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KEY INSIGHTS
■■ We analyzed the performance of various asset classes across five economic
phases: recovery, expansion, slowdown, downturn (not recessionary), and
downturn (recessionary).
■■

■■

Our analysis shows that stocks outperformed high yield bonds across all
economic phases and that risk products generally performed most strongly
during the recovery phase.

Aadish Kumar
International Economist

Currencies performed most strongly during the expansion phase, while U.S.
government bonds and gold delivered positive returns across all phases.

F

inancial assets perform differently
in different phases of the
economic cycle. Consequently,
investors will likely adjust their portfolios
over time in accordance with changing
circumstances and expectations. This
requires making assumptions about
how individual assets will perform at
different stages of the cycle. But how
can we be sure these assumptions are
correct—and which assets are needed
to meet individual changes given the
economic outlook?

With the global economy under
significant and unprecedented
pressure arising from the coronavirus
pandemic and financial assets
experiencing heightened volatility,
we looked for patterns of cyclical
performance that may provide a
guide for prospects for individual
asset classes.

Understanding Patterns of Asset
Class Performance Across an
Economic Cycle
To determine how assets have performed
historically in different phases of
the economic cycle, we defined the
economic cycle using the US Institute for
Supply Management (ISM) Manufacturing
PMI Index from 1960. We smoothed the
series by using a symmetrical moving
average and broke it down into five
economic phases: recovery, expansion,
slowdown, downturn (not recessionary),
and downturn (recessionary) (see
Figure 1). We divided the downturn
category into not recessionary and
recessionary downturns to examine the
differences in performance of assets
based on the severity of the slowdown.
We defined each phase as follows:
■■

Recovery: From when the ISM begins
to move up from a trough
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The Five Economic Phases
(Fig. 1) The US ISM Manufacturing PMI Index, March 1960 to May 2020
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Source: Institute for Supply Management/Haver Analytics.

■■

■■

■■

The S&P 500 Index
outperformed
high yield excess
returns in each
economic phase...

Expansion: From when the ISM rises
above 52 and continues upward
Slowdown: From when the ISM begins
to fall from a peak to around 52
Downturn (recessionary and
not recessionary): From when
the ISM falls below 52 and
continues downward

For performance within each phase, we
used the month‑on‑month return (i.e.,
month’s return compared to the previous
month) of the following asset classes and
indices in each of those phases: the S&P
500 Total Return Index, 10-Year Treasury
Note Constant Maturity Total Return Index
and Three-Year Treasury Note Constant
Maturity Total Return Index, industrial
metals, gold, investment‑grade excess
return, high yield excess return, emerging
market currencies, and advanced market
currencies.1 Finally, we aggregated the
performance of each asset class to
determine its mean annualized return in
each phase of the economic cycle.
Figure 2 shows the performance
trajectories of each of the asset classes
across their full history. As the data
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available for each asset class cover
different time periods, each asset
class is shown in a separate chart.
The important point these charts
demonstrate is how each asset has
historically performed at each stage of
the economic cycle.
Asset Classes Compared—Pinpointing
Trends Across the Same Time Frame
For a more direct comparison of
asset class performance trends, it
is necessary to review the data over
common time periods. Figure 3
compares the performance of several
assets from August 1988 to May 2020.
It shows that:
■■

The S&P 500 Index outperformed
high yield excess returns in
each economic phase, including
recessions. This probably will
come as a surprise to anybody
who experienced the major S&P
500 drawdowns of 2002 and
2008–2009. However, a closer
look at the performance of the S&P
500 shows that its performance in
recent recessions has been very
poor by historic standards and that

Industrial metals uses the Commodity Research Bureau Spot Metals Index; gold uses the Gold spot price from Bloomberg; investment-grade excess
return uses the Bloomberg Barclays US Agg Corporate Excess Return series; high yield excess return uses the Bloomberg Barclays US Corporate
High Yield Excess Return series; emerging market currencies uses the MSCI Emerging Markets Currency Index; advanced market currencies is
calculated using the the Nominal FRB Advanced Foreign Economies Trade-Weight Dollar Index.
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Asset Class Performance Varied Widely During Different Phases
(Fig. 2) How stocks, credit, metals, U.S. government bonds, and gold performed over time
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1
The excess returns are to U.S. Government Bonds.
Sources: U.S. Treasury, Bloomberg Finance L.P., Federal Reserve Board, Standard & Poor’s, and Commodity Research Bureau/Haver Analytics.

Emerging market
currencies
typically benefit
from carry and
delivered their best
returns during the
expansion phase.
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However, the S&P 500 return in a not
recessionary downturn was positive.

over the longer term, recessions
have had a less severe impact on
the S&P 500 Index.2
■■
■■

■■

■■

Risk and spread assets such as the S&P
500, investment grade, and high yield
performed best in the recovery phase.
Metals performed best in the
expansion phase—suggesting that
industrial metals are impacted
more by real economic activity
than expectations.
High yield and investment‑grade
credit excess returns were negative
in downturns irrespective of whether
they were recessionary or not.

Investment‑grade credit was the only
asset class out of the four with negative
returns during the slowdown and
downturn phases.

Figure 4 illustrates the performance
of gold and currencies from
November 1997 to May 2020.
Emerging market currencies typically
benefit from carry and delivered their
best returns during the expansion phase.
They also delivered positive returns
in all stages apart from recessionary
downturns. These positive returns were

It is important to note that our analysis does not measure drawdowns from the peak to the trough of the business cycle; it measures the
month‑on‑month return of the asset in each of the five economic phases described above. Peak-to-trough drawdowns can extend over several
economic phases and, therefore, tend to be more severe than drawdowns in each phase.
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The S&P 500 Outperformed High Yield Across All Economic Phases
(Fig. 3) Equities, credit, and industrial metals, August 1988 to May 2020
Not Recessionary
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due to carry as spot returns were close to
zero, or negative in some cases.
In advanced economy foreign exchange,
carry is less important and so is excluded
from our analysis. Like emerging
market currencies, advanced economy
currencies performed best during the
expansion phase of the cycle. There
was a clear distinction between returns
for advanced economy currencies in
recessionary and not recessionary

downturns, indicating that advanced
economy currencies performed positively
in a less severe U.S. downturn but not
when there was a recession.
Gold delivered positive returns during all
phases and performed best during the
recessionary downturn. It is notable that
gold’s worst performance was in the not
recessionary downturn, indicating that
the severity of the slowdown was a key
determinant in its performance.

Emerging Market Currency Performance Was Driven by “Carry” Effect
(Fig. 4) Currencies and gold, November 1997 to May 2020
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U.S. Treasuries and Gold Delivered Positive Returns Across the Cycle
(Fig. 5) Government bonds and gold, January 1970 to May 2020
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Figure 5 illustrates the performance
of gold and U.S. government bonds
from January 1970 to May 2020. Like
gold, government bonds delivered
positive performance during all phases
of the economic cycle due to the very
long bull market in fixed income. It is
noteworthy that recovery was not the
worst phase for government bonds even
though it was the best phase for the
S&P 500. Perhaps most surprising is the
stronger performance of U.S. 10‑year
total returns in downturns that were not
recessionary versus downturns which
were recessionary. While gold performed
better than government bonds during the
slowdown phase, bonds performed more
strongly during the downturn phase.
Positioning for the Recovery
There is currently a high degree of
uncertainty over the global economy.
There is no clear indication of when the
coronavirus will end, or its long‑term
impact on markets. At present, we are in
the downturn (recessionary) phase of the
economic cycle, but it is difficult to know
how long this will last or how quickly
markets will recover when it ends. The
picture should become clearer over the
coming weeks and months. When it does,
understanding which assets are likely
to perform best in the next phase of the

economic cycle can make a significant
difference to portfolio performance.
As economies begin to open up, we will
enter the recovery phase of the economic
cycle. This phase has traditionally
been the best for risk assets, indicating
allocations in stocks over high yield and
investment‑grade credit. Emerging market
currencies also performed strongly in this
phase. However, allocations in advanced
market currencies should be delayed
as returns were notably higher in the
expansion phase. This should coincide
with a rotation out of government bonds
and gold, which may enter a period
of lower returns compared with the
downturn (recessionary) phase. The
analysis also indicates that significant
allocations in industrial metals would
likely be premature given that metals
performed significantly better in the
expansion phase.
We believe the analysis and the
results provide the foundation for
decision‑making, which can be
supplemented with the assessment of
valuations and technicals for each asset
class. However, the situation remains
uncertain, so we are watching closely for
further developments in the impact of
the coronavirus and the responses from
central banks and governments.
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W H AT W E ’ R E WATC H I N G N E X T
As the impact of the coronavirus is felt by economies across the world
over the next few months, we will be monitoring developments closely
for signs for when the next phase of the economic cycle is likely to begin.
This may not become apparent for a while yet, but the next phase will
bring risks and opportunities, and we believe it will be important to act
quickly to position portfolios accordingly.

6

T. Rowe Price focuses on delivering investment management
excellence that investors can rely on—now and over the long term.
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 in Hong Kong 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.
Indonesia—This material is intended to be used only by the designated recipient to whom T. Rowe Price delivered; it is for institutional use only. Under no circumstances
should the material, in whole or in part, be copied, redistributed or shared, in any medium, without prior written consent from T. Rowe Price. No distribution of this material to
members of the public in any jurisdiction is permitted.
Korea—This material is intended only to Qualified Professional Investors upon specific and unsolicited request and may not be reproduced in whole or in part nor can they be
transmitted to any other person in the Republic of Korea.
Malaysia—This material can only be delivered to specific institutional investor upon specific and unsolicited request. The strategy and/or any products associated with the
strategy has not been authorised for distribution in Malaysia. This material is solely for institutional use and for informational purposes only. This material does not provide
investment advice or an offering to make, or an inducement or attempted inducement of any person to enter into or to offer to enter into, an agreement for or with a view
to acquiring, disposing of, subscribing for or underwriting securities. Nothing in this material shall be considered a making available of, solicitation to buy, an offering for
subscription or purchase or an invitation to subscribe for or purchase any securities, or any other product or service, to any person in any jurisdiction where such offer,
solicitation, purchase or sale would be unlawful under the laws of Malaysia.
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.
Philippines—THE STRATEGY AND/ OR ANY SECURITIES ASSOCIATED WITH THE STRATEGY BEING OFFERED OR SOLD HEREIN HAVE NOT BEEN REGISTERED
WITH THE SECURITIES AND EXCHANGE COMMISSION UNDER THE SECURITIES REGULATION CODE. ANY FUTURE OFFER OR SALE OF THE STRATEGY AND/ OR
ANY SECURITIES IS SUBJECT TO REGISTRATION REQUIREMENTS UNDER THE CODE, UNLESS SUCH OFFER OR SALE QUALIFIES AS AN EXEMPT TRANSACTION.
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.
Taiwan—This does not provide investment advice or recommendations. Nothing in this material shall be considered a solicitation to buy, or an offer to sell, a security, or any
other product or service, to any person in the Republic of China.
Thailand—This material has not been and will not be filed with or approved by the Securities Exchange Commission of Thailand or any other regulatory authority in Thailand.
The material is provided solely to “institutional investors” as defined under relevant Thai laws and regulations. No distribution of this material to any member of the public in
Thailand is permitted. Nothing in this material shall be considered a provision of service, or a solicitation to buy, or an offer to sell, a security, or any other product or service, to
any person where such provision, offer, solicitation, purchase or sale would be unlawful under relevant Thai laws and regulations.
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.
ID0003267 (06/2020)
202005‑1172667

7

