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THE RECEDING PROSPECT OF  

GLOBAL TIGHTENING  
 

If you are waiting for the next global tightening cycle, don’t hold 

your breath.  

Among the world’s major central banks, the U.S. Federal Reserve 

(Fed) had been leading the global charge to raise rates. But the 

Fed, the European Central Bank and the Bank of Japan have put 

rate hikes on hold—with each signaling an increased likelihood of 

easing. A global tightening cycle—which was on the near-term 

horizon a year ago—now looks to be at least 12--18 months away 

at the earliest. However, even this is not certain. 

 

Preconditions to rate hikes  

We think three economic and financial conditions must be met 

before central banks can even begin thinking about hiking rates 

again. What’s more, how and when these conditions are met will 

have significant implications for global bond markets and fixed 

income investment strategies.  

The first is that we will have to see a stabilization in economic 

growth, particularly in China, core Europe and the U.S. Only when 

growth has plateaued in these economies will we begin to see wage 

inflation stoking consumer inflation. But with global growth heading 

downward, the bottom of this cycle still looks some way off. And 

until we reach the bottom, rates are not going to start climbing 

again. 

The second precondition is accommodative financial conditions. At 

the end of 2018, market volatility caused credit spreads to 

increase, as equity markets plummeted. This increased the cost of 

borrowing for corporations and households, while also reducing 

their confidence in investing.  
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Although conditions improved in the first quarter of 2019, there needs to be tighter credit spreads 

and stronger equity markets to give the economy a boost via improved borrowing and investment 

conditions. As of mid-June, spreads on investment--grade corporate bonds in the U.S., for 

example, were around 1.25%. This is well above the tighter 0.85% spread seen in 2018. With 

economic conditions shaky, lower borrowing costs could help encourage companies in areas such 

capital expenditures and hiring.  

Finally, we need to see inflation rise above 2% for a sustained period, probably for a few quarters. 

With U.S. inflation currently at 1.9%, this perhaps looks more likely in the U.S. than in Europe 

where eurozone inflation is 1.5%.  

Clearly, the goalposts have moved for central banks in the past year and meeting these conditions 

has become more, not less, challenging. We think, therefore, that it is going to take several more 

quarters before central banks can even begin to consider tightening again.  

 

Then what? 

When the next global tightening cycle eventually comes, caution will be essential, as companies 

with more leveraged balance sheets will find that environment more challenging.  

If it’s a coordinated cycle, investors could consider shifting their exposure to countries that are 

closer to the end of their rate-hiking cycle. Based on current cycles, this will probably involve 

moving from European to U.S. investment-grade bonds.  

In the best-case scenario for growth, the next wave of interest rate hikes wouldn’t resume until 

2020, but it could certainly take significantly longer for this cycle to begin. And if the growth 

outlook continues to deteriorate, we see the the Fed cutting rates as soon as the next (July) Open 

Market Committee meeting. This slowing growth cycle has not bottomed out yet, and interest 

rates will not start to resume their upward trend until this bottom has been reached.  

For the rest of this year, we will be looking for signs that corporate investment and industrial 

activity—both subdued amid fears of global trade wars—are starting to pick up again. For 

example, if global air freight data, which has been declining for over a year, starts to stabilize or 

even rebound, then that will be an encouraging sign.  

But with many risks and uncertainties remaining, above all, investors in fixed income markets 

need to stay watchful and nimble.  
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Past performance does not guarantee future results. 

The views expressed are as of the date given, may change as market or other conditions change and may differ from views 

expressed by other Columbia Management Investment Advisers, LLC (CMIA) associates or affiliates. Actual investments or 

investment decisions made by CMIA and its affiliates, whether for its own account or on behalf of clients, may not necessarily reflect 

the views expressed. This information is not intended to provide investment advice and does not take into consideration individual 

investor circumstances. Investment decisions should always be made based on an investor's specific financial needs, objectives, 

goals, time horizon and risk tolerance. Asset classes described may not be suitable for all investors. Since economic and market 

conditions change frequently, there can be no assurance that the trends described here will continue or that any forecasts are 

accurate. Information provided by third parties is deemed to be reliable but may be derived using methodologies or techniques that 

are proprietary or specific to the third-party source. 

 

This document and the information contained herein is for informational purposes only and should not be considered a solicitation 

or offer of any investment product or service to any person in any jurisdiction where such solicitation or offer would be unlawful. 
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Columbia Threadneedle Investments (Columbia Threadneedle) is the global brand name of the Columbia and Threadneedle group of 

companies.  

Columbia Management Investment Advisers, LLC is an investment adviser registered with the U.S. Securities and Exchange 

Commission.   
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