T. ROWE PRICE INSIGHTS
ON GLOBAL FIXED INCOME

High Yield Bond
Opportunities Are
Going Global

A truly global high yield strategy can provide diversification.

KEY INSIGHTS

= An actively managed global high yield portfolio seeks to benefit from divergent
credit cycles, relative value disparities, and performance variations between regions.

= The diversification benefits of this type of portfolio have delivered results with less
risk than a more traditional, U.S.-focused high yield strategy.

= The high yield market today has expanded beyond its traditional North American
focus, with the growth coming from European and emerging markets.
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environment, the diversification benefits
of a high yield portfolio that invests across
a truly global opportunity set may prove
especially important. A global high yield
strategy should seek to take advantage
of unsynchronized credit cycles, relative
value disparities, and geopolitical events

ixed income investors may want
[~ to focus on higher-yielding,

sub-investment-grade strategies
as global central banks shift back into
monetary easing, pushing yields on
high-quality investment-grade bonds
to very low—or negative—levels. In this

(Fig. 1) Global High Yield: Positive Risk/Return
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USD
4.5 trillion

The global high yield
market is now larger
than USD 4.5 ftrillion.

that create pricing dislocations. Also, the
diversification benefits of this type of
portfolio have delivered results with less
risk than a more traditional, U.S.-focused
high yield strategy.

Risk and Return Data Show
Advantages of Global High Yield

Risk and return data for the five years
ended June 30, 2019, as shown in
Figure 1, support this claim. Over that
five-year period, the ICE BofA Merrill
Lynch Global High Yield Index (USD
Hedged) (BAML Global HY)—the primary
benchmark for our Global High Income
Bond Strategy and a suitable proxy for
the global high yield opportunity set—
outperformed the more traditional ICE
BofA Merrill Lynch U.S. High Yield Index
(BAML U.S. HY) with lower volatility.

In addition, as shown in Figure 2,

a global high yield allocation,
represented by the BAML Global HY,
has held up meaningfully better in high
yield market sell-offs while sometimes
outperforming the U.S. high yield
market in up markets. In the 10 years
ended in June 2019, the BAML Global
HY outperformed in negative markets
and also performed slightly better in
positive environments for high yield.
The BAML Global HY’s downside
capture ratio improved across shorter
time periods, with the global benchmark
only experiencing 73% of the declines
in the BAML U.S. HY for the 12 months
ended in June 2019.

Global Component Can Be
Volatile at Times, Necessitating
Thorough Research

The global high yield market is now larger
than USD 4.5 trillion. A decade ago, the
high yield market consisted primarily of
North American issuers; today it is much
broader, with an increasingly international
flavor coming from European and
emerging markets (EM). This is largely
due to an increase in issuance outside
the U.S., while the U.S. high yield market
has modestly shrunk—trends we expect
to continue. As shown in Figure 3, the
European high yield market has more than
quadrupled in size since 2008 and is now
almost one-third the size of the U.S. high
yield market. The European market also
has much less exposure to energy-related
sectors, which can be an advantage when
commodity prices are falling.

Like European high yield, the EM high
yield corporate segment has experienced
tremendous growth and now stands close
to USD 1 trillion. Companies in emerging
markets have primarily used the corporate
bond market to refinance existing loans at
more favorable terms. The balance sheets
of EM corporations are often sturdier

than those of their developed market
peers, with lower leverage and higher
cash-to-debt ratios, while EM corporates,
on average, provide more credit spread’
for equivalent leverage.

Both the European and EM high yield
markets are less mature and less

(Fig. 2) Attractive Upside/Downside Capture
BAML Global HY as percent of BAML U.S. HY returns

As of June 30, 2019

m Upside = Downside

95% 95%
73% 81%

1 Year 3 Years

95% 102%
85% 95%

5 Years 10 Years

Sources: Zephyr StyleADVISOR. Data analysis by T. Rowe Price.

' Credit spreads measure the additional yield that investors demand for holding a bond with credit risk over a similar-maturity, high-quality government security.
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followed by investors than the U.S.

market. For example, dedicated EM

corporate investors make up only 5% of

that market.? Such low levels of dedicated
ownership result in a more inefficient

market and present more opportunities
for skilled active managers to take

advantage of pricing dislocations and
attractive relative value.

Because macroeconomic and political
developments, along with environmental,

social, and governance (ESG) concerns,

can have a large impact on the

performance of international bonds, we

supplement our fundamental credit

analysis with top-down insights from our

team of sovereign and ESG analysts.
Their input is essential for developing
regional allocations and can help us
sidestep country-specific issues, such as
the turbulence in Turkey in the first half
of 2018. We were able to capitalize on
the dislocation in Turkey by adding select

issuers early in the second half of 2018.

European Opportunities

In our view, Altice is a European high
yield credit story that illustrates the
benefits of detailed credit analysis

and a flexible approach to portfolio
construction. The multinational cable

and telecommunication services provider,
which has a complex capital structure,

is one of the largest issuers of below
investment-grade debt through various
entities in Europe.

Weak earnings from Altice’s French
operations in late 2017 weighed on its
bonds and convinced the company’s
founder, Patrick Drahi, to step in as

CEO of the company’s French entity. At
that time, we sold out of positions in

the Altice French complex and bought
secured notes of Altice’s other operating
company (Altice International), where we
saw better value. As Altice progressed
with selling assets in 2018, we moved
back into obligations of its French entity
based on the potential for consolidation
in European telecom markets. These
positions performed well, demonstrating
the benefits of applying fundamental

(Fig. 3) Global High Yield Universe Grows Rapidly
Size of global high yield segments
As of June 30, 2019
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Overall, we believe
that the enhanced
diversification of a
global high yield
strategy can help
overcome periodic
bouts of changing
market sentiment
toward particular
Issuers, countries,
or regions.

credit analysis with a long-term
perspective in an effort to see through
negative market sentiment.

EM Opportunities

The idiosyncratic nature of the global

high yield opportunity set provides fertile
opportunities to generate alpha.® For
example, we have a generally favorable
view of Minerva, a Brazilian beef producer
with operations throughout South
America. The company’s bonds rallied in
2018 after it acquired competitor National
Beef, making Minerva the second-largest
beef producer in the world. Minerva
deleveraged later in 2018 by spinning off
parts of its South American operations
and using the proceeds to pay down
debt. We expect global beef demand

to continue to rise, which, combined

with the company’s low leverage and
attractive yield, supports our generally
positive outlook on Minerva’s debt.

So far, a global approach to high yield
investing has resulted in higher returns
with lower risk, measured in terms of
standard deviation. However, as with all
high yield investing, it is not for the faint
of heart. Due to the opportunity set’s
exposure to EMs with less developed

political and economic systems,
geopolitical developments and ESG
concerns warrant caution and necessitate
a robust and experienced global research
platform dedicated to EMs.

In addition, market liquidity can be
particularly challenging in EM debt,
though liquidity has improved as the
market has grown and matured in
recent years. Volatility and economic
uncertainty can also create rewarding
investment opportunities. Overall, we
believe that the enhanced diversification
of a global high yield strategy can help
overcome periodic bouts of changing
market sentiment toward particular
issuers, countries, or regions.

Loans Provide Another
Diversification Source

Bank loans are another segment of

the global corporate high yield market
that potentially can be a useful source
of diversification from U.S. high yield
bonds. Loans present opportunities to
take advantage of valuation differences
in an issuer’s capital structure or to

gain exposure to attractive loan-only
issuers. Loans are often senior to bonds
in the capital structure, giving them

(Fig. 4) Diverse Returns Across Regions
Annual returns of global high yield segments

As of June 30, 2019
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Past performance is not a reliable indicator of future performance.

Sources: BofA Merrill Lynch, J.P. Morgan Chase & Co., and S&P/LSTA (see Additional Disclosures). U.S.
high yield represented by the BofA Merrill Lynch U.S. High Yield Index; European high yield by the BofA
Merrill Lynch European Currency High Yield Constrained ex Subordinated Financials Index Hedged to EUR;
emerging markets corporates by the J.P. Morgan CEMBI Broad Diversified Index; and bank loans by the

S&P/LSTA Performing Loan Index.

8 Alpha is the excess return of an investment relative to its benchmark.
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repayment priority in the event of issuer
bankruptcy. However, given deteriorating
loan underwriting standards, solid
fundamental analysis is just as important

for bank loans as it is for high yield bonds.

Global High Yield as a
Core Allocation

As the world’s credit markets continue
to evolve, we believe that a global high
yield portfolio should be a core allocation
so that investors can take full advantage
of the entire sub-investment-grade
universe. An actively managed global

from exposure to divergent credit
cycles, relative value disparities, and
performance variations between
regions, as shown in Figure 4, while not
necessarily taking on more risk than a
U.S.-centric high yield strategy. There

is also potential to profit from valuation
dislocations driven by the ever-present
economic and political uncertainties
across the global landscape. It's also
important to note that our Global High
Income Bond Strategy hedges any
non-U.S. dollar holdings back to dollars,
allowing our credit selection to be the

high income portfolio seeks to benefit main driver of returns.

WHAT WE’RE WATCHING NEXT

Prices of oil company bonds have been under pressure as investors weigh

the sustainability of lower-quality exploration and production (E&P) and oil field
services companies. Energy-related issuers constitute a smaller part of the
European high yield market than the U.S. market. We can also limit exposure to
volatile energy prices while maintaining allocations to the oil and gas industry
through debt issued by higher-quality midstream companies, which process,
store, and transport petroleum products.

Key Risks—The following risks are materially relevant to the strategy highlighted in this material:

Transactions in securities of foreign currencies may be subject to fluctuations of exchange rates which may affect the value of an
investment. Debt securities could suffer an adverse change in financial condition due to ratings downgrade or default which may
affect the value of an investment. Investments in High Yield involve a higher element of risk.

Additional Disclosures
© 2019 CREDIT SUISSE GROUP AG and/or its affiliates. All rights reserved.

Copyright © 2019, S&P Global Market Intelligence (and its affiliates, as applicable). Reproduction of any information, data or material, including ratings (“Content”)
in any form is prohibited except with the prior written permission of the relevant party. Such party, its affiliates and suppliers (“Content Providers”) do not guarantee
the accuracy, adequacy, completeness, timeliness or availability of any Content and are not responsible for any errors or omissions (negligent or otherwise),
regardless of the cause, or for the results obtained from the use of such Content. In no event shall Content Providers be liable for any damages, costs, expenses,
legal fees, or losses (including lost income or lost profit and opportunity costs) in connection with any use of the Content. A reference to a particular investment or
security, a rating or any observation concerning an investment that is part of the Content is not a recommendation to buy, sell or hold such investment or security,
does not address the suitability of an investment or security and should not be relied on as investment advice. Credit ratings are statements of opinions and are not
statements of fact.

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 © 2019, J.P. Morgan Chase & Co. All rights reserved.
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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’

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 specific securities identified and described above do not necessarily represent securities purchased or sold by T. Rowe Price. This information is not intended
to be a recommendation to take any particular investment action and is subject to change. No assumptions should be made that the securities identified and
discussed above were or will be profitable.

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.

Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place,
Suite 50B, Sydney, NSW 2000, Australia. For Wholesale Clients only.

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. 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 ex-UK—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.a r.I. 35 Boulevard du Prince Henri
-1724 Luxembourg which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.

Hong Kong—Issued 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.

New Zealand—Issued in New Zealand by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer
Place, Suite 50B, 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.

Singapore—Issued in Singapore by T. Rowe Price Singapore Private Ltd., No. 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.

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

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.

© 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.
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