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With a new year underway, here's our five-point guide for what we believe is in store for European high yield
markets in 2019:

1. ECB STILL SUPPORTIVE DESPITE ENDING QUANTITATIVE EASING PROGRAMME

The European Central Bank (ECB) remains one of the most accommodative central banks in the world. While its
guantitative easing programme formally stopped at the end of 2018, the central bank continues to reinvest
proceeds from maturing bonds. This is important: the ECB is not tightening yet; its balance sheet will remain at
elevated levels. Overall, we believe the ECB’s path toward normalisation will be slow and cautious, with rate hikes
not expected before 2020 now, unless the eurozone economy rebounds sharply. Moreover, it's important to note
that, even if the ECB does hike, with the key interest rate currently set at -0.4% it will take two raises of 20 basis
points before zero is even reached.

2. TECHNICAL PICTURE MIXED

Given the volatility we saw in 2018, the timing of bringing new bond deals will be pivotal, particularly for those
linked to financing mergers and acquisitions. For those types of deals to proceed, we will need to see prolonged
periods of market stability. Overall, we expect the trend of refinancing dominating the use of proceeds to continue.
In terms of volumes, 2018 saw some traditional high yield bond issuers in Europe turn to the loan market for their
financing needs. Whether this continues depends on a number of factors, including whether demand for loans
from collateralized loan obligations (CLOs) remains strong. Flexibility and cost are also important: borrowers are
most likely to go to the place which is flexible and most cost effective. Flows are more difficult to forecast and are
expected to be driven by the external environment and broad sentiment toward risk markets.

3. VALUATIONS FAVOUR EUROPEAN HIGH YIELD OVER THE U.S

After a significant selloff during the second half of 2018, valuations in European high yield have improved.
Furthermore, on an absolute yield basis, we believe European high yield is more attractive than its U.S.
counterpart where spreads are now trading tighter than Europe after several years of being wider. Working in
Europe’s favor is its lower duration profile and higher credit quality: at present there are more BB and fewer CCC
high yield issuers in Europe than there are in the U.S. It’s also important to remember that Europe is in an earlier,
more credit-friendly part in the cycle than the U.S., which is moving toward late cycle. As a result, overall risk and
volatility tend to be lower in Europe.

4. SOLID FUNDAMENTALS CONTINUE TO PROVIDE SUPPORT

Corporate leverage remains subdued and the average default rate in the asset class is expected to remain well
below its long-term average. After a bumper 2017, momentum in the eurozone economy slowed last year. There
is potential for further moderation, although some of the factors behind the deceleration should start to abate. This
includes oil prices which have come down considerably from their October peak, a factor that could provide a
positive tailwind for consumer purchasing power and retail sales.
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5. POTENTIAL HEADWINDS: POLITICAL RISKS, GLOBAL GROWTH SLOWING

Global growth has slowed, and political uncertainty continues to undermine a number of developed countries,
such as the UK, which is set to leave the European Union before the end of March. This comes at a time when
global liquidity conditions continue to tighten. Any one of these factors has the potential to trigger bouts of volatility
and broad risk-off moves in financial markets. As such — given its sensitivity to broad risk sentiment — European
high yield would be vulnerable in such periods. At the same time, it's important to remember there could be
positive catalysts as well for risk sentiment, which European high yield could benefit from. For example, a deal
between China and the U.S. on tariffs could be a positive development if it materializes.

Important Information

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, and 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.

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.

Before 1 March 2019:

EEA - Unless indicated otherwise 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.

From 1 March 2019:

EEA ex-UK - Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.ar.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.

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.

Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified
Investors only.

© 2019 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.

201902-735006

For investment professionals only. Not for further distribution.



