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T. ROWE PRICE INSIGHTS
ON GLOBAL EQUITIES

KEY INSIGHTS
■■ Fiscal and monetary support from governments since March has been breathtaking. 

They are ready to do more if necessary to avoid a prolonged global recession.

■■ In a low-growth post-coronavirus world, emerging markets with higher structural 
growth, such as India or the Philippines, become more important to investors.

■■ After such a strong rebound it makes sense to trim risk, but not to become outright 
defensive as we believe we are in the early stages of a new equity cycle.

Investing Through 
the Pandemic
Managing a global equity strategy during the 
coronavirus crisis.

Fiscal and monetary responses from 
governments and central banks 
in both developed and emerging 
economies since March are without 
precedent, far surpassing actions 
taken during the global financial 
crisis. Do you believe enough has 
been done to avoid a much deeper 
global recession than the one we 
are expecting?

The first point to make is that the size 
and speed of the policy response 
on the monetary and the fiscal side—
particularly from the Federal Reserve 
(Fed) and the U.S. government—was 
truly breathtaking. It took a little 
time for investors and business to 
appreciate quite how much had been 
done, and how quickly. The powerful 
policy response was one of the things 
which helped me to form a view of the 
coronavirus crisis. In the U.S., Congress 
quickly approved three fiscal packages 
worth USD 2.4 trillion (over 11.0% of 
GDP) and despite recent delays, further 
stimulus is widely expected. The Fed 

was also very quick to act, taking 
interest rates all the way to zero, while 
introducing unlimited quantitative easing 
(QE) and direct support for the credit 
markets by buying corporate bond ETFs 
(exchange traded funds). 

There’s been a very strong signal from 
governments the world over that they 
are committed to do whatever they can 
to help small businesses, their workers 
and the unemployed, to get through the 
economic crisis caused by COVID-19 
and emerge the other side. So, it’s 
not so much a question of whether 
governments have done enough. They 
have already done more than nearly 
anyone expected at the start of the 
pandemic and they stand ready to do 
even more if needed.  

Globally, QE by central banks in 2021 
is expected to more than double the 
previous peak in 2010 after the financial 
crisis (Fig. 1).
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To put the scale of things in perspective, 
in three to four months, the Fed has 
done twice as much QE as during 
the entire global financial crisis (GFC) 
period from 2008 to 2010. On this 
occasion, the Fed acted decisively as 

“central banker to the world,” ensuring 
that sufficient liquidity remains in the 
system for markets to function normally. 
It was an important signal to us that 
this recession was unlikely to become 
a financial crisis when we saw that 
companies could still issue long-term 
debt at very low rates even in some of 
the sectors that had been negatively 
impacted the most by the coronavirus. 

To my mind, a key difference is that 
during the GFC stimulus was often 
portrayed by the financial media 
as governments bailing out the big 
global banks. This time around, I think 
governments have done a better job 
of saying “We are doing everything we 
can to help those who are suffering 
because of the coronavirus.” In turn, 
this has fostered a more bi-partisan 
approach toward fiscal and policy 
easing that rising populist movements 
have found difficult to exploit. 

How do global equity valuations 
appear now after such a strong 
market rebound, and with so many 
risks still brewing on the horizon?

The first point is that the starting level for 
equity valuations before the selloff began 
in February is an important consideration. 
They were a little above the long-term 
average but were far from extreme. Global 
equities at the start of 2020 were broadly 
trading at mid-to-upper teen multiples of 
forward earnings. This is very different 
to the tech bubble in 2000. Then the 
developed world was trading at much 
higher market valuations of 25 to 27 times 
forward earnings, with many internet and 
technology companies even more richly 
valued. So, the starting point for valuations 
when the coronavirus first struck in 2020 
was quite reasonable, in my view.

At the top level, this simple analogy may 
help to think about valuations. As an 
educated guess, the world may lose 
around 18 months of GDP because of 
the recession triggered by COVID-19. It 
could be a bit less or it could be a bit 
more. But if we take the midpoint of the 
forecast range as 18 months, then by the 
middle of next year we will be roughly 
back to the pre-COVID level of GDP. 

...in three to four 
months, the Fed 
has done twice as 
much QE as during 
the entire global 
financial crisis...

Global Monetary Support is Without Precedent
(Fig. 1) Total central bank QE purchases (USD trn, 12-month rolling)
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Markets today are quite close to where 
they began the year. If they, as some 
equity strategists currently assume, 
rise by a moderate 5% to 7% over the 
next 12 months, then essentially, we 
are going to end up at a market level 
and a GDP level that are broadly similar 
to where we started. From a top-down 
macro perspective, that doesn’t strike 
me as a totally unreasonable outcome 
for global equity valuations. Though 
within a similar market valuation there 
will, of course, be many new winners 
and losers on account of the changes 
brought about by the coronavirus, 
providing fertile ground for bottom-up 
stock pickers like T. Rowe Price. 

A final caveat on valuations is that we 
are clearly now in a world where interest 
rates are going to be lower for even 
longer than we previously thought, 
perhaps much longer. Sovereign 
bond yields have been compressed 
to ultra-low levels throughout the 
developed world countries and are 
now also falling sharply in emerging 
markets (EM). The dividend discount 
model, other things equal, suggests 
that in a world where the risk-free rate 
is expected to be much lower, there 
is a respectable argument that equity 
valuations can be meaningfully higher.  

Do you believe COVID‑19 could 
change the growth profile of the EM, 
where many countries have flagged 
weakening fiscal positions?

To answer this question, it makes 
sense to divide EM into a number of 
different buckets. In the first bucket 
is China, an economy so large that it 
is really important for all investors to 
understand what is happening there. 
While China was the original center of 
the coronavirus, the year-to-date return 
on China A-shares has been as good as 
the return on NASDAQ, for good reason. 
Under the global pandemic, China 
has been the best performing major 
economy in the world this year and the 
first to recover. 

In the second EM bucket are exporters 
of manufactured goods like Korea and 
Taiwan. Essentially, these are countries 
that for various reasons are included in 
the EM universe, although they should 
really be seen as part of the developed 
world’s technology supply chain. In the 
third bucket are the EM commodity 
exporters, countries such as Brazil, 
Russia, South Africa and the Middle East.  

Finally, in the fourth bucket we have 
a small number of EM countries 
with a number of key characteristics 
in common. They are each 
demographically blessed with low levels 
of debt-to-GDP, “normal” interest rates 
and meaningfully higher structural 
growth rates, such as India, Indonesia, 
Philippines, Vietnam and Peru. For 
international equity investors, this is a 
really interesting part of the EM universe. 

To the extent that COVID-19 is leading to 
a lower-interest-rate world for longer and 
also a lower-growth world for longer, then 
being able to invest in the fast-growing 
EM countries in bucket four will be more 
important than ever. Many successful 
multi-national companies appear to be 
increasing their focus on the EM countries 
in bucket four, with a view to building up 
their operations there. So to conclude, the 
coronavirus pandemic has done nothing 
to change my conviction that places like 
India and Southeast Asia remain enticing 
long-term investment prospects. 

Essentially, we are finding the best 
investment opportunities in a relatively 
small segment of the EM universe and 
are less interested in the more mature 
markets like South Korea and Taiwan or 
in commodity producers like Brazil and 
South Africa.

Global equities surprised investors 
with the strength and timing of the 
rebound, making this the shortest 
bear market ever. What comes next 
given that markets have returned 
close to pre‑correction levels?

I think we’re now at a point where tactically 
it makes sense to be more prudent than 

... places like India 
and Southeast 
Asia remain 
enticing long-term 
investment 
prospects.
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two or three months ago as there are still 
a number of significant risks for investors 
to contend with. Firstly, we are seeing 
a second wave of the coronavirus or 
an extended first wave in many places 
and the economic costs of fighting the 
coronavirus may be greater and more 
prolonged than was initially assumed. The 
economic recovery remains fragile and 
there is still considerable uncertainty over 
the growth trajectory beyond the initial 
rebound phase. Secondly, China-U.S. 
tensions are flashing amber and could 
worsen ahead of the U.S. presidential 
election in November. Thirdly, the election 
itself is a difficult call at this point. A 
Democrat victory would likely see a major 
switch in policy direction and a different 
regulatory and tax regime. 

In response to these risks, I have recently 
been trimming those companies where 
it no longer seems to make sense to 
have such big bets on them at what are 
now considerably higher prices, even 
if their growth prospects remain sound. 
Interestingly, aside from stocks that we 
expect to emerge as potential winners 
in the post-coronavirus economy, our 
second biggest overweight currently is 
in financials. Early in an equity cycle it’s 
often the banks and materials stocks 
(where we are also overweight) that are 
unloved, but which later do well in the 
upswing. Apart from these adjustments, 
this is not the time to become outright 
defensive in the portfolio as we believe 
we are in the early stages of a new 
equity cycle.

WHAT WE’RE WATCHING NE X T 
Stocks have rebounded strongly. Further progress is likely to depend on 
two things. First, gradually bringing the coronavirus under control, i.e., 
no major second wave. Secondly, we will be watching for a successful 
transition by the global economy to a more sustainable growth path.

The Stock Market Rebound in 2020 Has Been Exceptional
(Fig. 2) S&P 500 around bear-market bottoms, 1871 to 2020
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...we believe we are 
in the very early 
stages of a new 
equity cycle.
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Additional Disclosure
The S&P 500 is a product of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates (“SPDJI”) and has 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 is 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 500.

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. The portfolio is subject 
to the volatility inherent in equity investing, and its value may fluctuate more than a portfolio investing in income-oriented securities. 
The portfolio may include investments in the securities of companies listed on the stock exchanges of developing countries.
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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.

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 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.

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.

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.

© 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.

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