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KEY INSIGHTS

= Global high yield bonds offer potentially attractive yields, with better value and
opportunities in Europe.

Mike Della Vedova
Co-portfolio Manager, Global High
Income Bond Strategy

= Default rates are not expected to return to peaks of the past, even if we enter an
economic downturn, given strong corporate balance sheets.

= \We believe the asset class is well positioned to navigate volatility as credit
concerns potentially gain momentum.

lobal high yield bonds relatively healthy as many companies

continue to look attractive secured low-cost funding in 2020 and

given robust corporate 2021, and this could help keep default
fundamentals and yields that are rates low this year despite economic
around their highest levels in many growth slowing. The need for new
years. Corporate balance sheets are issuance in 2023 is likely to be low,
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Attractive income
opportunities
are available for
investors with

an appropriate
investment

time horizon.

which is also supportive. These factors
should sustain the asset class despite
the potential for volatility driven by
sticky inflation, slowing growth, and
banking sector worries.

Here, we delve into four key themes
shaping activity and performance in the
global high yield credit space.

1. Attractive Yields

The sharp rise in government bond
yields in 2022 propelled yields on
global high yield corporate bonds
materially higher, reaching almost
10% last October. Although yields are
off the highs, we believe they remain
compelling, with the yield in the asset
class currently above 8%'—a level
rarely seen in the past decade, as
demonstrated in Figure 1.

Attractive income opportunities

are available for investors with an
appropriate investment time horizon.
In particular, we see discounted bonds
benefiting from a pull to par (their
original face value) as they get closer

to maturity, providing potential capital
appreciation opportunities. Though low,
the duration? aspect of high yield bonds
may also provide some diversification
as central banks near the end of their
tightening cycles.

By region, we see value in Europe at
present despite its challenging growth
outlook. European high yield bonds
have underperformed U.S. high yield
bonds in the last two years and are,
therefore, priced cheap considering their
higher-quality composition and lower
exposure to cyclical markets such as
commodities. Furthermore, Europe’s
market is younger and less mature than
the U.S. market,® meaning it potentially
offers more opportunities for price and
information discovery.

2. Balance Sheets Look Healthy

Companies are underpinned by robust
fundamentals at present. Cash ratios
(a measure of liquidity that shows

a company’s ability to cover its
short-term obligations) remain strong,
while leverage ratios (which show

Today’s Yields Have Rarely Been Observed Over the Last 10 Years
(Fig. 1) Yield to worst of global high yield since April 2013
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Past performance is not a reliable indicator of future performance.
Global high yield market represented by the ICE BofA Global High Yield Index.

Source: ICE BofA (see Additional Disclosures).

Yield data subject to change, is for illustrative purposes only and is not indicative of any specific investment. Investors cannot

invest directly in an index.

" Yield to worst as of April 30, 2023, for the ICE BofA Global High Yield Index (see Additional Disclosures). Yield to worst is the
lowest potential yield that can be realized on a bond without the issuer defaulting.
2 Duration measures a bond’s sensitivity to changes in interest rates.

3 Based on data as of April 30, 2023. Sources: European High Yield represented by the ICE BofA European Currency High Yield
Const. ex Sub, and Fin Index. U.S. high yield represented by the J.P. Morgan Domestic High Yield Index.
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We expect
technical factors to
remain supportive.

how much of a company’s capital
comes from debt) are relatively low.

As a result, corporate balance sheets
are generally in a relatively healthy
state, which should help keep defaults
low this year. It’s also important to
remember that companies tend to have
debt with varying maturities spread over
multiple years, so the impact of the rise
in interest rates is not immediate—it’s
smoothed out over time.

Looking further ahead, we are mindful
that slowing growth could impact
businesses and weigh on profit margins
later this year and into 2024. Therefore,
it's possible that fundamentals may
start to deteriorate, but it's important to
remember that the starting point is from
a position of strength. Overall, we feel that
defensive sectors, including less cyclical
health care companies, and sectors like
European telecoms will likely fare better
in a weaker growth environment.

3. Lack of Supply and Strong
Demand Likely to Persist

We expect technical factors to remain
supportive. Many high yield companies
took advantage of attractive funding
conditions in 2020 and 2021 to push
out their maturity profiles further

in time, with the bulk of maturities

coming after 2025. Therefore, most
companies do not need to issue new
bonds or refinance this year, creating

a lack of supply on the primary market.
With high cash levels on balance sheets
and limited new issuance, we expect
the select few that come to market to
be met with strong demand, particularly
amid elevated cash flow.

4. Volatility Remains a Challenge

It's important to be mindful that the
asset class is likely to experience
volatility. Markets and investors are
currently grappling with several
challenges, including stubbornly high
inflation, slowing economic growth, and
banking sector concerns. We expect
that the balance of risks will start to shift,
however, from macro concerns to credit
volatility as slowing growth is likely to
put pressure on company profit margins.
Against this backdrop, security selection
is imperative.

Overall, volatility is to be expected in
the months ahead, but the asset class
is well positioned to navigate it, in our
view. We believe there remain ample
opportunities to generate value and
capitalize on the attractive all-in yields,
but security selection is crucial.

Additional Disclosures

ICE Data Indices, LLC (“ICE DATA”), is used with permission. ICE DATA, ITS AFFILIATES AND THEIR RESPECTIVE THIRD
PARTY SUPPLIERS DISCLAIM ANY AND ALL WARRANTIES AND REPRESENTATIONS, EXPRESS AND/OR IMPLIED,

INCLUDING ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, INCLUDING
THE INDICES, INDEX DATA AND ANY DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM. NEITHER ICE DATA,
ITS AFFILIATES NOR THEIR RESPECTIVE THIRD-PARTY SUPPLIERS SHALL BE SUBJECT TO ANY DAMAGES OR LIABILITY
WITH RESPECT TO THE ADEQUACY, ACCURACY, TIMELINESS OR COMPLETENESS OF THE INDICES OR THE INDEX DATA
OR ANY COMPONENT THEREOF, AND THE INDICES AND INDEX DATA AND ALL COMPONENTS THEREOF ARE PROVIDED
ON AN “AS IS” BASIS AND YOUR USE IS AT YOUR OWN RISK. ICE DATA, ITS AFFILIATES AND THEIR RESPECTIVE
THIRD-PARTY SUPPLIERS DO NOT SPONSOR, ENDORSE, OR RECOMMEND T. ROWE PRICE OR ANY OF ITS PRODUCTS
OR SERVICES.

Fixed-income securities are subject to credit risk, liquidity risk, call risk, and interest-rate risk. As interest rates rise, bond prices
generally fall. Investments in high-yield bonds involve greater risk of price volatility, illiquidity, and default than higher-rated
debt securities.

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. Diversification
cannot assure a profit or protect against loss in a declining market.
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T. Rowe Price focuses on delivering investment management
excellence that investors can rely on—now and over the long term.

T.RowePrice’

Important Information

Where securities are mentioned, the specific securities identified and described are for informational purposes only and do not
represent recommendations.

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, 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. Investment involves risks. 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.

Hong Kong—Issued 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 (“SFC”). This material has not been
reviewed by the SFC.

Singapore—Issued by T. Rowe Price Singapore Private Ltd. (UEN 201021137E), 501 Orchard Road, #10-02 Wheelock Place,
Singapore 238880. T. Rowe Price Singapore Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. This
advertisement or publication has not been reviewed by the Monetary Authority of Singapore.
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