T. ROWE PRICE INSIGHTS
ON FIXED INCOME

The Case for High Yield

Improved credit quality and attractive yields
support the asset class.

KEY INSIGHTS
= The global high yield market has performed well across different market
cycles, thanks to high coupons and a return to par at maturity.

= |ssuer fundamentals have remained resilient despite the challenging
macro backdrop.

= Improved credit quality is paired with the most attractive yields available
in over a decade.

WHY HIGH YIELD BONDS? yield market has only experienced
Has Produced Durable Returns seven calendar years of negative returns.
Over Time Perhaps even more impressive is that

there have never been two consecutive
years of negative returns in the asset
class covering 40 years (Fig. 1).

Global high yield bonds have broadly
performed favorably across different
market cycles. Since 1980, the high

High Yield Bond Annual Returns
(Fig. 1) Only seven negative return years since 1980.
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Past performance is not a reliable indicator of future performance.

Source for annual returns data: J.P. Morgan Global High Yield Index. Please refer to Additional Disclosure
for further source information.
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Following years of negative returns, the
asset class usually experienced years
of either outsized gains or several years
of modest returns. This resilient return
pattern is simply due to “bond math.”
The high yield market may experience
bouts of weakness, resulting in lower
dollar prices; however, it still generates
high coupons, and eventually bonds
are pulled to par as they near maturity,
fortifying the returns recovery.

Leveraged Credit Has Generated
Compelling Risk-Adjusted Returns

While return is certainly an important
consideration when evaluating an asset
class, volatility must also be evaluated.
The Sharpe ratio, which measures return
in excess of the risk-free rate, per unit
of standard deviation, can be a useful
metric to compare risk-adjusted returns
across asset classes. Over the last

10 years, high yield bonds have had the
second-highest risk-adjusted returns,
trailing only below investment-grade

bank loans (Fig. 2). Consequently,

we believe that investors have been
fairly compensated for the additional
performance risk when moving to below
investment-grade credits.

Low Default Rate Profile

Although the macro backdrop remains
challenging for risk assets, high yield
fundamentals continue to be resilient.
Since the global financial crisis (GFC),
high yield market new issuance has
been dominated by refinancings as
issuers capitalized on historically low
interest rates. Additionally, record
capital markets activity in 2020 and
2021 (post-COVID drawdown) at cheap
financing rates strengthened balance
sheet liquidity and increased interest
coverage metrics to peak levels. The
high yield default rate marginally
increased to 1.6% in June 2023 from
0.8% in December 2022 but remains
well below its long-term average of 3%
(Fig. 3).

Statistics Across the Markets

(Fig. 2) High yield compares favorably to other segments.

B 10-Year Annualized Return ® 10-Year Annualized Volatility ¢ 10-Year Sharpe Ratio

9 8.4 0.8
< 8
X
g é ’ < i 0.4 63 04 2
© <® 0.3 0.3 R}
() =
e 5 45 @ @ 0-2’\3 0.2’4-9 0.2’ ot 3
N4 ; L > by
5 3 2. o1 28 00 £
. o

£ I 1518 18 I 15 1.3 11 10

1 I

0 I : - -0.4

0(\\ @ro O%OOKQ @@(‘9 &\QFO \{g‘}' O\G
Q) s & <b° & 5

~l~\’ Q be Lp O o X @ ) Gl

S 3 P @ ; S X A /\\

S & & O S
Q QO @ X \Q\ @ N &

& % & & P o
O N} ;}é‘ & \
¥ N

As of June 30, 2023.

Past performance is not a reliable indicator of future performance.

Bloomberg Indices: U.S. Treasuries: US Treasury Index; Treasury Inflation-Protected Securities (TIPS):

US TIPS Index; ABS: Asset-Backed Securities Index; MBS: U.S. Mortgage-Backed Securities Index;
CMBS: CMBS ERISA Eligible Index; U.S. Aggregate: U.S. Aggregate Bond Index; Agencies: U.S. Agencies
Index; U.S. Corp. Investment-Grade: U.S. Corporate Investment Grade Index; Muni: Municipal Index.
Emerging Markets represented by J.P. Morgan Global Emerging Markets Bond Index; Emerging
Corporate Bonds represented by J.P. Morgan CEMBI Broad Diversified Index; Bank Loans represented
by the S&P Performing Loan Index; High Yield Bonds represented by the J.P. Morgan Global High Yield
Index. Please refer to Additional Disclosure for further source information.
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Global High Yield Market Default Rates

(Fig. 3) Defaults are running below the historical average.
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WHY HIGH YIELD BONDS NOW?

Evolution to a Higher Credit
Quality Market

The current high yield market is
drastically improved compared with the
GFC in terms of credit quality. Using

the Credit Suisse High Yield index

as a proxy, the high yield market has
migrated up considerably in credit
quality since the GFC. In 2007, only 37%
of the index had at least one BB rating;
today, that figure is roughly 60% (Fig. 4).
Partially the result of record fallen angel
volume (USD 240 billion) entering high
yield in 2020, the average company in
the high yield market has a larger market
cap and generates more free cash flow
today than prior to the GFC. Therefore,

we feel the asset class is in a position
of strength should the economic
outlook weaken.

Today’s Yields Have Rarely Been
Observed Over the Last 10 Years

Rate and credit spread volatility since
the first quarter of 2022 have resulted

in attractive yields and dollar discounts
not seen since the GFC, attributed to
unprecedented quantitative tightening
and related recession fears. As of

June 30, 2023, the yield to worst on the
J.P. Morgan Global High Yield Index was
north of 9%. This is well above the average
level of 6.86% observed over the last

10 years (Fig. 5). Considering the credit
quality of the market is much higher today,
the absolute yield on the asset class

BB Composition of the High Yield Market
(Fig. 4) High yield credit quality has steadily improved.
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Source: Credit Suisse. High Yield Market is represented by the Credit Suisse High Yield Index. Please
refer to Additional Disclosure for further source information.
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Yield to Worst of the High Yield Market
(Fig. 5) Attractive yields given higher credit quality.
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Past performance is not a reliable indicator of future performance.

The Yield of the High Yield market is represented by the J.P Morgan Global High Yield Index.
Source: J.P Morgan. Please refer to Additional Disclosure for further source information.

screens attractive, especially compared market had similar yield levels and what

with similar dislocation levels during forward, or subsequent, returns looked
the energy crisis (2015-2016) and like. Since 2012, the high yield market
the pandemic sell-off, where both the has crossed the 9% yield threshold five
quality and fundamentals of the market times. In each instance, the one-year
were lower than levels observed today. forward return picture has been in the
mid-double-digit range (Fig. 6). Since
Yields Indicate Attractive Valuation 2012, the median 12-month forward
While we cannot predict future returns returns have been in double digits when
from current yields, we can use history yields in the market have exceeded 7%.

as a baseline for when the high yield

Historical Global High Yield Returns Once Yields Reached
Various Thresholds
(Fig. 6) History provides a baseline for similar yields.
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Past performance is not a reliable indicator of future performance.

Returns since January 1, 2012. Performance periods shown once index yields moved through the yield
threshold and had not been at that level for the preceding 30 business days.

Global High Yield Market represented by the J.P. Morgan Global High Yield Index. Please refer to
Additional Disclosure for further source information.
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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’

Additional Disclosure

J.P. Morgan-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 © 2023, J.P. Morgan Chase & Co.
All rights reserved.

Credit Suisse-© 2023 CREDIT SUISSE GROUP AG and/or its affiliates. All rights reserved.

CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.

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.

DISCLOSURE CONTINUES ON THE FOLLOWING PAGE.
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T.RowePrice’

Important Information (cont.)

Australia—Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place, Sydney NSW
2000, Australia. For Wholesale Clients only.

Brunei—This material can only be delivered to certain specific institutional investors for informational purpose only. Any strategy and/or any products associated
with the strategy discussed herein 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.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd which is regulated by the Dubai Financial Services Authority as a
Representative Office. For Professional Clients only.

EEA—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.a 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. Not for further distribution.

Mainland China—This material is provided to qualified investors only. No invitation to offer, or offer for, or sale of, the shares will be made in the mainland of the
People’s Republic of China (“Mainland China”, not including the Hong Kong or Macau Special Administrative Regions or Taiwan) or by any means that would be
deemed public under the laws of the Mainland China. 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 Mainland China. The strategy and/or any product associated with the
strategy may only be offered or sold to investors in the Mainland China that are expressly authorized under the laws and regulations of the Mainland China to buy and
sell securities denominated in a currency other than the Renminbi (or RMB), which is the official currency of the Mainland China. Potential investors who are resident in
the Mainland China are responsible for obtaining the required approvals from all relevant government authorities in the Mainland China, 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 Mainland China, or nationals with permanent residence in the Mainland China, or to any corporation, partnership, or other entity incorporated or established in the
Mainland China.

Malaysia—This material can only be delivered to specific institutional investor. 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 by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place, 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—ANY STRATEGY AND/ OR ANY SECURITIES ASSOCIATED WITH THE STRATEGY BEING DISCUSSED 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 by T. Rowe Price Singapore Private Ltd. (UEN: 201021137E), 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—Issued in South Africa by T. Rowe Price International Ltd (TRPIL), Warwick Court, 5 Paternoster Square, London EC4M 7DX, is an authorised financial
services provider under the Financial Advisory and Intermediary Services Act, 2002 (Financial Services Provider (FSP) Licence Number 31935), authorised to
provide “intermediary services” to South African Investors. TRPIL's Complaint Handling Procedures are available to clients upon request. The Financial Advisory and
Intermediary Services Act Ombud in South Africa deals with complaints from clients against FSPs in relation to the specific services rendered by FSPs. The contact
details are noted below: Telephone: +27 12 762 5000, Web: www.faisombud.co.za, Email: info@faisombud.co.za

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, Warwick Court, 5 Paternoster Square, London EC4M 7DX 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 are regulated by the U.S. Securities and Exchange
Commission. For Institutional Investors only.

© 2023 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.
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