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T. ROWE PRICE INSIGHTS
ON GLOBAL FIXED INCOME

Will Central Banks 
Keep Fueling the Rally? 
Two (and a half) possible scenarios.

FOR INVESTMENT PROFESSIONALS ONLY. NOT FOR FURTHER DISTRIBUTION.

Central banks have become 
notably more dovish during 
the first few months of this year, 

prompting a risk rally. Were they right 
to soften their policies? I believe so. A 
major reason for last year’s volatility, 
including the sell‑off in the fourth 
quarter, was concern over excessive 
monetary tightening. Simultaneous 
tightening from the Federal Reserve 
and the People’s Bank of China during 
a period of sluggish global growth 
and heightened economic uncertainty 
prompted widespread jitters and led 
to heavy waves of selling in November 
and December.

The banks were slow to react to this. 
This is perhaps understandable given 
that the role of central banks is to set 
policy for the long term and it does not 
inspire confidence if they are too reactive. 
On the other hand, if the leading central 
banks had softened their policies slightly 
earlier, they probably would not have 
had to soften policy so much. Given 
what transpired, though, it is difficult to 
see them becoming more hawkish again 
anytime soon.

What happens now? I see two main 
possible scenarios and a third “outlier” 
scenario. The first scenario is that 
the combined stimulus efforts from 
the U.S., China, and the eurozone 
cause global growth to rebound. This 

extends the current risk rally, leading 
to higher neutral interest rates and a 
bear‑steepening of yield curves (when 
long‑term rates increase at a faster rate 
than short‑term rates). Later this year, 
as U.S. fiscal stimulus begins to wear 
off, the dollar weakens, and commodity 
prices rise. This could prolong the risk 
rally by another six to 12 months. 

The second scenario is that the stimulus 
being pumped into the global economy 
is sufficient to prevent a recession this 
year, but insufficient to rekindle animal 
spirits. Curves remain flat, and the 
economic cycle is not extended. The 
probability of a recession in 2020 rises 
significantly and, as U.S. fiscal stimulus 
wanes, the market begins to price in Fed 
rate cuts, resulting in a bull‑steepening 
yield curve (when short‑term rates fall 
faster than long‑term rates). In this 
scenario, commodity‑linked assets 
would fall and the U.S. dollar would 
probably strengthen.

The first scenario is 
that the combined 
stimulus efforts 
from the U.S., China, 
and the eurozone 
cause global growth 
to rebound.
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The outlier scenario is that the Fed 
engineers a stealth easing, getting bill 
rates to decline well below the overnight 
indexed swap rate—without actually 
cutting rates. This would support growth, 
weaken the dollar and help to refresh 
the economic cycle. But I doubt the Fed 
would be this creative.

The first scenario remains the most likely, 
in my view. The combination of stronger 
Chinese credit growth in January, 
declines in market‑implied volatility, and 
higher commodity prices (e.g., copper) 
suggest that the risk rally will continue 

for at least a few more months and that 
conditions remain supportive for credit 
markets. Around Christmas, we took 
off most of the credit hedges in our 
Global Multi‑Sector Bond and Diversified 
Income Bond portfolios and adopted a 
more aggressive stance on risk in the 
U.S., Europe, and emerging markets. 
This remains our stance today. So far, 
the evidence suggests that our outlook 
for the year is playing out and that risk 
assets will continue to perform. But we 
are ready to adjust our portfolio quickly if 
the data begin to suggest otherwise.

...the evidence 
suggests that our 
outlook for the year 
is playing out and 
that risk assets will 
continue to perform.

Key Risks—The following risks are materially relevant to the strategy highlighted in this material:

Transactions in securities of foreign currencies may be subject to fluctuations of exchange rates which may affect the 
value of an investment. Debt securities could suffer an adverse change in financial condition due to ratings downgrade or 
default which may affect the value of an investment. Investments in High Yield involve a higher element of risk.
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Important Information
This material is being furnished for general informational purposes only. The material does not constitute or undertake to give advice of any nature, including fiduciary 
investment advice, and prospective investors are recommended to seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group 
of companies including T. Rowe Price Associates, Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and services. Past performance is not a 
reliable indicator of future performance. The value of an investment and any income from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any jurisdiction or to 
conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ accuracy 
or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject to change without 
notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the material, in whole or in part, be 
copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is provided upon 
specific request. It is not intended for distribution to retail investors in any jurisdiction.

Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, Suite 50B, 
Sydney, NSW 2000, Australia. For Wholesale Clients only.

Brunei—This material can only be delivered to certain specific institutional investors for informational purpose upon request only. The strategy and/or any products associated 
with the strategy has not been authorised for distribution in Brunei. No distribution of this material to any member of the public in Brunei is permitted.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited Investors as 
defined under National Instrument 45-106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment management services.

China—This material is provided to specific qualified domestic institutional investor or sovereign wealth fund on a one-on-one basis. No invitation to offer, or offer for, or sale 
of, the shares will be made in the People’s Republic of China (“PRC”) (which, for such purpose, does not include the Hong Kong or Macau Special Administrative Regions or 
Taiwan) or by any means that would be deemed public under the laws of the PRC. The information relating to the strategy contained in this material has not been submitted 
to or approved by the China Securities Regulatory Commission or any other relevant governmental authority in the PRC. The strategy and/or any product associated with the 
strategy may only be offered or sold to investors in the PRC that are expressly authorized under the laws and regulations of the PRC to buy and sell securities denominated 
in a currency other than the Renminbi (or RMB), which is the official currency of the PRC. Potential investors who are resident in the PRC are responsible for obtaining the 
required approvals from all relevant government authorities in the PRC, including, but not limited to, the State Administration of Foreign Exchange, before purchasing the 
shares. This document further does not constitute any securities or investment advice to citizens of the PRC, or nationals with permanent residence in the PRC, or to any 
corporation, partnership, or other entity incorporated or established in the PRC.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This material is communicated on behalf of T. Rowe Price International Ltd. by its 
representative office which is regulated by the Dubai Financial Services Authority. For Professional Clients only.

EEA ex-UK—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri L-1724 
Luxembourg which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.

Hong Kong—Issued in Hong Kong by T. Rowe Price Hong Kong Limited, 21/F, Jardine House, 1 Connaught Place, Central, Hong Kong. T. Rowe Price Hong Kong Limited is 
licensed and regulated by the Securities & Futures Commission. For Professional Investors only.

Korea—This material is intended only to Qualified Professional Investors upon specific and unsolicited request and may not be reproduced in whole or in part nor can they be 
transmitted to any other person in the Republic of Korea.

Malaysia—This material can only be delivered to specific institutional investor upon specific and unsolicited request. The strategy and/or any products associated with the 
strategy has not been authorised for distribution in Malaysia. This material is solely for institutional use and for informational purposes only. This material does not provide 
investment advice or an offering to make, or an inducement or attempted inducement of any person to enter into or to offer to enter into, an agreement for or with a view 
to acquiring, disposing of, subscribing for or underwriting securities. Nothing in this material shall be considered a making available of, solicitation to buy, an offering for 
subscription or purchase or an invitation to subscribe for or purchase any securities, or any other product or service, to any person in any jurisdiction where such offer, 
solicitation, purchase or sale would be unlawful under the laws of Malaysia.

New Zealand—Issued in New Zealand by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, 
Suite 50B, Sydney, NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or delivered in New 
Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in circumstances where there is no 
contravention of the Financial Markets Conduct Act 2013.

Philippines—THE STRATEGY AND/ OR ANY SECURITIES ASSOCIATED WITH THE STRATEGY BEING OFFERED OR SOLD HEREIN HAVE NOT BEEN REGISTERED 
WITH THE SECURITIES AND EXCHANGE COMMISSION UNDER THE SECURITIES REGULATION CODE. ANY FUTURE OFFER OR SALE OF THE STRATEGY AND/ OR 
ANY SECURITIES IS SUBJECT TO REGISTRATION REQUIREMENTS UNDER THE CODE, UNLESS SUCH OFFER OR SALE QUALIFIES AS AN EXEMPT TRANSACTION.

Singapore—Issued in Singapore by T. Rowe Price Singapore Private Ltd., No. 501 Orchard Rd, #10-02 Wheelock Place, Singapore 238880. T. Rowe Price Singapore Private 
Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.

Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.

Taiwan—This does not provide investment advice or recommendations. Nothing in this material shall be considered a solicitation to buy, or an offer to sell, a security, or any 
other product or service, to any person in the Republic of China.

Thailand—This material has not been and will not be filed with or approved by the Securities Exchange Commission of Thailand or any other regulatory authority in Thailand. 
The material is provided solely to “institutional investors” as defined under relevant Thai laws and regulations. No distribution of this material to any member of the public in 
Thailand is permitted. Nothing in this material shall be considered a provision of service, or a solicitation to buy, or an offer to sell, a security, or any other product or service, to 
any person where such provision, offer, solicitation, purchase or sale would be unlawful under relevant Thai laws and regulations.

UK—This material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ which is authorised and regulated by the UK 
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