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T. ROWE PRICE INSIGHTS
ON U.S. EQUITIES AND FIXED INCOME

KEY INSIGHTS
■■ The stock market recovery has been concentrated among growth stocks, 

upending the traditional playbook for investing in a recession.

■■ The divergence in equity markets has left behind a large group of stocks that  
may offer significant upside potential over the next three to five years.

■■ We believe some sectors, like utilities, are poised to perform well, while others, 
like real estate, will face heightened headwinds.

Finding Overlooked 
Opportunities in the  
COVID-19 Market
A concentrated stock market recovery  
has left behind long-term winners.

Equity markets have bounced back 
sharply from March’s lows. What do 
you make of the rally? 

David Giroux: With people spending a 
significantly larger percentage of time in 
their homes, dollars that would have been 
spent on gas, travel, restaurants, in-person 
shopping, and even medical care have 
been redeployed. Instead, customers 
are buying goods online, upgrading PCs 
and home offices, ordering food delivery, 
installing or upgrading broadband 
connections to enable Zoom calls, buying 
more packaged food in lieu of eating  
out, adding Netflix, and playing more  
video games. 

This has upended the traditional playbook 
of buying defensive companies such 
as staples and utilities in an economic 
downturn. In fact, through the first 
half of 2020, staples and utilities have 
underperformed the market! Based on 

our extensive work on prior recessions, 
this has never happened before. In many 
respects, Amazon, Netflix, Teladoc, and 
Microsoft have become the new staples 
in this pandemic. 

Traditional growth stocks, as opposed to 
the growth-at-a-reasonable price stocks 
that we love, were up almost 30% in 
the first half of the year. These stocks 
typically trade for more than twice the 
earnings multiple of the average S&P 
500 stock. Their share of the S&P 500’s 
market capitalization rose from 21% to 
27% in the first half of the year, and this 
essentially offset most of the weakness 
in the rest of the market.

We don’t invest in the market, and we 
are not index huggers. We go where we 
see value and long-term opportunity to 
create strong returns. Unlike in January 
and February, when we saw few, if any, 
compelling opportunities in any sector or 
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asset class, today we still see compelling 
opportunities in select equities, along with 
leveraged loans in the fixed income space.

There is a large group of stocks with 
very attractive long-term fundamentals 
and attractive business models 
that are still down significantly from 
their pre-COVID-19 highs that offer 
compelling double-digit return potential 
over the next three to five years, as we 
enter a post-COVID-19 world. 

COVID-19 has upended the economy. 
Do you think the shifts we’ve witnessed, 
both in markets and consumer 
behavior, represent lasting changes?

DG: While the pandemic will clearly 
accelerate or pull forward secular 
trends that were already underway 
such as e-commerce, digital banking, 
telemedicine, and food delivery, we are 
firm believers that once our scientists 
find a vaccine for COVID-19 and the 
majority of the U.S. population is 
vaccinated (hopefully by the second half 
of 2021 or 2022), the U.S. economy that 
will emerge on the other side will look 
very similar to what it was pre-COVID-19, 
with maybe one exception.

The one exception is that the 
work-from-home experiment many of 
us are living through today appears by 
all accounts to have gone materially 
better than expected. This has the 
potential to save companies billions in 
real estate costs, in addition to allowing 
them to attract talent that wants to 
live in a different geographic region, 
and potentially in lower-cost regions, 
which can result in lower salary and 
benefit costs for employers. If we’re 
right, the big long-term losers here are 
high-cost-of-living cities, commercial real 
estate companies focused on offices, 
and apartment real estate investment 
trusts with big concentrations in 
these high-cost-of-living cities.

Are there any sectors that are 
particularly compelling right now?

DG: One of our favorite sectors continues 
to be utilities. The equity market has yet  
to fully grasp just how attractive utilities 
are today relative to the past. The 
emergence of low-cost renewables is 
a game changer for the industry. This 
megatrend will likely continue for the 
next two decades to drive an elongated 
cycle for replacing coal, nuclear, and 
inefficient natural gas with wind, solar, 
and battery solutions that can drive 
mid- to high-single-digit rate base growth, 
mid-single-plus earnings per share growth 
with attractive dividends, only modest 
growth in customer bills, and a dramatic 
reduction in carbon emissions. Given this 
very attractive long-term outlook combined 
with this significant underperformance, 
we believe the long-term opportunity for 
utilities is compelling. 

Moreover, in this case there is some free 
optionality in this sector that most market 
participants fail to appreciate. If former 
Vice President Joe Biden becomes 
our next president and Democrats 
recapture the Senate in November, 
it is highly likely that corporate tax 
rates will go up, and many sectors 
could be negatively impacted due to 
additional regulatory, legislative, or 
antitrust pressures (big tech, broadband 
regulation, pharmaceuticals, offshore 
energy, etc.) as well. We think that 
there is no sector that would benefit 
more from a Democratic victory in 
November than utilities. Utilities is the 
one sector in which higher taxes don’t 
negatively impact earnings, as taxes are 
a pass-through item from a regulatory 
standpoint. Utilities would also benefit 
from a likely extension, and potential 
expansion, of wind and solar tax credits 
for renewables. 
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Do you see any similarly appealing 
prospects for investments in  
fixed income?

DG: We see attractive opportunities in 
leveraged loans. Leveraged loans are 
typically at the top of the capital structure 
and have a much higher recovery rate 
in bankruptcy than high yield bonds 
(normally 2x recovery rate). With the 
market pricing in very low interest rates 
for the foreseeable future, many of these 
loans are trading at discounts to par and 
offer the potential for mid-single-digit 
returns with a very low risk of default. 
While the return potential here is not as 
good as in the opportunities in equities 
we favor, the risk-adjusted returns might 
be higher. In addition, leveraged loans 
are the only fixed income asset class 
that benefits from rising rates. If we 
can truly conquer COVID-19 sometime 
next year, I would expect the economy 
to strengthen immediately after that. 
While I am not anticipating runaway 
inflation post COVID-19, if the economy 
is stronger than expected, it is possible 
that we could see the Federal Reserve 
raise interest rates earlier than expected. 
This is essentially a free option that has 
the potential to boost what is already a 
very attractive risk-adjusted return for 
leveraged loans. 

We’ve just come through a period of 
historic volatility. With the possibility 
of further turmoil top of mind for 
many investors, what are your views 
on the investment-grade debt space?

DG: We find the rest of the fixed income 
market, outside of short-duration high 
yield bonds, to be extremely unattractive 
and, in fact, the most unattractive it has 
been in my whole career. Just think 
about how poor the risk/return dynamic 
appears for Treasury bonds. The U.S. 
government is likely to run massive 
deficits in fiscal years 2020 and 2021, 
in the neighborhood of USD 6 trillion. 
Right now, that massive issuance 
is being offset by massive Federal 
Reserve bond-buying programs and 
by contracting GDP. Neither of those 
events is likely to persist into 2022, 
and investors are likely to demand a 
higher return than 0.6% (the current 
yield on the 10-year note) in the future. 
When it is hard to envision a scenario 
in which an investment generates a 
mid-single-digit return—and when it is 
easy to envision a scenario in which 
an investment generates a double-digit 
loss—one should stay away from those 
investments. Unfortunately, that is the 
circumstance that investors in Treasury 
bonds find themselves in today.

USD  
6 Trillion
Deficits the U.S. 
government is likely 
to run in fiscal years 
2020 and 2021.
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Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any 
nature, including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. 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.

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.

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 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. 

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.

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.

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.
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Commission. For Institutional Investors only.

© 2020 T. Rowe Price. All rights reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the bighorn sheep design are, collectively and/or apart, trademarks 
or registered trademarks of T. Rowe Price Group, Inc.

ID0003524 (08/2020)
202008-1306770

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


