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Managing to the Other Side

Insights to help investors get there.
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 CIO Summary

Economic recovery may pick up steam in the 
second half of 2021.
The first quarter of 2021 could see a trough in economic activity. 
However, assuming new coronavirus vaccines can be distributed 
on an accelerated scale, economic conditions could improve 
rapidly in the second quarter and beyond.

Value investments are positioned for a potential 
comeback.
Economic recovery could spur a pivot toward cyclical sectors 
disproportionately hurt by the pandemic and away from 
companies that gained sales and revenue during the pandemic. 
However, selectivity is key.

Fixed income yield may be harder to find— 
but not impossible.
Finding attractive opportunities in such a low interest rate 
environment may take creativity. That could mean moving further 
out the credit risk spectrum, increasing allocations to floating rate 
loans and other low-duration assets, or seeking opportunities in 
ex-U.S. debt markets.

Don’t underestimate the importance 
of Main Street.
Large corporations have access to the capital markets, but small 
businesses are the lifeblood of many communities. State and local 
governments also employ millions of people. That’s one reason 
additional fiscal stimulus is so important now—to help save jobs.
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Recovery Looks More “Swoosh” Than V-Shaped So Far
Investor Sentiment, Economic, and Financial Stress Indicators

 An Uneven Road to Recovery
Although most global economies saw a relatively rapid economic rebound 
from the initial onset of the pandemic, the world still has not returned to normal. 
Key factors influencing the pace of recovery in 2021 could include:

 § New vaccines and improved therapies: The logistics of mass vaccine 
distribution will impact virus control and containment—including when and 
where people can return to pre-pandemic activity.

 § Fiscal stimulus uncertainties: U.S. Federal Reserve Chairman Jerome Powell 
has emphasized that, at this point, fiscal stimulus should take priority over 

additional monetary stimulus because it has a more significant impact on 
the real economy. Yet, the size and timing of additional U.S. fiscal stimulus 
could depend on the partisan balance of power in Washington. Divided 
government could require lengthy negotiations and limit the scope of 
additional aid packages.

 § Interest rate risk: With interest rates at or near zero, but recovery prospects 
brightening, interest-rate risk could become an issue for fixed income investors 
as 2021 progresses.

As of November 27, 2020
Past performance is not a reliable indicator of future performance. 
Sources: Bloomberg Finance L.P., Barron’s/Haver Analytics, Federal Bank of New York, Office of Financial Research, and Standard & Poor’s (see Additional Disclosures).
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 Style Dispersion Amid Disruption
The pandemic fundamentally changed how consumers spend money and 
time, and did it over an unprecedentedly short horizon. Spending on goods and 
services such as gym memberships, elective surgery, dental care, theme parks, 
and restaurants fell by 50% to 80%, according to our Chief Investment Officer of 
Equity and Multi-Asset David Giroux. In his words, “We haven’t seen anything like 
it in my lifetime, and probably not since World War II.”

Value revival: If consumer spending patterns revert in 2021, cyclical industries 
could outperform, at least temporarily reversing the powerful trend toward growth 
dominance seen since the 2008–2009 global financial crisis.

Some pandemic winners face challenges: Valuations for many pandemic 
winners have continued to rise, even though those firms could face difficult year-
over-year earnings growth comparisons in 2021.

Not all losers will stay losers in 2021: Investors will need to distinguish between 
companies that appear to have lasting competitive advantages and those facing 
longer-term structural challenges. Skilled stock selection could be critical to success.

Our strategy: Selectively overweight coronavirus losers, underweight temporary 
coronavirus winners, and avoid secular losers.

Potential Post-Pandemic Winners and Losers

Losers

 § Consumer Goods

 § Video Games

 § PCs, Tablets, Smartphones

 § Broadband  
(Consumer/Business)

 § Automotive  
Aftermarket

 § Home Improvement 
Spending

 § Eating at Home

 § Streaming Video

 § Telemedicine

 § Exercise Equipment

 § COVID-19 Testing  
Firms

Winners

 § Travel

 § Elective Surgeries

 § Dental

 § Payments

 § Banks

 § Theme Parks

 § Eating Out

 § Automobiles

 § Doctors’ Practices

 § Gyms

 § Industrials

Potential Secular Losers

 § Commercial Real Estate

 § High-Cost Cities

 § Select Apartment Real Estate Investment Trusts

We expect consumer spending to shift massively in 
the second half of 2021 and 2022.
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 Creativity in a Low Yield Era
For bond investors, we believe the flood of new corporate issuance seen in 
2020—an estimated USD 2 trillion in investment-grade and USD 500 billion 
in high yield debt—offers both potential opportunities and additional risks.

While many companies increased their debt loads in 2020, in many cases liquidity 
ratios actually improved, according to our Chief Investment Officer of Fixed Income 
Mark Vaselkiv. This should help businesses in cyclical sectors such as energy, 
airlines, and lodging fend off insolvency until economic conditions normalize.

In an environment where short-term rates are at or close to zero, but prospects 
for a post-pandemic recovery appear to be brightening, duration—a key measure 
of interest rate risk—could become a top issue for many fixed income investors 
in 2021, Vaselkiv says. Extended durations for high-quality sovereigns and 
investment-grade corporates mean that even modest upticks in interest rates 
and inflation could produce significant capital losses on those assets, he warns.

The Bond Investor’s Gambit
Yield vs. Interest Rate Risk (Duration)

As of November 30, 2020.
Past performance is not a reliable indicator of future performance. Index performance is for illustrative purposes only and is not indicative of any specific investment. Investors cannot invest directly in an index.
Sources: T. Rowe Price analysis using data from FactSet Research Systems Inc. All rights reserved, J.P. Morgan Chase & Co., and Bloomberg Barclays (see Additional Disclosures). Floating Rate Bank Loans = J.P. Morgan 
Leveraged Loan Index; Global High Yield Bonds = Bloomberg Barclays Global High Yield Index; Emerging Market Bonds (Local Currency) = J.P. Morgan GBI-EM Global Diversified Composite Index; Emerging Market 
Bonds (USD) = J.P. Morgan EMBI Global Index; Global Ex-U.S. IG Corporate Bonds = Bloomberg Barclays Global Corporate IG Index; U.S. IG Corporate Bonds = Bloomberg Barclays U.S. Investment Grade Corporate 
(300MM) Index; Global Aggregate Bonds = Bloomberg Barclays Global Aggregate Index; 10-Year U.S. Treasury = US Benchmark Bond–10 Yr; 10-Year German Bund = Germany Benchmark Bond–10 Yr; 10-Year 
Japanese Gov’t. Bond = Japan Benchmark Bond–10 Yr.

0 2 4 6 8 10 12
-2

0

2

4

6

8%

Floating Rate Bank Loans

Global High Yield Bonds

Emerging Market Bonds
(Local Currency)

Global Ex-U.S. IG Corporate Bonds
Global Aggregate Bonds 10-Year U.S. Treasury

10-Year Japanese Gov’t. Bond
10-Year German Bund

Emerging Market Bonds (USD)

U.S. IG Corporate BondsY
ie

ld

Duration (Years)



2021 Global Market Outlook | 6

 Politics and the Pandemic
The global pandemic has accelerated economic inequality and appears to have 
worsened political divisions in some countries, trends that could continue to 
create geopolitical tensions and influence markets in 2021.

U.S.-China Relations Could Remain Contentious: President-elect Joe Biden 
will have to decide whether and how to challenge Beijing on trade, intellectual 
property (IP) rights, human rights, and other issues.

Control of IP is likely to remain a key battleground, says Chief Investment Officer 
of International Equity Justin Thomson. “The battle for dominance over the 
next generation of technology is one that neither side feels it can afford to lose,” 

he explains. However, while the IP conflict poses potential economic risks, 
Thomson adds, it also could create new opportunities for investors as China seeks 
to develop its own supply chains, including an onshore semiconductor industry.

Stimulus Could Determine Strength of Labor Markets: The pandemic had 
a devastating impact on global labor markets, pushing both temporary and 
permanent job losses sharply higher.

If new vaccines and continued fiscal and monetary stimulus support a return to 
more normal economic conditions in 2021, a key question—one with significant 
political implications—will be how quickly global labor markets improve as a result.

As of October 31, 2020.
Sources: Haver Analytics and U.S. Department of Labor.
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In a market defined by  
new normalities, be active, 
look forward, and invest  
on the right side of change.

Change is the investor’s only certainty.
Thomas Rowe Price, Jr.  
(1898–1983)
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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.

This information is not intended to reflect a current or past recommendation concerning 
investments, investment strategies, or account types, advice of any kind, or a solicitation of an offer 
to buy or sell any securities or investment services. The opinions and commentary provided do not 
take into account the investment objectives or financial situation of any particular investor or class 
of investor. Please consider your own circumstances before making an investment decision. 

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 
December 2020 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. 

Investing in technology stocks entails specific risks, including the potential for wide variations in 
performance and usually wide price swings, up and down. Technology companies can be affected 
by, among other things, intense competition, government regulation, earnings disappointments, 
dependency on patent protection and rapid obsolescence of products and services due to 
technological innovations or changing consumer preferences. 

Fixed-income securities are subject to credit risk, liquidity risk, call risk, and interest-rate risk. As 
interest rates rise, bond prices generally fall. 

Growth stocks tend to be more volatile than certain other types of stocks, and their prices may 
fluctuate more dramatically than the overall stock market.

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. 

The value approach to investing carries the risk that the market will not recognize a security’s intrinsic 
value for a long time or that a stock judged to be undervalued may actually be appropriately priced. 

T. Rowe Price Investment Services, Inc., distributor.

© 2020 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.

Additional Disclosures 
Bloomberg PORT—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.

Haver Analytics—(Ministry of Health, Labour & Welfare, Statistical Office of the European 
Communities, Bureau of Labor Statistics, U.S. Bureau of Labor Statistics, U.S. Bureau of Economic 
Analysis, European Central Bank, Standard & Poor’s Bureau of Economic Analysis, Federal Reserve 
Board, Tax Policy Center and Citizens for Tax Justice, China National Bureau of Statistics, Bank of 
Korea)/Haver. 

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 © 2020, J.P. Morgan Chase & Co. All rights reserved. 

MSCI—MSCI and its affiliates and third party sources and providers (collectively, “MSCI”) makes no 
express or implied warranties or representations and shall have no liability whatsoever with respect 
to any MSCI data contained herein. The MSCI data may not be further redistributed or used as a 
basis for other indices or any securities or financial products. This report is not approved, reviewed, 
or produced by MSCI. Historical MSCI data and analysis should not be taken as an indication or 
guarantee of any future performance analysis, forecast or prediction. None of the MSCI data is 
intended to constitute investment advice or a recommendation to make (or refrain from making) any 
kind of investment decision and may not be relied on as such. 

S&P—Copyright © 2020, 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.

Get our best ideas for managing to the other side at troweprice.com/marketoutlook.
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