
T. ROWE PRICE

Investment Viewpoint

EXECUTIVE SUMMARY

�� With high yield valuations looking stretched, investors need to look beyond the US to find value.

�� We believe Europe offers a good environment for high yield – and the number of opportunities is growing.

�� We prefer to invest in B rated issuers in European high yield where the premium is more attractive.

�� Having the research capabilities to study the value of first-time issues is key to success in our view.

�� Emerging market corporate high yield bonds issuing in Euro also offers attractive premiums. The best 
opportunities are often in those companies benefiting from positive demographic trends and strong 
growth potential.

The past five years have been the most rewarding cycle in the history of the high yield bond market and 

there’s no denying that valuations are stretched. So what strategy should investors consider today in an 

area that has become such a crowded trade? 

For investors who want to build a more robust income stream without taking undue credit risk, it’s time 

to cast the net wider. Global high yield investors should be considering emerging market corporates 

and really start taking Europe seriously given this market’s size and its superior prospects to the US. 

Despite its monetary and political challenges, Europe’s high yield market has outperformed the US in 

2012, 2013 and again year to date.1 However, it still has more room for growth than the US – but it’s 

more important than ever be to be creative and explore the full scope of opportunities. 

MORE FISH IN THE EUROPEAN SEA… 
The good news is, the European high yield market has tripled in size since 2008 – and offers more 

depth, diversity and liquidity. Since the financial crisis, public bond markets have been the main source 

of debt capital for European companies as banks have been either less inclined or less able to lend. 

The European high yield market is now over €400 billion, with 560 issues – 40% of the size of the US 

market, and growing faster. This is not a temporary fad: there is a real change in how European sub-

investment grade companies are being financed. 
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We believe the European high yield market will continue 

to outperform the US for the foreseeable future. Interest 

rates and inflation are likely to stay low in Europe over 

the medium term, in contrast to the Federal Reserve 

reducing market liquidity. Europe’s economic recovery 

remains tempered enough to restrain companies from 

engaging in risky re-leveraging practices. Meanwhile, 

healthier economic conditions should improve 

corporate profitability, which should feed through to 

better balance sheet liquidity. Default rates are near 

historically low levels and expected to edge below 2% 

by the end of 2014.2

However, in Europe too valuations in many cases are 

stretched and discriminating investors will be the 

best-rewarded. 2013 was the first year post the crisis 

where managers were rewarded for bond selection, as 

opposed to just being ’risk on’ or ‘risk off’, depending on that day’s news headlines. 

BE SELECTIVE 
Some bonds in the BB category are now giving less than 3% yield – and you have to ask whether they are actually 

compensating you for the risk. Many of the ‘fallen angels’ – companies that have dropped out of the investment-grade 

sector – are in fact value traps, in our opinion. 

In contrast, we believe the single B rated sector has many attractive opportunities, where there is still a premium on offer. 

It’s also the fastest-growing sector of the market. In 2012, single B names made up only 21% of market, but by mid June 

2014 this stood at 29%.3

We also see value in many of the new issuers coming to the market; new issues carry a small premium. Last year, nearly 

40% of the issuance came from first time issuers, offering opportunities that can be captured with thorough research. 

We’ve seen more than €80 billion of new issues so far this year – getting close to the level that many pundits had 

forecast for the entire year.4 

EMERGING MARKET CORPORATE HIGH YIELD 
This market is still in the early stages of growth and, like the European market, it is growing rapidly. With a history of high 

inflation, long-term credit is a scarce resource for emerging market companies. 

We think companies with a high proportion of revenues derived from domestic demand offer the best potential here, 

benefiting as they are from the strong demographic trends of fast-growing younger populations and the growth of the 

middle class. 

In terms of valuations, emerging market corporate high yield offers 60-70% additional credit spread to US high yield, 

which is a post-crisis wide. In terms of sectors, this breaks down to 250 basis points more spread on single Bs and 150 

basis points on BBs. 

So, for those investors who are willing to cast their nets wider, and into the European and emerging markets, there are 

still plenty more fish in the sea. 
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Important Information 
This marketing communication is directed at institutional investors only. It is not intended for distribution to retail investors in any jurisdiction. 
This document, including any statements, information, data, and content contained therein, and any materials, information, images, links, sounds, 
graphics, or video provided in conjunction with this document (collectively “Materials”) are being furnished by T. Rowe Price for your general 
informational purposes only. 
The Materials are not intended for use by persons in jurisdictions that prohibit or restrict the distribution of the Materials, and in certain countries these 
Materials are only provided upon specific request. 
Under no circumstances should the Materials, in whole or in part, be copied, redistributed, or shown to any person without consent from T. Rowe 
Price. The Materials do not constitute a distribution, an offer, an invitation, a recommendation, or a solicitation to sell or buy any securities in any 
jurisdiction. The Materials have not been reviewed by any regulatory authority in any jurisdiction. The Materials do not constitute investment advice 
and should not be relied upon. Investors should seek independent legal and financial advice, including advice as to tax consequences, before making 
any investment decision. 
Issued in the U.S.A. by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and 
Exchange Commission. 
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. 
Our investment management services are only available to select clients in those provinces where we are able to provide such services. This material is 
intended for use by accredited investors only. Please contact us for more details. 
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(FSP Licence Number 31935), authorized to provide “intermediary services” to South African investors. TRPIL has further been approved as a Pension 
Funds Administrator in terms of Section 13B of the Pension Funds Act, 1956. 
Issued in the Dubai International Financial Centre by TRPIL. This material is communicated on behalf of TRPIL by the TRPIL Representative Office, 
which is regulated by the Dubai Financial Services Authority. 
Issued in Hong Kong by T. Rowe Price Hong Kong Limited (TRPHK), 21/F, Jardine House, 1 Connaught Place, Central, Hong Kong. TRPHK is licensed 
and regulated by the Securities & Futures Commission. For Professional Investors only. 
Issued in Singapore by T. Rowe Price Singapore Private Ltd. (TRP Singapore), 501 Orchard Road, #10-02 Wheelock Place, Singapore 238880. TRP 
Singapore is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only. 
T. Rowe Price International Ltd (TRPIL), 60 Queen Victoria Street, London EC4N 4TZ is authorized and regulated by the Financial Conduct Authority. 
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. 
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T. ROWE PRICE AT A GLANCE

Established in 1937 by Thomas Rowe Price, Jr., T. Rowe Price is headquartered in Baltimore, 
MD, with offices located in the Americas, Asia, Australia, and Europe. It has over 5,000 
associates worldwide, including 430 investment professionals. T. Rowe Price is a publicly traded 
firm (TROW) and is one of the few independent investment management firms included in the 
S&P 500 Index.


