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T. ROWE PRICE INSIGHTS
ON FIXED INCOME

KEY INSIGHTS
■■ In Federal Reserve tightening cycles from 1977 through 2006, a pause in rate 

hikes of longer than six months always led to a rate cut, not more increases.

■■ Our view is that the Fed will remain on hold at least until July, and history leads us 
to think that the central bank’s next move will be a rate cut.

■■ We are positioning our U.S. core and total return portfolios for a steeper yield 
curve caused by a rally in short‑term Treasuries on rate cut expectations.

Will the Fed Pause 
End With a Rate Cut?
History shows that the Federal Reserve’s next move is 
likely to be an interest rate cut.

During Federal Reserve 
tightening cycles from 1977 
through 2006, a pause in 

rate hikes of longer than six months 
always led to a rate cut, not more 
increases. Our view is that the Fed will 
remain on hold at least until July, so 
this historical perspective leads us to 
anticipate that the central bank’s next 
move will be a cut in interest rates. 
The inverted Eurodollar futures curve 
adds to our conviction in this outlook. 
As a result, we are positioning our U.S. 
core and total return portfolios for a 
steepening in the yield curve caused 
by a rally in short‑term Treasuries on 
rate cut expectations.

Fed Pause Likely To Last Until At 
Least July

A key assumption underlying our outlook 
for U.S. monetary policy is that the Fed 
will keep rates steady through June, 
with the first potential change coming 
at the Federal Open Market Committee 

(FOMC) meeting in late July. The central 
bank has clearly pivoted to a dovish 
stance in early 2019, removing language 
about expecting further increases in 
the federal funds rate target range from 
the statement following the January 
FOMC meeting. Fed policymakers 
have communicated that they intend to 
carefully monitor incoming economic 
data for a period of time before changing 
the fed funds rate and implied that a rate 
move could be in either direction. Some 
of the leading economic indicators that 
we follow, such as purchasing managers 
indexes, indicate continued weakness in 
the months ahead.

If the Fed adjusts rates in July, it would 
end a seven‑month pause since the 
December 2018 rate hike. From 1977 
to 2006, the central bank’s next move 
after a pause of seven months or longer 
in rate hiking cycles was a rate cut as 
opposed to a resumption in hikes.
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Fed Balance Sheet Was Still 
Expanding In 2016

We acknowledge that there was a 
12‑month break between the Fed’s 
December 2015 rate increase—its first 
since the global financial crisis—and 
its 25‑basis‑point hike the following 
December. However, the central bank 
was still expanding its balance sheet 
during that time period, so there was an 
extreme amount of monetary stimulus 
in the system despite the gradual rate 
increases. The Fed did not begin to 
slow the reinvestment of proceeds 
from its holdings of Treasuries and 
mortgage‑backed securities until 
October 2017, gradually winding down 
its balance sheet. (For more information 
on how the current environment differs 
from 2016, please see our recent Fixed 
Income Insights article Will Recent 
Credit Market History Repeat?)

Inverted Eurodollar Futures Curve 

We also monitor the Eurodollar futures 
market, which measures market 
expectations for three‑month deposit 
rates at specific future dates, to inform 
our outlook. The Eurodollar futures 
curve inverted in December 2018 as the 
rate on contracts expiring 12 months 
ahead priced in lower short‑term rates 
than the current quarterly contract. 
Inversions in the Eurodollar futures curve 
have historically always preceded Fed 
rate cuts, so the current shape of the 

curve adds to our conviction that the 
next move from the central bank will be 
to lower the federal funds rate.

Positioned For Steeper Yield Curve

Taking these factors into consideration, 
we are positioning our domestic core 
and total return bond portfolios to 
benefit from a steepening in the Treasury 
yield curve by holding overweight 
positions toward the front of the curve. 
We anticipate that evolving market 
expectations for a Fed rate cut will 
cause shorter‑maturity Treasuries to rally, 
decreasing their yields and increasing 
the difference in yield between short‑ 
and long‑term maturities. 

The main risk that would cause the 
market to move against this positioning 
is a substantial acceleration in global 
growth, which could happen if China 
implements unexpectedly massive 
stimulus measures to prevent an abrupt 
slowdown in the country’s expansion. 
The resulting reduction in global macro 
concerns and increased inflationary 
impulses would likely force the Fed 
to raise rates, flattening the Treasury 
yield curve. However, we think that a 
meaningful acceleration in global growth 
is unlikely, boosting our conviction in 
positioning for a steeper yield curve.

...we think that 
a meaningful 
acceleration in 
global growth is 
unlikely, boosting 
our conviction in 
positioning for a 
steeper yield curve.
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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.

Before 1 March 2019: EEA—Issued in the European Economic Area by T. Rowe Price International Ltd, 60 Queen Victoria Street, London EC4N 4TZ which is authorised 
and regulated by the UK Financial Conduct Authority. For Professional Clients only.

From 1 March 2019: 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.

From 1 March 2019: 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 Financial Conduct Authority. 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.
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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 
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T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


