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Economic Outlook—Current Investor Concerns
	■ Growth—Gross domestic product (GDP) forecasts keep going down, while 
consumer price index (CPI) forecasts keep going up. Growth predictions have 
been accurate, while inflation predictions have not.

 − Forward-looking Purchasing Managers’ Index (PMI) indicators in China  
have been improving

 − European and U.S. indicators continue to head south 

 −  Manufacturing and servicing PMIs are still pointing down but have not yet 
reached crisis level

 − TRP Outlook: We are forecasting that PMIs continue to remain weak
	■ We feel the likelihood of a recession in Europe is 100% and in the U.S.  
is greater than 50%

Consensus Forecasts—Lower Growth, Higher Inflation
As of September 30, 2022 The macro outlook 

is not for the faint 
of heart, but that 
environment 
creates incredible 
opportunity.
— Andy McCormick
Head of Fixed Income and CIO

CPI is consumer price index. Inflation, average consumer prices. 
Sources: Bloomberg Finance L.P., Morgan Stanley.
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INSIGHTS SUMMARY
Market Headwinds Offer 
Opportunity Tailwinds
T. Rowe Price representatives recently discussed the challenging current 
macroeconomic environment and where investment opportunities exist 
for insurance company investors.

The views contained herein are those of the presenters as of the date noted and are subject to 
change without notice. These views may differ from those of other T. Rowe Price Group companies 
and/or associates. This material is not intended to be investment advice or a recommendation to 
take any particular investment action.

FOR INVESTMENT PROFESSIONALS ONLY. NOT FOR FURTHER DISTRIBUTION.



2

	■ Inflation—It is a rough story. Looking at the components of inflation:

 − Gas prices have risen significantly, while home prices have been soft and used car prices have come down

 − Core goods, especially food prices, remain hot (partly due to the food/fertilizer supply chain from Ukraine)

 − Energy costs are easier to deal with than food prices

 − In the services sector, rents remain stubbornly high

 − TRP Outlook: We feel inflation will slowly and grudgingly come down 

	■ Interest Rates—The trick is to identify the terminal rate of fed funds

 − The market continues to build in additional rate hikes as inflation prints continue to come in higher than expected

 − The terminal rate is the only thing driving rates higher and continues to be the problem
	■ Every time the terminal rate ratches higher, the probability of a recession goes up with it (represents an inverted curve)

 − A yield curve inversion of 50 basis points represents hedging against recession
	■ A 50 basis points yield curve inversion doesn’t scare the Fed, while a 100 basis points inversion would

 − TRP Outlook: Until the end game of rising rates is seen, investors will remain skittish

Inflation—A Global Challenge
As of September 30, 2022

Source: Bloomberg Finance L.P.
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U.S. Interest Rates—Rising Terminal Rate
As of September 30, 2022

Terminal rate expectations shifted higher post August CPI, September FOMC

Source: Bloomberg Finance L.P.
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	■ Liquidity—The systematic issues are possibly more terrifying than that of inflation and might require regulatory or 
legislative action to remedy

 − There have been recent bouts of illiquidity in the Treasury markets, which is not normal or healthy behavior and  
is akin to emerging markets rather than developed markets

 − The structural problem of the markets goes back to the Volker Rule, which came into effect in 2015
	■ The Volker Rule curtailed dealers’ ability to warehouse and use balance sheet assets in trading
	■ But this change in market structure was never tested as the Fed and others poured monies into the system.  
As a result, liquidity wasn’t an issue

	■ Dealers have been using their balance sheets for passive exchange-traded fund trading because it’s profitable 
and done at an agreed-upon price at the end of the day

	■ Today, this change in market structure is being tested by tighter monetary policy and the increased use of 
derivatives, which preserves cash on balance sheets

 − However, if you can use balance sheet assets when a counterparty needs to raise cash, those providers  
of liquidity can source opportunities

 − TRP Outlook: These market dynamics are not changing anytime soon, so the trick is to get on the right side of this 
illiquidity dynamic

	■ Do public credits still offer the liquidity they have traditionally?

 − The illiquidity premium has risen in public credits versus a decline in private credits

 − Some are worried while others are not: Where can I get paid for illiquidity?

 − Public market liquidity is worse than it used to be and can now be viewed as moment to moment and asset to asset 
specific

	■ We need to better understand what environments work well for some assets and not for others
	■ History may not be a guide moving forward

As active managers, we look forward to volatility in markets
	■ For 10 years, with volatility suppressed by central bank polices, prices barely changed due to tight spreads and low 
yields. This was a historical aberration.

	■ Uncertainty around future economic data and rates is exactly what is needed as it creates opportunities
	■ Volatile markets will reactivate the muscle memory needed to take advantage of dislocations 

Liquidity at Levels Comparable to March 2020 
As of October 12, 2022

JPM Treasury Market Depth

Source: J.P. Morgan Chase. 
Information has been obtained from sources believed to be reliable, but J.P. Morgan does not warrant 
its completeness or accuracy. The index is used with permission. The index may not be copied, used, or 
distributed without J.P. Morgan’s prior written approval. Copyright © 2022, J.P. Morgan Chase & Co. All 
rights reserved. 
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 − As an example, the recent gilt situation in the UK brings back the market dynamic of what investors can sell versus 
what they want to sell, leading to some interesting entry points 

 − Some short-term opportunities are not always due to fundamental reasons but, rather, painful market disruptions 

Is this the end of the 60/40 portfolio? 
	■ For years, money pouring into the systems (i.e., central banks) masked problems and inflated asset prices

 − As money has been pulled out of the financial ecosystem, asset prices have gone down

 − This is an adjustment, not a permanent change

 − Many asset allocators would have said that the 60/40 portfolio was ending during the post-global financial crisis 
environment   

	■ The view was right, the journey was wrong…subtly 
	■ Economic growth was driven by liquidity versus inflation. This environment became perceived as “normal” 
when it really wasn’t.

	■ We were starting to see normalization of fed funds before the pandemic, but never saw it play out
	■ Is the Fed now going to pivot from being worried about inflation to being worried about growth?

	■ It shouldn’t be surprising that correlations break down during a stagflation environment due to unknowns, like a 
pandemic

 − We expect equity and fixed income correlations to revert back to negative
	■ Investors are being more thoughtful in hedging—diversifying their diversifiers beyond Treasuries 

 − Portfolio construction: Don’t just think of high-quality bonds, think of other diversifiers 

Looking Ahead to Investment Opportunities 
	■ High Yield 

 − Today’s high yield market is different from the high yield market of old
	■ More than half of today’s high yield universe is composed of BB rated companies

 − Many companies are larger and, more substantial 
	■ Credits are very barbelled, offering opportunities at good value
	■ The market refinanced itself, so there are limited maturities for the next two years, trending in higher quality 

What’s Your Hedge?
As of September 30, 2022

Rolling 52-week correlation of the S&P 500 to  Bloomberg U.S. Aggregate Bond Index

Source: Bloomberg Index Services Limited. Please see the Additional Disclosures page for more 
information about this Bloomberg information. 
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	■ High yield is also attractive in emerging markets 

 − Many emerging high yield companies have healthy balance sheets and attractive valuations

 − There is less debt accumulation, and underlying fundamentals look healthy

 − In many emerging market countries, GDP is running ahead of inflation as many countries raised rates 
quicker than developed countries

	■ Emerging Markets, Ex-China

 − Chile, Colombia, Indonesia, Philippines, India, Qatar, and Saudi Arabia look attractive and are beneficiaries of 
healthy balance sheets

 − They are at the shorter end of the yield curve with positive exposure to inflation (i.e., utility companies with inflation 
escalators, agriculture) 

 − BB/BBB market segments contain considerable runway
	■ We expect that low-single-digit/low-double-digit yield carry will convert into high-teens/low-twenties carry over 

the next few years
	■ The Securitized Markets

 − MBS
	■ Relative cheapness and valuations are not about credit quality
	■ Many municipalities are in better shape and are awash in cash, either from pandemic monies or from tax 

revenues, or both

 − CLOs
	■ Allocation to private credit in a form that is regulatory and capital friendly

 − Top of capital structure with a little leverage

 − Clips a consistent coupon and has been a strong performer
	■ For investments with a perceived remote loss potential, we believe that they have the potential for high returns   

	■ Diversifying Into Private Credit?

 − Earlier this year, the debate was on whether the illiquidity premium to lock up capital was worthwhile

 − The denominator effect is constraining interest in privates as investors are now over-allocated

 − However, the pricing of privates in the last six months has made it more attractive, on a select basis
	■ General Asset Allocation

 − The risk of unexpected inflation is worse-than-expected inflation 

 − One benefit to a flat yield curve is to pick up similar yield by moving shorter and not thinking about LDI hedging

 − Consider high-quality bonds and leveraged loans

 − Consider short-term Treasury inflation protected securities (TIPS) over longer-term TIPS
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Additional Disclosures
“Bloomberg®” and the Bloomberg Indices are service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index Services Limited (“BISL”), 
the administrator of the index (collectively, “Bloomberg”) and have been licensed for use for certain purposes by T. Rowe Price. Bloomberg is not affiliated with 
T. Rowe Price, and Bloomberg does not approve, endorse, review, or recommend this Product. Bloomberg does not guarantee the timeliness, accurateness, or 
completeness of any data or information relating to this Product.

The S&P 500 Index 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”). This product 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 Index. 

Copyright © 2022, S&P Global Market Intelligence (and its affiliates, as applicable). Reproduction of any information, data or material, including ratings (“Content”) 
in any form is prohibited except with the prior written permission of the relevant party. Such party, its affiliates and suppliers (“Content Providers”) do not guarantee 
the accuracy, adequacy, completeness, timeliness or availability of any Content and are not responsible for any errors or omissions (negligent or otherwise), 
regardless of the cause, or for the results obtained from the use of such Content. In no event shall Content Providers be liable for any damages, costs, expenses, 
legal fees, or losses (including lost income or lost profit and opportunity costs) in connection with any use of the Content. A reference to a particular investment or 
security, a rating or any observation concerning an investment that is part of the Content is not a recommendation to buy, sell or hold such investment or security, 
does not address the suitability of an investment or security and should not be relied on as investment advice. Credit ratings are statements of opinions and are not 
statements of fact.

J.P. Morgan Chase. Information has been obtained from sources believed to be reliable, but J.P. Morgan does not warrant its completeness or accuracy. The index 
is used with permission. Copyright © 2022, J.P. Morgan Chase & Co. All rights reserved.

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 that 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.

OHA is a T. Rowe Price company.

This information is not subject to and has not received approval from either the Bermuda Monetary Authority or the Registrar of Companies in Bermuda 
and no statement to the contrary, explicit or implicit, is authorized to be made in this regard. The services being offered may be offered or sold in 
Bermuda only in compliance with the provisions of the Investment Business Act 2003 of Bermuda. Additionally, non-Bermudian persons may not carry 
on or engage in any trade or business in Bermuda unless such persons are authorized to do so under applicable Bermuda legislation. Engaging in the 
activity of offering or marketing the services being offered in Bermuda to persons in Bermuda may be deemed to be carrying on business in Bermuda.

Fixed income securities are subject to credit risk, liquidity risk, call risk, and interest rate risk. As interest rates rise, bond prices generally fall. Investments in 
high yield bonds involve greater risk of price volatility, illiquidity, and default than higher-rated debt securities.

International investments can be riskier than U.S. investments due to the adverse effects of currency exchange rates, differences in market structure and 
liquidity, as well as specific country, regional, and economic developments. These risks are generally greater for investments in emerging markets.

Produced 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.

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.
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Exchange Commission. For Institutional Investors only.
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T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 




