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Down But Not Out

After 21 months of slowing global growth, we are starting to see signs of stabilization, signaled by a potential 
bottoming in the industrial economy. The J.P. Morgan Global Manufacturing PMI ticked up in October—the 
indicator’s third increase in a row—tempering recession fears. The loosening of global financial conditions 
starting to kick in, resiliency of the U.S. consumer, receding trade war uncertainty, and progress on Brexit 
have all contributed to the rosier sentiment shift. However, some economic data remain worrisome and 
business investment remains on the sidelines, questioning the sustainability of the stabilization.

“Buck‑ing” the Trend

Since 2011, the U.S. dollar (USD) has been on a steady upward trajectory as U.S. growth and interest 
rates have outpaced other developed markets. However, in October, the trade‑weighted U.S. dollar index 
tumbled 2% as easing trade tensions and optimism around Brexit moved demand away from “safe‑haven” 
assets. Perhaps the recent stabilization in global growth and abating recession fears could give other 
currencies legs versus the USD going forward. Emerging markets would be the primary beneficiaries of 
this USD regime shift, as it would reduce their USD‑linked debt obligations. However, with the Fed 
indicating a reluctance to cut interest rates, we could see the U.S. dollar hold its ground a bit longer.

Earnings: A Bit Better Than Nothing?

With earnings season winding down, results have been modestly better than expected and may even 
escape a negative earnings‑per‑share print for Q3. Weakening revenues, margin pressures, cost savings, 
and trade tensions have been the focus of many companies’ earnings reports. Several companies have 
also highlighted their reluctancy to deploy capital given the large amount of uncertainty remaining in the 
macro backdrop. In Q3, weakening energy prices have been a major theme, with energy company 
earnings down over 30%. Expectations for 2020 earnings remain elevated, with a growth rate still 
targeting more than 9%, although many predict estimates could be revised lower should growth and 
capex remain tempered amid trade and election concerns.

FIG. 3: S&P 500 Quarterly EPS Growth
Year-Over-Year Growth (%), 4Q15 through 3Q19 (E)

FIG. 1: Global Manufacturing PMI
November 30, 2016, through October 31, 2019

FIG 2: U.S. Dollar Index
December 31, 2018, through October 31, 2019
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After 21 months of slowing global growth, 
we are starting to see signs of stabilization, 
signaled by a potential bottoming in the 
industrial economy. The J.P. Morgan 
Global Manufacturing PMI ticked up in 
October, the indicator’s third increase in 
a row, tempering recession fears. The 
loosening of global financial conditions 
starting to kick in, resiliency of the U.S. 
consumer, receding trade war uncertainty, 
and progress on Brexit have all contributed 
to the rosier sentiment shift. However, 
some economic data remain worrisome, 
and business investment remains on the 
sidelines, questioning the sustainability of 
the stabilization and just how far along we 
are in this unprecedented expansion.

Since 2011, the U.S. dollar (USD) has been 
on a steady upward trajectory as U.S. growth 
and interest rates have outpaced other 
developed markets. However, in October, 
the USD tumbled 2% as easing trade 
tensions and optimism around Brexit moved 
demand away from safe-haven assets. 
Perhaps the recent stabilization in global 
growth and abating recession fears could 
give other currencies legs versus the USD 
going forward. Emerging markets would be 
the primary beneficiaries of this USD regime 
shift, as it would reduce their USD-linked 
debt obligations. However, with the Fed 
indicating a reluctance to cut more as many 
other central banks remain solidly in easing 
mode, we could see the USD hold its 
ground a bit longer.

With earnings season winding down, results 
have been modestly better than expected 
and may even escape a negative earnings-
per-share print for Q3, helped by beats and 
buyback activity. Weakening revenues, 
margin pressures, cost savings, and trade 
tensions have been the focus of many 
companies’ earnings reports. Several 
companies have also highlighted their 
reluctancy to deploy capital given the large 
amount of uncertainty remaining in the 
macro backdrop. In Q3, weakening energy 
prices have been a major theme, with energy 
company earnings down over 30%. 
Expectations for 2020 earnings remain 
elevated, with a growth rate still targeting 
more than 9%, although many predict 
estimates could be revised lower should 
growth and capex remain tempered amid 
trade and election concerns.
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Pulling Back on Overbought Defensives

 § Paring back on bonds—as the decline in interest rates has led to extended valuations—to fund move back to neutral in equities as 
global growth appears to be stabilizing.

 § Finding opportunity to add to floating rate loans, which should benefit from a stabilization in growth, albeit at low levels, and Fed 
more subdued in pace of rates cuts. Loans offer attractive yields with reasonable valuations.

 § We moved to neutral growth equities outside the U.S. from an overweight as their extended valuations limit further upside given 
the sector’s more defensive growth profile.

Past performance is not a reliable indicator of future performance.  
FOR INVESTMENT PROFESSIONALS ONLY. NOT FOR FURTHER DISTRIBUTION.

Global Manufacturing PMI U.S. Dollar Index

Portfolio Positioning

Market Themes

S&P500 Quarterly EPS Growth

Sources: Standard & Poor’s, J.P. Morgan, Bloomberg Finance L.P., Financial data and analytics provider FactSet. Copyright 2019 FactSet. All Rights Reserved. 
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1Includes a blend of unreported and reported numbers where available.

As of 31 October 2019

30 November 2016 through 31 October 2019 31 December 2018 through 31 October 2019

As of 31 October 2019

Year-over-Year Growth (%)
4Q15 through 3Q19 (E)

1T. ROWE PRICE®

1Includes a blend of unreported and reported numbers where available.
Sources: Standard & Poor’s (see Additional Disclosures), J.P. Morgan (see Additional Disclosures), Bloomberg Finance L.P. Used with permission of Bloomberg 
Finance L.P. Financial data and analytics provider: FactSet. Copyright 2019 FactSet. All Rights Reserved.
Past performance is not a reliable indicator of future performance.
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REGIONAL BACKDROP As of October 31, 2019

Positives Negatives

Developed 
Europe

§§ Monetary policy remains 
very accommodative

§§ Indirect beneficiary of China stimulus
§§ Services sector of the economy resilient
§§ Dividend yields remain strong
§§ Political uncertainty waning

§§ Economic growth is muted, with notable 
weakness in the manufacturing sector 

§§ Limited scope for European Central Bank  
to stimulate further 

§§ Export weakness, vulnerable to trade 
and China growth 

§§ Banking sector remains weak

United 
Kingdom

§§ Wage growth remains strong, 
although forward-looking indicators 
suggest moderation

§§ Inflation remains steady, albeit below target
§§ Abstracting from short-term volatility due 
to Brexit stocking, the UK’s trade balance 
deficit remains in a range that can be 
sustained by the net excess returns on the 
UK’s external balance sheet

§§ Britain’s fiscal position provides flexibility 
for government spending to be increased 
should the economy weaken

§§ The forthcoming election could, 
regardless of outcome, result in 
significantly looser fiscal policy and 
higher government debt

§§ Sterling remains weak amid 
Brexit concerns

§§ PMI data improved in October, but 
likely only due to a one-off Brexit 
destocking effect

United 
States

§§ Fed likely on hold, inflation low
§§ Growth expected to stabilize 
§§ Healthy consumer spending, strong 
employment, and improving wages

§§ Low interest rates driving a modest 
rebound in housing

§§ Pause in trade war escalation
§§ Greater share of secularly advantaged 
companies (e.g., cloud computing, 
internet retail) than rest of world

§§ Political uncertainty 
§§ Modest economic growth with fading 
fiscal stimulus 

§§ Muted near‑term earnings expectations 
§§ Weak capex spending and 
corporate confidence 

§§ Late‑cycle concerns: tight labor market, 
rising wages, and corporate margins 
under pressure 

§§ Elevated corporate and government 
debt levels
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Positives Negatives

Japan §§ Impact of the VAT hike is more contained 
than in 2014, while domestic sectors 
appear resilient despite temporary 
disruptions from typhoons

§§ Flows are looking again at Japanese 
stocks to add cyclical exposures

§§ Japanese stocks remain attractive from 
a valuation perspective. Meanwhile, 
improving governance is seen through 
buybacks and ROE

§§ Top‑line growth and earnings are 
subdued relative to global peers

§§ Economic momentum remains weak 
when looking at manufacturing and 
exports data

§§ Expectations for further support 
from the Bank of Japan (BoJ) need to be 
revised as the central bank is unlikely to 
act beyond its forward guidance

Asia  
ex Japan

§§ Chinese economy is stabilizing, and 
leading indicators are pointing to a 
rebound in manufacturing activity

§§ The renminbi is likely to remain 
range‑bound. At this level, it supports the 
export‑driven side of the economy

§§ The Australian economy is accelerating on 
the back of a rebound in housing prices

§§ The Reserve Bank of Australia (RBA) still 
has room for one interest rate cut if needed

§§ Chinese macro policies are intended to 
stop the downward trajectory in growth, 
not to revive it. Expectations regarding 
additional stimulus may be overdone at 
this time

§§ China’s growth momentum is fragile, and 
risks remain on the downside

§§ Optimistic expectations are already 
priced in for the RBA

§§ Australian equity valuations appear 
elevated given the poor earnings outlook

Emerging 
Markets

§§ Muted (but rising) inflation
§§ Dovish Fed has given central banks 
flexibility to ease 

§§ Equity valuations attractive relative to 
developed markets 

§§ With growing importance of tech sector, 
less tied to commodity cycle 

§§ Beneficiary of China stimulus

§§ Export‑driven economies are highly 
vulnerable to rising trade tensions 

§§ Instability in several key markets (Turkey, 
Argentina, and Brazil) could persist 

§§ Long‑term China growth trajectory 
remains a headwind 

§§ China stimulus more measured 
and domestically focused 

§§ Commodity prices remain 
under pressure
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ASSET ALLOCATION COMMITTEE POSITIONING As of October 31, 2019

Underweight Neutral Overweight 	 orMonth‑Over‑Month Change

Change
These views are informed by a subjective assessment of the relative� attractiveness of 
asset classes and subclasses over a 6‑ to 18‑month horizon.

AS
SE

T 
CL

AS
SE

S Equities 
Limited upside with above‑average valuations amid fragile global growth. Equity risk premia 
at high levels to history.

Bonds  Valuations extended with yields low due to growth concerns, trade uncertainty, and muted 
inflation; credit spreads tight, but fundamentals supportive.

Cash  U.S. yields most attractive among developed markets but past peak after recent cuts.

Regions

EQ
UI

TI
ES

U.S.
Earnings growth weak on margin pressure, and valuations above average; consumer and 
services sectors supportive, but weak demand from capex and exports.

Europe
Growth outlook stabilizing, but concerns over exports and banking system remain; potential 
tailwind from monetary stimulus.

UK
Valuations attractive relative to the U.S., but uncertainty due to Brexit is elevated and likely to 
remain so until the January 31 deadline.

Japan Monetary and fiscal policy supportive; export dependency remains the key driver.

Asia ex Japan
Valuations are still attractive relative to the U.S. While China stimulus measures may flow through to 
the broader region, the ongoing trade dispute between the U.S. and China weighs on the region.

Emerging 
Markets

Dovish Fed, cheap currencies, and China stimulus supportive; susceptible to trade concerns 
and continued earnings weakness.

Style

Global Equity 
Growth

 Sector profile has defensive and quality growth bias; valuations extended versus history.

Global Equity  
Value 

Cyclical orientation and financials exposure challenged by macro environment; cheap 
valuations beginning to look extreme.

Capitalization

Global Equity 
Large‑Cap

Central banks supportive, potential beneficiary of further China stimulus; susceptible to 
global trade weakness.

Global Equity 
Small‑Cap

Weak domestic growth trends and political uncertainty weighing on confidence in 
key markets.
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ASSET ALLOCATION COMMITTEE POSITIONING As of October 31, 2019

Underweight Neutral Overweight 	 orMonth‑Over‑Month Change

Change
These views are informed by a subjective assessment of the relative� attractiveness of 
asset classes and subclasses over a 6‑ to 18‑month horizon.

BO
ND

S

U.S. Investment 
Grade

Yields low on concerns from growth but limited inflation upside. Investment‑grade (IG) 
corporate spreads still tight relative to history.

European 
Investment Grade

Historically low yields continue to be underpinned by a dovish ECB. Credit remains in a tug of war 
between tight valuations and weakening credit fundamentals and ever‑looser monetary policy.

UK Investment 
Grade

Yields are near all‑time lows amid weakening growth and modest inflation. No‑deal Brexit tail risk 
has receded, and the base case is now for an orderly withdrawal from the European Union (EU).

Inflation Linked Inflation expectations low but rising with coordinated central bank easing.

Global High Yield
Yield carry attractive with near‑term default expectations low. Vigilant on late‑stage risks 
of credit cycle.

Floating Rate 
Loans 

Yield level remains attractive with near‑term recession risk low; but step‑ups less likely with 
Fed easing and liquidity remains a concern.

EM Dollar 
Sovereigns

Yields are attractive, and central banks supportive; idiosyncratic risks and potential 
contagion remain concerns.

EM Local 
Currency

EM currency valuation remains attractive; volatility likely to be driven by trade tensions and 
further USD strength.

EM Corporates
Yields are attractive relative to fundamentals. Rising country‑specific risks are concerning but 
unlikely to become systemic.

CU
RR

EN
CI

ES

U.S. Dollar
There has been a reversal in the U.S. dollar over the past month as stabilizing economic data 
has improved investment flows. 

Euro
Growth remains weak in Europe; however, the euro found moderate support from a more 
benign assessment of the recent data trends. We continue to see a better growth tone.

UK Sterling
Sterling has bounced substantively in recent weeks, as political developments saw risks of a 
sudden exit from the EU in October fall to effectively zero.

Japanese Yen  The yen’s weakness has been driven by an improving global growth outlook and rising risk 
sentiment. The BoJ will continue to be on hold unless growth significantly deteriorates.



T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 
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ADDITIONAL DISCLOSURES
Source: Unless otherwise stated, all market data are sourced from Factset. Financial data and analytics provider FactSet. Copyright 2019 FactSet. All Rights Reserved.
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 © 2019, J.P. Morgan Chase & Co. All rights reserved.
Copyright © 2019, 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.

Key Risks—The following risks are materially relevant to the information highlighted in this material:
Even if the asset allocation is exposed to different asset classes in order to diversify the risks, a part of these assets is exposed to specific key risks.
Equity risk—in general, equities involve higher risks than bonds or money market instruments.
Credit risk—a bond or money market security could lose value if the issuer’s financial health deteriorates.
Currency risk—changes in currency exchange rates could reduce investment gains or increase investment losses.
Default risk—the issuers of certain bonds could become unable to make payments on their bonds.
Emerging markets risk—emerging markets are less established than developed markets and therefore involve higher risks.
Foreign investing risk—investing in foreign countries other than the country of domicile can be riskier due to the adverse effects of currency exchange rates, differences in 
market structure and liquidity, as well as specific country, regional, and economic developments.
Interest rate risk—when interest rates rise, bond values generally fall. This risk is generally greater the longer the maturity of a bond investment and the higher its credit quality.
Real estate investments risk—real estate and related investments can be hurt by any factor that makes an area or individual property less valuable.
Small- and mid‑cap risk—stocks of small and mid‑size companies can be more volatile than stocks of larger companies.
Style risk—different investment styles typically go in and out of favor depending on market conditions and investor sentiment.

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.

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.

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.

© 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.


