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T. ROWE PRICE INSIGHTS
ON GLOBAL FIXED INCOME

How a Recession Will 
Impact Bond Markets
Treasury yields may hit a bottom and credit spreads 
could peak very soon.

FOR INVESTMENT PROFESSIONALS ONLY. NOT FOR FURTHER DISTRIBUTION.

A ll indications are that the 
coronavirus pandemic will 
hit the global economy hard. 

A worldwide recession has probably 
already started. However, it will likely 
be unique for being the deepest in 
decades while also potentially being 
the shortest.

In the past, fixed income markets have 
been reasonably good at locating the 
bottom of a recession. December 2008, 
for example, registered the greatest 
monthly contraction in economic 
activity during the global financial 
crisis, and during the same month, 
U.S. Treasury yields bottomed and 
credit spreads peaked. Similarly, 
October 2001 saw the greatest monthly 
contraction during the 2001 recession, 
and just a few days into the next month, 
Treasury yields hit their lowest point and 
spreads hit their highest. 

This time, we are not facing a typical 
economic slowdown. In the past, the 
biggest declines in activity tended to 
occur at the end of recessions; on 
this occasion, it is likely that the most 
severe part of the slowdown is already 
occurring. Essentially, everything is 
being front‑loaded, which for fixed 
income markets means that core bond 
yields could reach a bottom and credit 
spreads may peak in the next few 
weeks—if they haven’t already.

It is important to remember that multiple, 
big fiscal support packages are on 
their way and look set to far exceed 
those launched during the global 
financial crisis. From the U.S. to Australia, 
almost all governments in developed 
markets—as well as several emerging 
market governments—have unveiled 
stimulus measures over the past few 
weeks. While these may take time to be 
enacted and work through the system, 
the support is welcome and should help 
to mitigate the impact of defaults. 

Central banks are also doing their bit to 
support economies with a raft of interest 
rate cuts and new quantitative easing 
programs. This combination of central 
bank easing and government fiscal 
stimulus is essentially “helicopter money” 
as it pumps money directly into the 
private sector. This should drive a large 
increase in money supply over the next 
few months. 

This combination of 
central bank easing 
and government 
fiscal stimulus 
is essentially 
“helicopter money” 
as it pumps money 
directly into the 
private sector.

Ken Orchard 
Portfolio Manager

March 2020



2

While several corporate sectors face 
severe disruption and might bleed 
money in the current environment, 
household cash balances could 
potentially rise significantly in the next 
few months. Much of this money will 
initially be in bank deposits and money 
funds, but when confidence returns it 
should make its way into riskier assets, 
such as credit and emerging markets. 

U.S. investment‑grade corporate bonds 
offer attractive investment opportunities 
as spreads in this sector have widened 
significantly and, in some instances, 
curves have inverted. In many cases, 
the dislocations appear to be driven by 
forced selling and not necessarily by 
fundamentals. The dispersion of traders 

given “work from home” protocols have 
contributed to the strained liquidity 
conditions. On the positive side, the 
Federal Reserve has announced that it 
will begin purchasing investment‑grade 
rated corporate bonds, which is 
supportive for the sector. 

Interest rates at or below zero in most 
major economies should support the 
reach for yield in fixed income markets 
over the coming weeks and months. 
Riskier segments such as credit markets 
will recover, although this path might 
not always be smooth given the strained 
liquidity conditions and the likelihood 
that volatility might remain elevated for 
some time.

Interest rates at 
or below zero 
in most major 
economies should 
support the reach 
for yield in fixed 
income markets.
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T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 
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