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How did we get here?

1. Inflation broadened

2. The Russian invasion of Ukraine and related food and energy supply disruptions exacerbated white-hot inflation

3. The Federal Reserve (Fed) got behind the curve with its interest rate hikes

4. Financial conditions tightened and restricted activity

5. Real economic growth stagnated
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A stylized framework for risk appetite and portfolio positioning
US markets have done a roundtrip from risk-off (2020) to risk-on (2021) and back
again (2022).

Asset class preferences at each stage of the market cycle
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Is the Fed inducing a contraction?

US policymakers are intentionally causing pain to restrain an overheating economy.
Financial conditions have tightened sharply.

US financial conditions (dark blue, reversed) and manufacturing activity (light blue) since 1996 &=
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Sources: Bloomberg L.P., Goldman Sachs, Macrobond, Invesco, 8/1/22. Notes: The US Financial Conditions Index includes the federal funds rate, 10-year Treasury bond yield, BBB
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denote NBER-defined US recessions. An investment cannot be made in an index. See page 15 forindex definitions. Past performance does not guarantee future results.
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Where are we in the market cycle?

Economic gravity and the natural laws have taken hold. We're seeing signs of a
rotation from stocks and cyclicals to bonds and defensives.

US manufacturing activity (dark blue), stocks relative to bonds (light g= Performance of US stocks relative to bonds (dark blue) and

blue), and cyclicalsrelative to defensives (purple) since 1981
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Are bond yields too high?

The copper-to-gold ratio, another barometer of investor risk appetite, suggests the
bond selloff may be overdone in the near term.

Copper-to-gold ratio (dark blue) and 10-year Treasury bond yield (light blue) since 2006 #=
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Are large-cap growth stocks oversold?
Growth stocks have borne the brunt of the adjustment to higher bond yields.
Symmetrically, they could be amongst the first to stabilize.

10-year Treasury yield (dark blue) and performance of value relative to growth (light blue) since 2018
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Polar opposites — What about financial and tech stocks?
Running for cover in the deep-value financial sector seems counterintuitive amidst
sharply tighter financial conditions.

Performance of US financials relative to tech (dark blue) and value relative to growth (light blue) since 2010 €&
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Polar opposites — What about energy and consumer discretionary stocks?
Energy stocks have benefited from war, related oil price shocks, and broader
inflationary pressures. But don’t overstay your welcome in the sector.

Relationship between consumer price inflation and relative sector Consumer priceinflation (dark blue) and performance of energy =
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Are inflationary pressures getting better or worse?
Pandemic-related supply chain disruptions seem to be easing, which suggests
inflation may peak by H2 2022. Is it time for consumer discretionary stocks to shine?

Supply chain disruptions (dark blue, pushed forward) and consumer price inflation (light blue) since 2017 &=
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Sources: Bloomberg, L.P., Bureau of Labor Statistics, FRED, Invesco, 8/3/22. Notes: Our Supply Chain Disruption Index (SDI) includes the Institute for Supply Management (ISM)
manufacturing and services supplier deliveries, backlog of orders, and inventories (inverted); the Baltic Exchange Baltic Dry Index (BDI) which is a composite of the dry bulk time-charter
averages; inSpectrum Tech Inc DRAM spot prices (DDR4 4Gb 512Mx8 2133/2400 MHz); and the Drewry Hong Kong-Los Angeles Container Rate per 40-foot box. An investment cannot be
made in an index. Past performance does not guarantee future results.
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Is there a way out?

1. Moderating economic activity — check

2. Lower oil prices — check (at least they’re down from peak)

3. Easing supply chain disruptions —signs of hope

4. Peaking inflation —maybe (both core CPI and PCE inflation have eased yly)

5. Maximum Fed hawkishness — ?
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A list of classic tactical indicators
— 2 out of 8 signals have been triggered, but there’s still more work to do.

1. American Association of Individual Investors (AAIll) Sentiment Survey — Extremely negative
(-43% YTD minimum on 4/28/22 < -30% signal)

2. Chicago Board Options Exchange (CBOE) Volatility Index (VIX) — Elevated but not extreme
(36% YTD maximum on 3/7/22 < 40% signal)

3.  CBOE Equity Put/Call Ratio — Rising but not extreme
(0.89 YTD maximum on 6/10/22 < 1.0 signal)

4. Percentage of NYSE stocks above their 200-day moving average — Falling but not extreme
(15% YTD minimum on 6/20/22 > 0% signal)

5.  S&P 500 Index’s deviation from its 200-day moving average — Low but not extreme
(-17% YTD minimum on 6/16/22 > -20% signal)

6. US Economic Policy Uncertainty Index — High enough
(508 YTD maximum on 1/16/22 > 500 signal)

7. Bloomberg US Corporate High Yield Average OAS — Widening but not extreme
(5.8% YTD maximum on 7/5/22 < 7% signal)

8. NYSE Composite Advance/Decline Ratio — Perking up but unimpressive
(9 YTD maximum on 5/13/22 < 10 signal)

Sources: Bloomberg, L.P., FRED, Invesco, 8/3/22. Notes: OAS = Option adjusted spread. See page 15 forindex definitions. An investment cannot be made in an index. Past performance
does not guarantee future results.
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Definitions

The Goldman Sachs US Financial Conditions Index includes the federal funds rate, 10-
year Treasury bond yield, BBB corporate bond spread, S&P 500 and US dollar.

The Institute for Supply Management (ISM) Manufacturing Purchasing Managers Index
(PMI) is a diffusion index that measures US manufacturing output.

The MSCI Emerging Market Index measures the equity market performance of emerging
markets.

The MSCI All-Country World Index (ACWI) measures the equity market performance of
developed and emerging markets.

The MSCI ACWI ex USA Index measures the equity market performance of developed
and emerging markets, except the US.

The MSCI Europe Index measures the equity market performance of Europe.

The Russell 1000 Growth Index measures the performance of the large-cap growth
segment of the US equity universe.

The S&P 500 Index measures the performance of 500 of the largest companies in the US.

The Russell 2000 Index measures the performance of the small-cap segment of the US
equity universe.

The Russell 1000 Value Index measures the performance of the large-cap value segment
of the US equity universe.

US cyclical sectors include the S&P 500 consumer discretionary, energy, financials,
industrials, information technology, and materials indices.

US defensive sectors include the S&P 500 consumer staples, health care,
telecommunication services, and utilities indices.

The AAIl Bull-Bear Spread is the net percentage of positive (bull) minus negative (bear)
survey respondents, where a difference of roughly -30% signals extremely negative
investor sentiment.

The VIX or so-called “investor fear gauge” is a weighted, constant, 30-day measure of the
expected volatility of the S&P 500, calculated from out-of-the-money SPX options.
4> Invesco

The CBOE Equity Put/Call Ratio is a measure of seller (put) relative to buyer (call)
positioning derived from the options market, where a ratio greater than 1 signals extremely
negative investor sentiment.

The % of NYSE stocks above their respective 200-day moving averages, when it is
extremely low, signals weak internal breadth and can reflect an approaching seller climax.

The S&P 500’s deviation from its 200-day moving average — calculated as the S&P 500
minus its 200-day moving average as a percentage of its 200-day moving average — when
it is extremely low, measures technical damage at the index level.

The daily US News-Based Economic Policy Uncertainty Index utilizes newspaper archives
from Access World News’ NewsBank service. When extreme uncertainty eases, it helps
stocks further along in their bottoming process.

The Bloomberg US Corporate High Yield Average OAS measures the spread of US dollar-
denominated, below investment-grade, fixed-rate corporate bonds above their Treasury
counterparts. When the spread is wide, investors demand high compensation for taking
risk.

The NYSE Composite Advance/Decline Ratio is a breadth indicator that compares the
number of advancing stocks to the number of declining stocks within the index.
Divergences between the A/D ratio and the index may warn of a coming reversal.

Important Information

Indices 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.

In general, stock values fluctuate, sometimes widely, in response to activities specific to
the company as well as general market, economic and political conditions.

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.
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Disclosures

The opinions referenced above are those of the speaker as of August 3, 2022. 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.

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.

For US Audiences:
All data provided by Invesco unless otherwise noted. Invesco Distributors, Inc.

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 your advisor or from Invesco
Canada Ltd.

Most references are US centric and may not apply to Canada.
Publication Date: August 3, 2022

Invesco® and all associated trademarks are trademarks of Invesco Holding Company
Limited, used under license.

©2022 Invesco Canada Ltd

August 3, 2022 NA2237237 EQSTRATSE-PPT-1
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