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T. ROWE PRICE INSIGHTS
FROM OUR GLOBAL FIXED INCOME TEAM

KEY INSIGHTS
■■ Stabilizing economic data are likely to lead to some compelling opportunities 

within the fixed income sector.

■■ The floating rate bank loan market stands out as the potentially most interesting 
credit allocation.

■■ Opportunities are also likely to arise in specific corporate bond sectors, while 
hard currency emerging market (EM) bonds are also well positioned to perform.

Three Credit Investment 
Ideas to Consider if 
Reflation Occurs
Loans, unloved corporates, and hard currency EM debt 
look tempting.

Recent economic data have been 
encouraging in the U.S., Asia, 
and, to some extent, Europe, 

which could be a sign that economic 
conditions have begun to stabilize. 
However, it is still too early to determine 
whether this represents merely a pause 
in the slowdown or the beginning of a 
late‑cycle rebound. In our latest policy 
week meetings, the investment team 
discussed the potential impact of the 
improving data on fixed income markets, 
focusing in particular, on which parts of 
the credit market could benefit the most 
if the “reflation trade” story continues 
to gain traction. Below, Saurabh Sud, 
portfolio manager and member of the 
global fixed income investment team, 
highlights three credit investments to 
consider in a reflation scenario.

1. The floating rate bank loan market 
is attractive again.

The loan market has underperformed 
high yield over the past nine months 
as the market has priced in more rate 

cuts by the Fed, leading to significant 
outflows. Negative headlines have also 
hindered the asset class—particularly 
as the pace of rating downgrades has 
increased lately—and its impact on bank 
loan demand by collateralized loan 
obligations (CLOs). A more favorable 
economic environment would offer 
some respite for loans, which currently 
offer attractive valuations compared 
with conventional high yield. Demand 
could pick up at a time when the Fed is 
expected to remain on hold and there is 
strong interest in cash‑related products. 
Overall, this looks like it may be a good 
entry point to allocate back to floating 
rate loans. 

But not all parts of the loan markets 
are attractive: B issues launched in 
2017–2019, for example, are expected 
to have a high risk of default and could 
see widening spreads even if the 
rest of the loan market performs well. 
Security selection remains key in this 
very technical asset class. In particular, 
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Each month, our portfolio managers, 
analysts, and traders conduct an 
in‑depth review of the full fixed income 
opportunity set. This article highlights 
a key theme that was discussed.

Overall, this looks 
like it may be a 
good entry point 
to allocate back to 
floating rate loans.
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research team members highlighted 
discount loans with strong asset coverage 
and high visibility on the company’s 
ability to pay down or refinance the loans 
in the next two to three years. 

2. Unloved parts of the corporate 
bond market are worth a look.

Within investment‑grade corporate bonds, 
the energy sector has suffered from low oil 
prices for a while now and would benefit 
from a reflation environment. If growth 
picks up in the U.S., energy names, either 
pipeline, or extraction‑related, may offer 
value. The most interesting names are 
probably to be found in higher‑rated high 
yield issuers, but distressed debt should 
continue to be avoided as the team still 
expects defaults to hit the sector as capital 
continues to recede from unsustainable 
business models and capital structures. 
Now may also be a good time to focus on 
the automobile sector, which has lagged 
the rest of the credit universe over the past 
two years amid low demand, a correction 
in valuations, and concerns over vehicles’ 
environmental impact. It may be time 
to consider reallocation, particularly to 
short‑dated bonds, where the valuation 
correction seems to have been overdone. 
Apart from certain companies such as 

Ford, the market is no longer expected 
to suffer downgrades, and a resurgence 
of consumer demand would boost the 
economic profile of these companies.

3. Emerging market hard currency 
bonds offer value.

Stabilizing growth and lower geopolitical 
risk may also prove to be positive for 
hard currency bond‑issuing companies 
domiciled in emerging market countries, 
particularly Asian credit securities. A 
stronger outlook for global demand, 
improving U.S.‑China trade relations, and 
a weakening U.S. dollar will likely make 
it easier for these companies to borrow 
in U.S. dollar terms and improve their 
ability to repay. In addition, investors 
allocating to EM companies now have 
the opportunity to capture income from 
companies that are for the most part 
investment grade‑related, offering some 
protection should the reflation story not 
play out as expected. 

The same can be said for hard currency 
sovereign bonds, where demand has 
started to increase. However, the higher 
duration profile of hard currency bonds 
could make them more vulnerable to a 
rise in interest rates, so our preference 
would be for shorter‑dated bonds.

If growth picks 
up in the U.S., 
energy names, 
either pipeline, or 
extraction‑related, 
may offer value.

Specific Corporate Bond Sectors May Offer Value
Energy and autos look attractive.
As of October 31, 2019
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Source: Bloomberg Index Services Limited (see Aditional Disclosure). Analysis by T. Rowe Price.
Regression analysis between the Option‑Adjusted Spread (OAS) of the Energy and the Automobile sectors 
versus the OAS of the Bloomberg Barclays Global Aggregate–Corporate Bond Index. Weekly data 
starting as of October 2017.
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Additional Disclosure
Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). 
BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s 
licensors, including Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or 
guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to 
the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith. 

The specific securities identified and described are for informational purposes only and do not represent recommendations.
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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, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is 
licensed and regulated by the Securities & Futures Commission. For Professional Investors only.

Indonesia—This material is intended to be used only by the designated recipient to whom T. Rowe Price delivered; it is for institutional use only. Under no circumstances 
should the material, in whole or in part, be copied, redistributed or shared, in any medium, without prior written consent from T. Rowe Price. No distribution of this material to 
members of the public in any jurisdiction is permitted.

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.

South Africa—T. Rowe Price International Ltd (“TRPIL”) is an authorised financial services provider under the Financial Advisory and Intermediary Services Act, 2002 (FSP 
Licence Number 31935), authorised to provide “intermediary services” to South African investors.

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 
Financial Conduct Authority. For Professional Clients only.

USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange 
Commission. For Institutional Investors only.
© 2019 T. Rowe Price. All rights reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, trademarks of 
T. Rowe Price Group, Inc.

T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


