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KEY INSIGHTS

= The pain of 2022 has reset bond yields to meaningfully higher levels that offer
investors higher potential income and a margin of safety.

= With diverse sectors, fixed income markets offer solutions that can potentially
help support investors with a range of goals and risk tolerances.

= For investors seeking diversification, absolute return bond strategies may help,
while those with a higher risk tolerance and longer-term horizon could find
attractive opportunities in high yield corporate bonds at present.

nvestors are grappling with a number

of market and economic challenges

at present, including high inflation,
geopolitical risks, banking sector
worries, and heightened uncertainty
over the path of monetary policy.

These dynamics are challenging to
navigate in portfolios, but the good
news is fixed income has come a long
way. The pain of 2022 has reset bond
yields to their most attractive levels in
many years. That means for investors
there’s not only the potential to earn
higher income from bond investing, but
also a margin of safety to help protect
investors should interest rates rise again.

A key pressure point for investors during
2022 was that the rise in bond yields
coincided with stock markets selling off.
This goes against the traditional tendency
for fixed income to be a diversifying

asset class that typically performs

well when equity markets decline.
Inflation has been the main driver of

“After a challenging period, bond markets

this, but that is showing signs of cooling.
That together with a material slowdown
in growth could help bonds potentially
reassert themselves this year as a useful
diversification tool for riskier assets. Also,
with bond yields now at meaningfully
higher levels, they simply have more
room to rally should economic slowdown
fears or a market shock put major selling
pressure on risk assets.

After a challenging
period, bond
markets are now
much better
priced for the new
market realities.

are now much better priced for the new
market realities,” says Amanda Stitt, a
portfolio specialist at T. Rowe Price.

Why Fixed Income?

With diverse sectors, fixed income
markets offer solutions that can help
support investors with a range of goals
and risk tolerances. A key appeal of
fixed income investing is that there are
opportunities for defense and offence.
The asset class is more fragmented
than others. What drives one sector

— Amanda Stitt
Portfolio Specialist
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Fixed Income Approaches in a Changing Market Climate
(Fig. 1) With diverse sectors, investors can find flexibility in bond markets

As of February 28, 2023.
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For illustrative purposes only. This is not to be construed as investment advice or a recommendation to buy or sell any security. Investments involve risks, including

possible loss of principal. Diversification cannot assure a profit or protect against loss in a declining market.

Source: T. Rowe Price analysis.

of the market is different than what
drives another, so there’s often a wide
dispersion among sector returns. This
provides investors with the flexibility
to find a sector and/or combination
of sectors that can suit their particular
needs—whether that's generating
consistent income, defense against
equity market volatility, or, in some
instances, capital appreciation.

Five Bond Opportunities for the
Current Landscape

1. Appealing opportunity in
high-quality government bonds

The stock of negative-yielding debt
has all but disappeared thanks to

the significant repricing of bond
yields this past year. This has led to
improved valuations in high-quality
sovereign bond markets with yields at
some of their highest levels in many
years. Furthermore, with economic
growth expected to continue slowing,
high-quality duration is likely to
become increasingly attractive as

the year progresses. Inflation is also

showing signs of cooling and should
this continue, it raises the possibility of
positive real yielding sovereign curves
going forward. This is potentially a
compelling opportunity, but selectivity
is key because to help finance fiscal
deficits, some countries need to issue
large amounts of debt this year at a time
when central banks are either reducing
buying or actively selling.

2. Absolute return bond
strategies can help with
portfolio diversification

Absolute return bond funds can
tactically adjust in response to shifting
market conditions making them an
appealing choice in a range of different
environments, including volatile periods.
These nontraditional fixed income
strategies are typically benchmark
agnostic and can cast a broader net,
with the potential to invest in a wide
range of geographies, sectors, and
security types. However, investors
should be aware that strategies within
this category can vary significantly.
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Hiking Cycle Across the Globe
(Fig. 2) lllustrative interest rate cycle
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stimulus likely to
remain steady

® Developing Countries
As of December 31, 2022.

United States

United Kingdom Brazil

Eurozone Thailand

Hungary
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Policy rates likely to
peak and stimulus
to stop

@ Developed Countries

These represent estimates of where the stated countries are in the hiking cycle. Actual future outcomes

may differ materially.

Sources: IMF, CB Rates. Analysis by T. Rowe Price.

So for those seeking potential portfolio
diversification, it's important to look
under the hood for an absolute bond
fund manager that has either a low or
negative correlation’ with key market
indexes, such as the S&P 500. Together
with the ability to tactically respond to
shifting market dynamics, strategies
with these correlation characteristics
give investors the potential to realize
returns in a variety of different

market environments.

3. High yield bonds offer attractive
long-term income opportunities

Many investors come to the fixed income
market seeking a consistent income
stream. And, while there are headwinds
with growth slowing, the extreme
volatility and significant rise in
government bond yields has propelled
corporate bond yields meaningfully
higher. Indeed, they’re now at levels
that offer potential attractive income
opportunities for investors with a longer
time horizon.

Some credit sectors, such as global high
yield offer yields above 9.1%°—levels

not seen since the global financial crisis.
Importantly, even if the economic picture
worsens, companies may be better
placed to withstand it than in previous
downturns as corporate balance sheets
have strengthened since 2020.

But investing in credit markets comes
with greater risk than government bond
markets and the further down the credit
scale the investor goes, the higher

the risk. So, while corporate bonds
may offer compelling opportunities,

it's important to undertake rigorous
fundamental research. This helps to
identify top opportunities and prudently
manage risks.

4. Impact bonds offer the potential
to invest in companies seeking
positive impact

The environmental and social pressure
points facing the world have never been
greater, but so too is the opportunity

to invest in the companies at the
forefront of addressing these challenges.

"Correlation measures how one asset class, style, or individual group may be related to another. A perfect positive correlation means that the correlation
coefficient is exactly 1. This implies that as one security moves, either up or down, the other security moves in lockstep in the same direction. A perfect
negative correlation of -1 means that two assets move in opposite directions, while a zero correlation implies no relationship at all.

2Yield to maturity as of February 28, 2023, for the Bloomberg Global High Yield Index.
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In today’s
fast-paced,
ever-evolving
landscape, fixed
income offers
investors a wide
range of potential
opportunities...

— Amanda Stitt
Portfolio Specialist

So-called impact investing is not

a new asset class: It is a natural
extension of environmental, social,
and governance (ESG) that seeks
investments made with an explicit
intention to generate positive
environmental or social impact and
a financial return. These companies
typically adapt better to changes

in demand patterns, legislation,
and regulation and should be well
placed to deliver potential attractive
investment opportunities.

But some aspects of the market, namely
debt with an ESG label, has proven
vulnerable to greenwashing— which

is where some securities convey a

false impression or provide misleading
information about the environmental
credentials of an organization’s
products, services, and investments.
This underscores the importance of
fundamental research to help minimize
this and identify potential positive impact
companies. Also, choosing a manager
that looks beyond the market of labeled
bonds is important as impact can also
be identified, captured, and measured
by intentionally directing capital to
issuers that seek to generate positive
environmental or social impact through
their end activities.

5. Emerging markets offer
income potential and
diversification benefits

Emerging market debt is also a
potential offensive strategy opportunity
for investors with an appropriate time
horizon. Similar to corporate bonds,
yields on emerging market bonds
have reached levels that offer potential
attractive income opportunities

for investors. There’s also a wider

opportunity set and potential to diversify
interest rate exposures. Indeed, several
emerging market countries started hiking
interest rates earlier, so they are further
down the path. For example, Brazil and
Hungary appear to have reached the
peak and finished hiking. This could
mark a good potential entry point

for investors, particularly if a material
economic slowdown leads to countries
cutting interest rates.

Again, it’s important to note that
emerging markets are subject to more
credit risk than developed markets,

S0 bottom-up research is essential.
This helps not only gain exposures to
countries that offer different interest
rate profiles, but also identify potential
opportunities where prices have
become dislocated from fundamentals.

Market Dynamics Demand
Deep Research

Market dynamics have changed, and
this may be unsettling for investors. But
while the landscape is different, the need
for fixed income as part of a diversified
investment portfolio remains the same.
Investors continue to seek ways to
balance the need for both income and
portfolio stability during these more
uncertain times.

“In today’s fast-paced, ever-evolving
landscape, fixed income offers investors
a wide range of potential opportunities,
whether they are seeking strategies
for defense or capital appreciation
purposes, or a combination of both. To
tap in to this, choosing a global manager
that prioritizes research is important and
should help investors not only uncover
potential opportunities, but also help
manage risks,” says Ms. Stitt.

INVEST WITH CONFIDENCE™ 4



INVEST WITH CONFIDENCE™

T. Rowe Price focuses on delivering investment management
excellence that investors can rely on—now and over the long term.
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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 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.

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 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 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 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.

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), 60 Queen Victoria Street, London, EC4N 4TZ, 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. TRPILs 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.

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.

© 2023 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.

ID0005815 (03/2023)
202303-2799195 INVEST WITH CONFIDENCE™ 5



