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EXECUTIVE SUMMARY

Downside risks could be catalysts for needed reforms in key emerging markets.

= We see the most significant downside risks for emerging markets bonds in 2016 as a
poorly managed growth slowdown in China, a continuing inability on the part of
Brazil's politicians to implement needed fiscal reforms, and a further decrease in
commodity prices.

= On the positive side, these risk factors could act as catalysts for reforms that would
position some emerging markets for healthy growth over the longer term.

= We currently see the best risk- and liquidity-adjusted emerging markets opportunities
in dollar-denominated sovereign debt, followed by corporate bonds and locally
denominated sovereigns, respectively.

= T. Rowe Price applies three levels of liquidity risk management in its portfolios of
emerging markets debt, which is one of the least liquid segments of the fixed income
universe.

Heightened concerns about China’s ability to manage its economic slowdown,
combined with plunging oil prices, triggered a sell-off in emerging markets bonds and
currencies in the late summer and early fall of 2015. At the end of September, credit
spreads on emerging markets corporate bonds and sovereign debt, denominated in
both local currencies and the US dollar, all reached their widest levels since the global
financial crisis. structural and economic reforms in many developing countries will
generate compelling investment opportunities in emerging market debt.

LOW CONTAGION RISK

However, fundamental changes in emerging markets, including floating exchange
rates, independent central banks, and lower levels of dollar-denominated debt, have



Figure 1: Central Bank Assets* helped minimise the risk of financial
January 2005 to August 2015 contagion along the lines of the Asian
currency crisis of the late 1990s.
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*Based on the following exchange rates: 0.00835 USD per JPY, 1.123 USD per euro, policymakers will essentially be able
0.15698 USD per yuan/renminbi, 1.52 USD per British pound to do whatever it takes—such as

cutting interest rates further and

using China’s ample foreign

exchange reserves to manage
renminbi volatility—to prevent an abrupt slowdown in the economy’s growth (Figure 1). China’s political structure
makes its government officials focus intently on maintaining full employment. Looking ahead over the medium
term, we think that annual growth in the Chinese economy can decelerate to 5.5%—6.0% and still support full
employment. The reforms that the government will need to implement to maintain this pace—focusing on
increasing consumption and reforms in social services—should position Chinese debt as an attractive longer-term
investment.

Similarly, Brazil's struggles to emerge from recession could develop into a catalyst for meaningful fiscal reforms
that we believe would benefit bonds over a longer time horizon. Brazil's government made the error of counting
on higher oil prices to sustain its fiscal policies and is now finding it difficult to cut its elevated levels of social
spending. However, we anticipate that pressure on Brazil's politicians will eventually force them to enact needed
fiscal reforms and measures to battle corruption—although admittedly we do not see the country’s economy
making a turnaround until mid- to late 2016.

ENERGY SECTOR CORPORATE ISSUERS HAVE LOWER RISK OF DEFAULT THAN IN US HIGH YIELD

A further decline in commodities prices, of course, would exert even more pressure on Brazil and other emerging
economies that are dependent on oil exports. Another decrease in oil prices would also increase the credit risk of
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corporate bonds from the oil and gas sector. However, we think that bonds from energy sector emerging markets
corporations have a broadly lower risk of default than their US high yield counterparts because they typically have
lower costs and access to more funding (often through government support) than noninvestment-grade US firms.

We also expect Indonesia, India, and Mexico to enact reforms next year. On the other hand, there is little chance
that countries such as Russia and Turkey will make positive changes to their economies or industry structures in
the foreseeable future.

CONCLUSION

Within the broad emerging markets debt asset class, we currently see the best opportunities—taking into account
general risk and liquidity—in dollar-denominated sovereign bonds. They are relatively liquid and do not involve
currency risk for US-based investors. Emerging markets corporate bonds (also denominated in US dollars) rank
second as a result of their solid credit quality and attractive yield. There is also some value within locally
denominated emerging markets debt, but we are cautious about the potential for further downward moves in
some local currencies.
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T. Rowe Price focuses on delivering investment management
excellence that investors can rely on—now and over the long term.

To learn more, please visit troweprice.com.

Important Information

This material, including any statements, information, data and content contained within it and any materials, information, images, links,
graphics or recording provided in conjunction with this material are being furnished by T. Rowe Price for general informational purposes only.
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. Under no circumstances
should the material, in whole or in part, be copied or redistributed without consent from T. Rowe Price. The material does not constitute a
distribution, an offer, an invitation, recommendation or solicitation to sell or buy any securities in any jurisdiction. The material has not been
reviewed by any regulatory authority in any jurisdiction. The material does not constitute advice of any nature and prospective investors are
recommended to seek independent legal, financial and tax advice before making any investment decision. 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 views contained herein are as of December 2015 and may have changed since that time. Unless indicated otherwise the source of all
market data is T. Rowe Price.

Australia - Issued in Australia by T. Rowe Price International Ltd (ABN 84 104 852 191), Level 50, Governor Phillip Tower, 1 Farrer Place,
Suite 50B, Sydney, NSW 2000, Australia. T. Rowe Price International Ltd is exempt from the requirement to hold an Australian financial
services licence in respect of the financial services it provides in Australia. T. Rowe Price International Ltd is authorised and regulated by the
UK Financial Conduct Authority under UK laws, which differ from Australian laws. For Wholesale Clients only.

Canada - Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc. enters into written delegation agreements with
affiliates to provide investment management services. T. Rowe Price (Canada), Inc. is not registered to provide investment management
business in all Canadian provinces. The investment management services provided by T. Rowe Price (Canada), Inc. are only available for
use by Accredited Investors as defined under National Instrument 45-106 in those provinces where it is able to provide such services.

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 - Issued in the European Economic Area by T. Rowe Price International Limited, 60 Queen Victoria Street, London EC4N 4TZ which is
authorised and regulated by the UK Financial Conduct Authority. For Professional Clients only.

Hong Kong - Issued in Hong Kong by T. Rowe Price Hong Kong Limited, 21/F, Jardine House, 1 Connaught Place, Central, Hong Kong. T.
Rowe Price Hong Kong Limited is licensed and regulated by the Securities & Futures Commission. For Professional Investors only.

Japan - Issued in Japan by T. Rowe Price International Ltd, Tokyo Branch (KLFB Registration No. 445 (Financial Instruments Service
Provider), JIAA Membership No. 011-01162), located at GranTokyo South Tower 7F, 9-2, Marunouchi 1-chome, Chiyoda-ku, Tokyo 100-6607.
This material is intended for use by Professional Investors only and may not be disseminated without the prior approval of T. Rowe Price
International Ltd, Tokyo Branch.

Singapore - Issued in Singapore by T. Rowe Price Singapore Private Limited, No. 501 Orchard Rd, #10-02 Wheelock Place, Singapore
238880. T. Rowe Price Singapore Private Limited is licensed and regulated by the Monetary Authority of Singapore. For Institutional and
Accredited Investors only.

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

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. in the United States, European Union, and other countries. This material is intended for use only in
select countries.

2015-GL-2967 12/15



