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Key Insights
	— Recession fears are fading, but inflation concerns have resurfaced as consumer 
price index expectations have steadily risen since the beginning of the year.

	— To hedge against inflation risk, T. Rowe Price’s Asset Allocation Committee 
is overweight stocks, with an overweight allocation to real assets equities.

R isks have shifted. Recession fears are fading, and
economists now expect a healthy 2.1% growth in U.S. 

gross domestic product in 2024. However, inflation concerns have 
resurfaced. Expectations for the U.S. consumer price index (CPI) 
have steadily risen from 2.2%—a level that would have been in line 
with the Federal Reserve’s target—to 2.8% as of March 22, 2024.

CPI, a widely used measure of inflation, surged to a peak in 
June 2022 due to elevated goods prices, specifically in the food, 
energy, and core goods categories of the CPI basket. As supply 
chains normalized, inflation fell as prices in these categories 
declined. Meanwhile, services inflation has barely budged and 
now accounts for the vast majority of inflation (Figure 1). 

Inflation has fallen since the 2022 peak but looks sticky
(Fig. 1) Components of the consumer price index
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January 2019 to February 2024.
Sources: Federal Reserve Board, Federal Reserve Bank of Philadelphia, University of Michigan/Haver Analytics.
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This is concerning to investors. In order to meet the Federal 
Reserve’s 2% target, not only will the stubborn services inflation 
have to moderate, but goods inflation will also have to remain 
dormant. This is a very optimistic assumption.

Given the shift from recession risk to inflation risk, we believe 
that investors should reconsider their asset allocation. A review 
of asset returns during various inflationary environments provides 
some useful insights (Figure 2).

As illustrated, bonds historically have been an excellent hedge in 
recessionary periods, but they have not been an effective hedge 
against elevated inflation. Meanwhile, stocks have outperformed 

bonds when inflation was at low, moderate, and even slightly 
elevated levels. But their returns dipped sharply during recessions 
and also weakened when inflation moved to very high levels. 

Notably, stocks in the energy sector historically have performed 
quite well in periods where inflation is at very high levels. These 
results imply that a tilt toward stocks, with an emphasis on the 
energy sector, could be a way to hedge inflation risk. 

The Asset Allocation Committee recently moved to an overweight 
position in stocks. We also hold an overweight position in real 
assets equities, which have a large allocation to energy and other 
commodity-oriented equities. 

Energy stocks have performed well in high-inflation environments
(Fig. 2) Average one-year asset class returns by monthly CPI ranges
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December 1989 to February 2024.
Past performance is not a reliable indicator of future performance.
Sources: T. Rowe Price analysis using data from FactSet Research Systems Inc. All rights reserved. S&P and Bloomberg indexes. See Additional Disclosures. 
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T. Rowe Price identifies and actively invests in opportunities to help people thrive in an 
evolving world, bringing our dynamic perspective and meaningful partnership to clients 
so they can feel more confident.

Additional Disclosures
CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.
The S&P indexes are a product of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates (“SPDJI”) and have been licensed for use by 
T. Rowe Price. Standard & Poor’s® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P”); 
Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); T. Rowe Price’s Products are not sponsored, endorsed, 
sold or promoted by SPDJI, Dow Jones, S&P, their respective affiliates, and none of such parties make any representation regarding the advisability of 
investing in such product(s) nor do they have any liability for any errors, omissions, or interruptions of the S&P indexes.
Bloomberg® and Bloomberg US Aggregate Bond Index are service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index 
Services Limited (“BISL”), the administrator of the index (collectively, “Bloomberg”) and have been licensed for use for certain purposes by 
T. Rowe Price. Bloomberg is not affiliated with T. Rowe Price, and Bloomberg does not approve, endorse, review, or recommend T. Rowe Price. 
Bloomberg does not guarantee the timeliness, accurateness, or completeness of any data or information relating to T. Rowe Price.

Important Information
This material is provided for informational purposes only and is not intended to be investment advice or a recommendation to take any particular 
investment action.
The views contained herein are those of the authors as of April 2024 and are subject to change without notice; these views may differ from those of 
other T. Rowe Price associates.
This information is not intended to reflect a current or past recommendation concerning investments, investment strategies, or account types, advice 
of any kind, or a solicitation of an offer to buy or sell any securities or investment services. The opinions and commentary provided do not take into 
account the investment objectives or financial situation of any particular investor or class of investor. Please consider your own circumstances before 
making an investment decision.
Information contained herein is based upon sources we consider to be reliable; we do not, however, guarantee its accuracy. Actual outcomes may 
differ materially from any estimates or forward-looking statements provided.
Past performance is not a reliable indicator of future performance. All investments are subject to market risk, including the possible loss of principal. 
Because of the cyclical nature of natural resource companies, their stock prices and rates of earnings growth may follow an irregular path. 
Factors such as natural disasters, declining currencies, market illiquidity, or political instability in commodity-rich nations could also have a 
negative impact on a company and cause a drop in share prices. All charts and tables are shown for illustrative purposes only.
T. Rowe Price Investment Services, Inc., distributor.  T. Rowe Price Associates, Inc., investment adviser.
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