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Although fears of a U.S. recession in 2025 have eased, economic growth . Capital Markets Strategist,
expectations for the coming year remain modest. - Multi-Asset Division
T

Upside potential for U.S. stocks could be limited as very high price-to-earnings
multiples are being awarded to optimistic earnings projections.
High yield bonds currently feature attractive yields relative to U.S. stocks.
Historically, they also have been less exposed to losses in down markets.

I he U.S. economic outlook has improved in recent weeks. But, Even without more extreme scenarios, the Trump tariffs almost

with U.S. stocks selling at historically expensive valuations, we certainly will have a negative impact.

think high yield bonds may offer an attractive alternative.
The level of fiscal stimulus provided by the tax bill is likely to be

As recently as May 1, participants on Polymarket—an investor relatively modest.

prediction market—saw a 65% chance that the U.S. economy

would fall into recession in 2025. But, since then, the Trump The U.S. housing market remains burdened by high
administration appears to have taken its most severe tariff mortgage rates.

scenarios off the table.
Despite this modest growth consensus, the S&P 500 Index
Additionally, as President Trump’s “One Big Beautiful” tax bill nears is expensive and U.S. earnings estimates remain extremely

finalization in Congress, it has become clear that fiscal austerity optimistic. As of June 24, S&P 500 earnings per share were

will not be a priority. Polymarket now sees only a 26% chance of a projected to grow 11.1% over the next 12 months, despite rising
U.S. recession this year. only 9.2% over the previous 12 months.

But economic growth expectations have not improved The earnings multiple placed on those estimates is also quite
significantly since early May. As of late June, the consensus elevated. As of June 24, the S&P 500 was priced at 21.6 times
view in the Bloomberg Survey of Economists was that U.S. gross expected next-12-month earnings. This was near the highest level
domestic product would rise only 1.4% in 2025. Sluggish U.S. reached during the past 20 years.

growth appears likely for several reasons.
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High yield bonds currently feature a large yield advantage
(Fig. 1) Bloomberg U.S. Corporate High Yield Bond Index yield to worst vs. S&P 500 Index earnings yield.
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Past performance is not a guarantee or a reliable indicator of future results. Actual future outcomes may differ materially from estimates.
Sources: Standard & Poor’s and Bloomberg Finance L.P. via FactSet.
*Yield to worst is the lowest possible yield on a bond if it is called before maturity. S&P 500 Index earnings yield = 12-month consensus forward earnings

divided by the index price.

tThe “Magnificent Seven” are Apple, Alphabet, Amazon, Meta, Microsoft, NVIDIA, and Tesla. The specific securities identified and described are for
informational purposes only and do not represent recommendations.

High yield bonds may be an
attractive alternative

High yield bonds are a possible alternative
for investors seeking attractive return
potential but less downside exposure.

While high yield bonds are unlikely to keep
pace with stocks if U.S. economic growth
proves surprisingly robust, they currently
feature very attractive yields relative to
recent history—both on an absolute basis
and relative to stocks (Figure 1).

As of June 24, the Bloomberg U.S.
Corporate High Yield Bond Index offered

a 7.3% yield to worst—a measure that
takes into account potential call dates and
other provisions that could reduce returns
to investors. This was considerably higher
than the 4.6% earnings yield on the S&P
500. Such an unusually large yield gap is
rarely seen outside of periods of significant
economic distress.

Even if we eliminate the influence of the
mega-cap technology stocks commonly

High yield bonds potentially offer less downside risk
(Fig. 2) Downside capture: Bloomberg U.S. Corporate High Yield Bond Index vs.

S&P 500 Index”
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Past performance is not a guarantee or a reliable indicator of future results.
Sources: Standard & Poor’s (see Additional Disclosures) and Bloomberg Finance L.P. Downside

performance analysis by T. Rowe Price.

*Downside capture is based on average monthly returns and is calculated for months where the S&P
500 return was negative. If different time periods were used, results could differ.

known as the Magnificent Seven, the S&P
500 earnings yield was still only 5.3%.

Moreover, if a surprisingly negative
economic scenario were to unfold, high
yield bonds could pose less downside
risk than U.S. stocks. Over the 30 years
ended May 31, 2025, the Bloomberg
U.S. Corporate High Yield Bond Index
experienced only 36% of the loss on the
S&P 500 in months when S&P returns
were negative (Figure 2).

Conclusion

The upside potential for U.S. stocks
could be limited given that high
price-to-earnings multiples are being
awarded to very optimistic earnings
projections. But U.S. high yield bonds
currently offer yields averaging above
7% and over the past 30 years have
experienced only a bit more than
one-third of the downside of stocks,
based on our analysis.

The T. Rowe Price Asset Allocation
Committee currently has an underweight
position in U.S. stocks but an overweight
position in high yield bonds. We believe
this combination potentially offers a more
attractive risk/return trade-off over the
near term.
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INVEST WITH CONFIDENCE

T. Rowe Price identifies and actively invests in opportunities to help people thrive in an
evolving world, bringing our dynamic perspective and meaningful partnership to clients
so they can feel more confident.

Risks

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.

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

The S&P 500 Index is a product of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates (“SPDJI"”) and has been licensed for use by

T. Rowe Price. Standard & Poor’s® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P");
Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones"); and these trademarks have been licensed for use by
SPDJI and sublicensed for certain purposes by T. Rowe Price. T. Rowe Price products are not sponsored, endorsed, sold or promoted by SPDJI, Dow
Jones, S&P, or their respective affiliates, and none of such parties make any representation regarding the advisability of investing in such product(s) nor
do they have any liability for any errors, omissions, or interruptions of the S&P 500 Index.

Important Information

Outside of the United States, this is intended for investment professional use only. Not for further distribution.

This material is being furnished for informational and/or marketing purposes only and does not constitute an offer, recommendation, advice, or
solicitation to sell or buy any security.

Prospective investors should 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 guarantee or a reliable indicator of future results. All investments involve risk, including possible loss of principal.
Information presented has been obtained from sources believed to be reliable, however, we cannot guarantee the accuracy or completeness. The
views contained herein are those of the author(s), are as of July 2025, are subject to change, and may differ from the views 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.

All charts and tables are shown for illustrative purposes only. Actual future outcomes may differ materially from any estimates or forward-looking
statements provided. Index performance is for illustrative purposes only and is not indicative of any specific investment. Investors cannot invest
directly in an index.

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.

DISCLOSURE CONTINUES ON THE FOLLOWING PAGE.
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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
non-individual Accredited Investors and non-individual Permitted Clients as defined under National Instrument 45-106 and National Instrument 31-103,
respectively. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment management services.

Colombia, Chile, Mexico, Peru, Uruguay—This material is prepared 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 - and issued and distributed by locally authorized distributors only.
For professional investors only.

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.

South 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 Investment Services, Inc., distributor and T. Rowe Price Associates, Inc., investment adviser, 1307 Point Street,
Baltimore, MD 21231, which are regulated by the Financial Industry Regulatory Authority and the U.S. Securities and Exchange Commission, respectively.
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