Fed are in the 
midst of a delicate balancing 
act, trying to tighten 
monetary policy enough to 
cool the economy and lower 
inflation but not tightening 
so much as to send their 
respective economies into 
recession. 

Sources: Macrobond, Organization for Economic Cooperation and Development (OECD) and US Bureau of Economic analysis. As of March 31, 2022.

US Gross domestic product (GDP) growth during business cycles
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• While there are a variety of upside and downside risks, we view energy prices and their impacts on inflation as the 
distinguishing variable across our scenarios. That, in turn, means the outlook for the back half of 2022 is largely 
dependent on what happens vis-à-vis the Russia-Ukraine crisis.

• In our base case scenario, we believe inflation will peak mid-year 2022 and slowly moderate in the US and other major 
developed countries as squeezed real incomes and monetary tightening reduce demand.

We see inflation peaking in mid-2022, accompanied by tighter monetary policy
Commodity prices and availability are key in determining effects on economies

Source: Invesco. For illustrative purposes only.

Higher probability

Base case

Inflation peaks in mid-2022, cooling 
gradually into 2023

Fed tightens toward neutral, ECB 
hikes marginally, and People's Bank 
of China (PBoC) may ease

Growth lower due to elevated com-
modity prices but returning to trend 
rates in 2023

Less inflation
more growth 

More inflation
less growth 

Russian energy cutoff
Stagflation in Europe, and 
worse inflation across most 
economies

US and China to print 
weaker growth

Less monetary tightening 
in afflicted DMs and EMs

Easing of tensions with 
Russia
Inflation impact less 
severe, along with higher 
growth

Greater growth helps 
enable monetary policy-
makers to tighten more 
aggressively
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End-of-cycle dashboard
Risks to the cycle are elevated

Source: US Bureau of Labor Statistics, 5/31/22 and Bloomberg, 5/31/22. BBB spreads are represented by the option-adjusted spread of the Bloomberg US Corporate Bond Index. The option-adjusted spread (OAS) is the measurement of the spread of a fixed-income security rate and the 
risk-free rate of return, which is then adjusted to account for an embedded option, such as calling back or redeeming the issue early. See appendix for index definitions. The yield curve plots interest rates, at a set point in time, of bonds having equal credit quality but differing maturity dates 
to project future interest rate changes and economic activity. Past performance does not guarantee future results. An investment cannot be made into an index.
Bloomberg US Corporate Bond Index - Measures the investment grade, fixed-rate, taxable corporate bond market. It includes USD denominated securities publicly issued by US and non-US industrial, utility and financial issuers.

Our end-of-cycle dashboard 
suggests that the risks to the 
cycle are elevated but that a 
recession is not imminent. 
Inflation is elevated and the 
US Treasury yield curve has 
flattened meaningfully. 
Credit spreads, however, 
which are often viewed as a 
so-called “canary in the coal 
mine” for the economy, 
remained well anchored.

The dashboard suggests that 
investors should likely 
maintain a more neutral risk 
profile relative to their 
benchmark than they would 
at early parts of the cycle.

US Consumer Price Index – 
Measures change in 
consumer prices as 
determined by the US Bureau 
of Labor Statistics.

Basis Points – One hundredth 
of a percentage point.

US Dollar Index – A measure 
of the value of the U.S. dollar 
relative to a basket of foreign 
currencies.

US Consumer Price Index

US corporate high yield bond spreads
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• Following large fiscal programs and very accommodative monetary 
policy, we see economies continuing to slow from their elevated 
post-pandemic growth rates and converging to trend in 2023 – but 
with key challenges.

• We see the US and eurozone (EZ) benefiting from a post-Omicron 
reopening in the second half of 2022, gliding into trend growth 
rates as we move through 2022.

• The eurozone is challenged by higher energy prices (and potentially 
curtailed supply) as well as the loss of export markets due to the 
war in Ukraine. These effects are likely to be at their most significant 
in the middle of 2022 as markets assess geopolitical risk premia.

• Chinese growth is in what we see as a temporary period of slower 
growth driven by COVID-19-related factors. However, we expect a 
policy-induced reacceleration throughout the rest of 2022 and a 
return to potential thereafter.

Sources: Bloomberg L.P. and Invesco, as of April 30, 2022. Dashed lines indicate expected growth path. There can be no assurance that stated figures for future dates will be realized.

GDP growth figures ahead 
Invesco’s assumptions for year-over-year GDP growth
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A slowdown seems inevitable: High commodity prices as a tax on consumers

The economy is likely to slow 
in the second half of the year 
as elevated commodity 
prices pressure US 
consumers. Real disposable 
income is deeply negative on 
a year-over-year basis as 
elevated inflation has more 
than offset any nominal wage 
gains that workers have 
experienced in recent 
months.

Source of left chart: Source: Deutsche Bank, Invesco ETFs, FactSet, 5/31/22. Source of right chart: Bureau of Economic Analysis, 5/31/22. DBIQ Optimum Yield Diversified Commodity Index is based on 14 commodities drawn from the energy, precious metals, industrial metals and 
agriculture sectors. The 14 sub index components of the index are Aluminum, Brent Crude, Copper, Corn, Gold, Heating Oil, Light Crude, Natural Gas, RBOB Gasoline, Silver, Soybean, Sugar, Wheat and Zinc. An investment cannot be made into an index.

Components of the DBIQ Optimum Yield Diversified Commodity Index 
Percentage change since first trading day of 2021

US real disposable income

-15

-10

-5

0

5

10

15

20

%

Ye
ar

 o
ve

r Y
ea

r P
er

ce
nt

 C
ha

ng
e

20
21

19
91

19
93

19
95

19
97

19
99

20
0

1

20
0

3

20
07

20
11

20
15

20
19

20
0

5

20
0

9

20
13

20
17

266%

195%

191%

146%

133%

116%

74%

52%

52%

Agriculture

Energy

0 50 100 150 200 250 300

Sugar

Soybeans

Wheat

Corn

Brent Crude Oil

WTI Crude Oil

ULSD (Heating Oil)

RBOB Gasoline

Natural Gas



9

A slowdown seems inevitable: Tighter financial conditions
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Tight financial conditions
restrict economic growth

Financial conditions and Institute for Supply Management (ISM) Manufacturing Purchasing Managers’ Index

Sources: Bloomberg L.P., Goldman Sachs, Macrobond, 5/31/22. Notes: The US Financial Conditions Index includes the federal funds rate, 10-year Treasury bond yield, BBB corporate bond spread, S&P 500 and US dollar. PMI = Purchasing Managers Index. Shaded areas denote National Bureau of 
Economic Research-defined US recessions. An investment cannot be made in an index. See appendix for index definitions. Past performance does not guarantee future results.

Financial conditions (higher rates, wider credit 
spreads, falling equity valuations, stronger 
dollar) are likely to further tighten as the Federal 
Reserve raises interest rates. 

Leading indicators of the economy, such as the 
ISM Manufacturing Purchasing Managers’ Index, 
tend to weaken as financial conditions tighten.

Currently the ISM PMI suggests that the 
economy is still likely to grow but likely at a 
much more modest clip.

ISM manufacturing index – Also known as the 
purchasing managers’ index (PMI), is a monthly 
indicator of U.S. economic activity based on a 
survey of purchasing managers at more than 
300 manufacturing firms. It is considered to be 
a key indicator of the state of the U.S. economy.
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Inflation expectations are up but concentrated in the near term
Longer-term inflation expectations remain reasonably anchored

• Heightened inflation 
expectations hasten 
monetary policy 
tightening cycles, which 
in turn hasten the end of 
business cycles.

• Currently, inflation is well 
above the US Federal 
Reserve’s (Fed’s) “comfort 
zone,” and 1-year inflation 
expectations for the US, 
UK, and the eurozone, 
both market-based and 
consumer survey-based, 
are high. However, longer-
term inflation expectations 
appear relatively well-
anchored. 

• A historical perspective 
is also encouraging when 
we look at the US. Inflation 
expectations ahead of the 
1980 and 1991 recessions 
were elevated for the 
1-year ahead and 5-10 year 
ahead periods. That is not 
the case now, as longer-
term inflation expectations 
are not nearly as high. This 
anchoring may provide 
the Fed with the cover 
to not tighten policy 
so significantly that a 
recession ensues. 

Sources: Bloomberg L.P., Macrobond, University of Michigan and Invesco, as of April 29, 2022.

Market-based expectations are elevated in US and Europe – but 
focused in shorter term
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Inflation may be peaking, but is it enough?

There are some early 
indications that the peak in 
inflation may be near, albeit 
from a very elevated level.

• Money supply growth is 
slowing meaningfully.

• Producer price inflation 
may be beginning to roll 
over.

• Wages may have recently 
peaked.

Nonetheless, commodities 
and service costs are likely to 
remain elevated, providing 
pressure on the US Federal 
Reserve to tighten policy 
meaningfully.

US Consumer Price Index – 
Measures change in 
consumer prices as 
determined by the US 
Bureau of Labor Statistics.

Source: US Federal Reserve, US Bureau of Labor Statistics, 4/30/22. M2 is a measure of the US money stock that includes M1 (currency and coins held by the non-bank public, checkable deposits, and travelers’ checks) plus savings deposits (including money market deposit 
accounts), small time deposits under $100,000, and shares in retail money market mutual funds. Producer prices (output) are a measure of the change in the price of goods as they leave their place of production (prices received by domestic producers for their outputs either 
on the domestic or foreign market).

M2 money supply and Consumer Price Index

-5

0

5

10

15

20

25

30

Ye
ar

 o
ve

r Y
ea

r P
er

ce
nt

 C
ha

ng
e

% M2 Money Supply (Advanced 27 Months)
Consumer Price Index

20
24

19
70

19
76

19
82

19
88

19
94

20
0

0

20
0

6

20
12

20
18

-2

0

2

4

6

8

10

12

Ye
ar

 o
ve

r Y
ea

r P
er

ce
nt

 C
ha

ng
e

20
17

20
18

20
19

20
20

20
21

%

0

2

4

6

8

10

3-
M

on
th

 A
nn

ua
liz

ed
, 6

-M
on

th
 A

ve
ra

ge

20
0

6
20

07
20

0
8

20
0

9
20

10
20

11
20

12
20

13
20

14
20

15
20

16
20

17
20

18
20

19
20

20
20

21

%

Average hourly earningsProducer Price Index final demand



12

• In stark contrast with the end of 2021, expectations for monetary 
policy have evolved to indicate a rapid pace of tightening across 
the Federal Reserve, Bank of England, and even some expectation 
of ECB tightening.

• The degree of tightening possible is dictated in large part by the 
health of the underlying economy. Despite various global growth 
headwinds, policymakers are nevertheless focused on addressing 
inflation (though the BoE recently signaled concern about the UK 
economy).

• For the Fed, we see a tightening cycle in line with market pricing, 
with the policy rate ranging between 2.50-3.00 by Q1 2023, 
resulting in a neutral to slightly restrictive policy stance. As a result, 
we expect the entire yield curve to flatten by year-end. 

• We have already seen a tightening of financial conditions (and a 
loss of spending power) in some major developed economies that 
should help to cool demand.

Sources: Bloomberg L.P. and Invesco, as of May 3, 2022. Expectations are based on the implied forward rate expressed in the appropriate overnight index swaps (OIS) curves.
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China likely to reaccelerate in second half of 2022
Slowdown is likely to moderate as COVID-19 fades and policy support takes effect

• A surge of COVID-19 cases 
in China has brought with 
it renewed challenges for 
growth.

• While we see growth 
challenged in the first half of 
2022, we expect a rebound 
in the second half of the year 
driven by a combination of 
fiscal and monetary policy 
measures in contrast with 
many Western developed 
markets.

• As of early May, around 18% 
of China’s GDP is impacted by 
COVID-19 restrictions – based 
on adding up the share of 
cities with high and medium 
risk designations coupled 
with cities that have entered 
into some partial or full 
lockdown (or what China calls 
“static management”).

Sources: Left: China National Health Commission, Lilac Family Garden Clinics and Invesco. Right: Estimates by Invesco from Xinhua News Agency. As of May 3, 2022. Lockdown data: Wind, CITI Investment Research. 
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Some emerging markets are already battling inflation — and some complacent 
Diverging inflation and monetary policy in emerging markets

• Higher inflation led to 
aggressive policy rate 
hikes last year in some EMs 
(including Russia, Brazil 
and Mexico) where inflation 
expectations are not anchored. 
The Russia-Ukraine war is likely 
to force further rate hikes in 
those EMs, which should result 
in a considerable slowdown in 
economic growth.

• On the other hand, major EMs 
in Asia, where inflation has not 
been elevated, should continue 
to limit rate hikes this year, 
thus being able to maintain 
decent economic growth.
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Elevated commodity prices and diverging monetary policy paint mixed picture
Dollar strength likely to continue, except against commodity EM currencies

• The US dollar has 
strengthened towards the 
peaks of recent decades (in 
real effective terms). There 
may be a risk-premium effect 
due to the war in Ukraine, 
but the appreciation was 
also likely in anticipation of 
a tighter Fed (Bond spreads 
have now moved in favor of 
the dollar).

• EM currencies (as a group) 
have historically been closely 
correlated with commodity 
prices (more so than to Fed 
policy), and we would expect 
that to continue.

• However, commodity 
exporters and commodity 
consumers are likely to see 
diverging performance, which 
we expect to continue to be 
reflected in their currency 
performance.

Left: Sources: Refinitiv Datastream and Invesco, as of May 3, 2022. Monthly data from January 1978 to April 2022. Bond yield spread is US 10-year yield minus average 10-year yield of Germany, Japan and UK. 
Right: Monthly data from January 1976 to April 2022. Real trade-weighted EM FX index is a trade-weighted average of national currencies versus US dollar (trade weights are based on total trade flows for each country). There are 18 currencies in 
the EM basket – those of China, Brazil, South Korea, Mexico, Singapore, India, Russia, Poland, Thailand, Turkey, Czech Republic, Malaysia, Indonesia, Hungary, Philippines, South Africa, Chile and Nigeria. Real adjustments use national CPI indices 
versus that of the US. Real commodity price index is based on the S&P GSCI Commodity Spot Price Index, adjusted by the US CPI index. All indices rebased to 100 as of January 1976. As of April 29, 2022. 
Sources: IMF, OECD, Oxford Economics, S&P GSCI, Refinitiv Datastream, Invesco. Past performance is no guarantee of future returns. An investment cannot be made into an index.
S&P GSCI Commodity Spot Price Index - Serves as a benchmark for investment in the commodity markets and as a measure of commodity performance over time. It is a tradable index that is readily available to market participants of the 
Chicago Mercantile Exchange.

Dollar versus yield spread EM currencies, commodities, and the Fed
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Risk scenario: A complete cutoff of Russian energy
Greater tensions may spell stagflation in Europe and higher inflation globally

• Among our concerns for 
the outlook is the future of 
Russian energy supply to 
Europe. Indeed, the EU and 
other countries have already 
sanctioned Russian coal.

• Europe is heavily dependent on 
Russian energy, especially gas. 
Russia was the source of 22.5% 
of Europe’s primary energy in 
2020 and 34.2% of its natural 
gas.

• Despite the importance of 
Russian energy, a cut-off of 
these supplies may be possible 
if tensions were to ramp up 
significantly. Already, the EU 
has announced plans to end 
purchases of oil by the end of 
2022.

• A sudden complete loss of 
Russian energy in the European 
market would likely result in 
stagflation in Europe, as well 
as higher commodity prices 
globally. In this environment, 
we would expect weaker global 
growth and higher inflation.
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Risk scenario: A surprise easing of Russia-Ukraine tensions
If the world registers a peak in tensions, prices and growth are likely to improve

• A significant easing of 
tensions would likely result 
in a rebound in global GDP 
as geopolitical risk premia on 
key commodities fades more 
quickly.

• Regardless, the impacts of 
lost harvests, destruction of 
infrastructure, sanctions, and 
change of energy strategy 
are likely to have lasting 
implications that will not fade, 
so we would not expect growth 
forecasts to immediately 
return to pre-invasion levels. 
We would also expect a 
continuation of some (but less) 
inflationary pressures.

• Therefore, we believe an 
easing of tensions is likely 
to result in more aggressive 
monetary policy tightening for 
most major developed central 
banks.A
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Invesco Investment Solutions: Tactical Asset Allocation
Macro framework

The economy is likely to slow as 
the Fed tightens policy and as 
the consumer grapples with 
higher food prices and the 
higher cost of rent. In the 
slowdown phase of the cycle, 
we still favor equities but 
recognize that volatility persists 
amid policy uncertainty, returns 
become more modest, and the 
range of outcomes within equity 
indices becomes more extreme. 
Higher quality businesses with 
pricing power and greater 
visibility of earnings will likely 
outperform as financial 
conditions tighten.

For illustrative purposes only. We define policy easing as the US Federal Reserve lowering interest rates and/or expanding their balance sheet. Still easy suggests that the US Federal Reserve is maintaining the lower interest rate policy and/or continuing their bond-buying program. 
Tightening suggests that the US Federal Reserve is tapering asset purchases and/or beginning to raise interest rates. Tight policy suggests that the US Federal Reserve is raising rates in an effort to ease inflation concerns.

Note: Economies can move backwards and forwards in this framework.

Economic Regime

Recovery
Growth ▼below trend & 
▲accelerating

Government Bonds
• Intermediate Duration
• Nominal Bonds

Equity
• Cyclicals, Value, Small
• Emerging Markets

Risk Credit
• High Yield, Bank Loans
• EM Local Debt

Still Easy

~ 15% of the 
business cycle

~ 15% of the 
business cycle

~ 35% of the 
business cycle

~ 35% of the 
business cycle

Tightening Tight Easing

High Quality Credit
• Investment Grade (IG) Corporate

Government Bonds
• Short Duration
• Inflation-Linked Bonds

Risk Credit
• High Yield, Bank Loans
• EM Hard Currency

Equity
• Cyclicals

High Quality Credit
• IG Corporate

Risk Credit
• High Yield, Bank Loans
• EM Hard Currency

Government Bonds
• Long Duration
• Nominal Bonds

Equity
• Quality, Defensive, Low 
 Volatility

High Quality Credit
• IG Corporate

Equity
• Quality, Defensive
• Low Volatility

High Quality Credit
• IG Corporate

Government Bonds
• Long Duration
• Nominal Bonds

Risk Credit
• High Yield, Bank Loans
• EM Hard Currency

Expansion
Growth ▲above trend & 
▲accelerating

Slowdown
Growth ▲above trend & 
▼decelerating

Contraction
Growth ▼below trend & 
▼decelerating

Monetary Policy 
Direction

Market Leadership
(Ranked by 
expected 
outperformance)
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Fixed Income Equities

US DM ex-US

DM EM

Defensives Cyclicals

Growth Value

Large cap Small cap

Government Credit

Quality credit Risky credit

Short duration Long duration

US Treasuries DM ex-US govt

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

Relative Tactical Asset Allocation Positioning: Base Case

Source: Invesco Investment Solutions, April 2022. Note: For illustrative purposes only. Asset allocation 
does not guarantee a profit or eliminate the risk of loss.  

Relative tactical asset allocation positioning
Neutral risk stance, with modest overweight to defensive equities

Neutral risk stance, with modest overweight to equities, titled 
toward US and defensive sectors. Neutral duration risk and 
underweight credit, expecting rates to peak. Expect higher 
volatility and narrow dispersion in returns across asset classes.

Equities: Favor US equities with a bias towards quality and 
larger capitalization. Peaking rates and slower growth to favor a 
more defensive posture in factor/style exposures.

Fixed Income: Neutral duration risk and underweight credit 
risk. As the cycle matures, expect credit spreads to widen, 
especially in lower-quality segments. 

FX: Overweight the USD vs majors (EUR, GBP, JPY). 

O/W = Overweight; U/W = Underweight
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Neutral
Underweight Overweight

Investment grade

High yield

Emerging market

Municipals

Bank loans

Neutral
Underweight Overweight

Industrials

Materials

Energy

Consumer discretionary

Information technology

Communication services

Health care

Consumer staples

Financials

Real estate

Utilities

Investing in Fixed Income*

• The macro backdrop of tightening financial conditions in sequentially slowing 
growth is negative for credit asset classes, but valuations have dramatically 
improved in the recent quarter.

• We are neutral on investment grade and high yield credit. However, we favor 
getting yield by increasing duration rather than taking more credit risk. 
Emerging market credit bonds also scored highly from a valuation perspective 
and are attractive, in our view.

• Bank Loans are supported by strong credit fundamentals, but now that much 
of the Federal Reserve’s near-term rate hikes are priced in, floating rate assets 
are less attractive.

Investing in Equities**

• Across scenarios, our sector allocations are a by-product of our factor/style 
allocations.

• In our base case scenario, we expect slowing growth and peaking inflation 
to support moderate outperformance of defensive sectors with quality 
characteristics (IT, communication services, health care, real estate, and 
consumer staples). 

• Favor quality and large caps, given slowing growth expectations and peaking 
long-term bond yields.

• Favor US equities over developed markets ex-US, as the global slowdown 
favors regions with lower cyclical exposure and lower operating leverage.

Absolute Tactical Asset Allocation Positioning: Base Case

* Source: Invesco Fixed Income as of April 2022.
** Source: Invesco Investment Solutions as of April 2022.

Relative tactical asset allocation positioning



21

Neutral
Underweight Overweight

Precious metals

Industrial metals

Energy

Agriculture

Neutral
Underweight Overweight

Private equity

Large buyout

Growth / venture

Private credit

Direct lending

Distressed

Real estate

Core

Value add / opportunistic

Infrastructure

Core / core+

Hedge funds

Absolute Tactical Asset Allocation Positioning: Base Case

1 A measure of risk representing how a security is expected to respond to general market movements. 
* Source: Invesco Systemic & Factor Investing, ETF and Indexing teams as of April 2022.
**  Source: Invesco Investment Solutions. Alternatives tactical asset valuations represent our view of which asset classes are likely 

poised to outperform over an approximate 3- to 5-year timeframe as of April 2022.
Note: For illustrative purposes only. Asset allocation does not guarantee a profit or eliminate the risk of loss.

2022 Investment outlook: Tactical asset allocation

Investing in Commodities*

• Energy and grain supplies remain tight due to Russian/Ukraine conflict, while 
significant embedded premium increases downside vulnerability.

• Weather is a critical swing factor in agriculture, especially as we enter the US 
growing season.

• The Federal Reserve is embarking on an aggressive and delayed response to 
inflation. A meaningful slowdown in economic growth may see a transition in 
leadership from energy to precious metals. 

• Industrial metals face the dual headwinds of the ongoing slowdown in China 
and Federal Reserve tightening.

Investing in Alternatives**

• Within the private equity space, buyout and venture strategies may face headwinds 
driven by relatively high valuations and an increasing supply of dry powder 
competing for deals.

• Direct lending strategies should continue to benefit from strong credit 
fundamentals and have the potential to benefit from increasing interest rates given 
their floating rate structure.

• Real assets respond favorably to inflation, both as a result of increasing revenue as 
well as physical asset appreciation. The potential for a continued rebound in global 
trade, passenger travel and office occupancy, coupled with relatively attractive 
valuations and inflation protection, results in a favorable outlook. We have 
upgraded infrastructure as it has a slightly lower beta1 to GDP growth.

• We establish a neutral stance on hedge funds as active management may prove 
valuable in a difficult investing environment of slowing growth and rising rates.
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Important information 
The opinions expressed are those of the author, are based on current market conditions 
and are subject to change without notice. These opinions may differ from those of 
other Invesco investment professionals. 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. 

All data as of April 30, 2022, unless otherwise stated. All data is USD, unless otherwise 
stated.

The document contains general information only and does not take into account 
individual objectives, taxation position or financial needs. Nor does this constitute a 
recommendation of the suitability of any investment strategy for a particular investor. 
Investors should consult a financial professional before making any investment decisions. 
Past performance is not indicative of 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.

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. 

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. 

For US Audiences:
All data provided by Invesco unless otherwise noted. Invesco Distributors, Inc.
©2022 Invesco Ltd. All rights reserved.

For Canadian Audiences:
Commissions, trailing commissions, management fees and expenses may all be 
associated with mutual fund investments. Mutual funds are not guaranteed, their values 
change frequently and past performance may not be repeated. Please read the simplified 
prospectus before investing. Copies are available from Invesco Canada Ltd. 
Most references are US centric and may not apply to Canada.
Publication date: June 24, 2022
Invesco® and all associated trademarks are trademarks of Invesco Holding Company 
Limited, used under license.
©2022 Invesco Canada Ltd
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