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Key takeaways

* Since the end of January, USD investment grade (IG) and high yield (HY) index-level corporate
credit spreads have generally been on a one-way journey tighter. Moreover, they have been
largely uninterrupted by the market’s recalibration of the timing (later) of Federal Reserve (Fed)
rate cuts and the move (higher) in intermediate and long-end interest rates. In fact, both 1G and
HY spreads now stand at the very low end of their post-global financial crisis (GFC) era ranges —
although still somewhat above the mid-2021 local troughs (Exhibits 2 and 3).

* Three main factors have contributed to the resilience of corporate credit spreads, in our view: 1)
an attractive all-in yield opportunity for yield-based buyers, boosted by the elevated risk-free rate,
2) a supportive growth/monetary policy mix in the U.S., which has been especially important for
speculative grade issuers, and 3) the recent success of the lowest-rated borrowers’ ability to
access debt capital markets for refinancing. Presuming all three forces remain intact, we see
potential for spreads to revisit their summer of 2021 lows. That said, the bar for significant spread
compression is likely to be high given current valuations, ongoing geopolitical risks and recent
strength in inflation data.

* Importantly for corporate credit investors, the tone has not been uniformly “risk-on”. As Exhibit 1
illustrates, CCC spreads continue to lag the broader USD HY market (extending the trend since
late 2023), even as BB spreads are modestly outperforming their higher-rated BBB peers. This
likely reflects some lingering concern about a portion of this (highly idiosyncratic) CCC-rated
segment’s ability to address its upcoming refinancing needs, or its ability to navigate a “high-for-
longer” cost of capital environment. We expect this bifurcation to continue.

Exhibit 1: CCC spreads are lagging the broader HY market, even as BBs outperform BBBs
Option adjusted spread (OAS) ratios using the Bloomberg Corporate indices: USD BB /7 USD BBB and USD
CCC/ USD HY
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Source: BlackRock, Bloomberg. As of February 28, 2024. The figures shown relate to past performance. Past
performance is not a reliable indicator of current or future results. Index performance returns do not reflect any
management fees, transaction costs or expenses. Indices are unmanaged and one cannot invest directly in an index.
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The spread vs. yield “tug-of-war” remains a theme

Since the end of January, USD IG and HY spreads have generally been on a one-way journey tighter —
largely uninterrupted by the market’s recalibration of the timing (later) of Fed rate cuts and the move

(higher) in intermediate and long-end interest rates. In fact, both 1G and HY spreads now stand at the
very low end of their post-global financial crisis (GFC) era ranges — although still somewhat above the
mid-2021 local troughs (Exhibits 2 and 3).

Three main factors have contributed to the resilience of spreads, in our view: 1) an attractive all-in yield
opportunity for yield-based buyers, 2) a supportive growth/monetary policy mix in the U.S., and 3) recent
success of the lowest-rated issuers’ ability to access debt capital markets for refinancing. Presuming all
three forces remain intact, we see potential for spreads to revisit their summer of 2021 lows.

The yield-to-worst levels offered by the USD IG and USD HY indices, in aggregate, remain compelling by
historical standards, owing to a still elevated risk-free rate (again, Exhibits 2 and 3). This has driven
ongoing demand from yield-based buyers — a pattern we expect to persist over the medium term.

Exhibit 2: USD IG spreads of 92bp are close to the post-GFC tights of 80bp
Historical average option adjusted spread (OAS) and yield-to-worst (YTW) for the Bloomberg USD IG
Corporate Index
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Source: BlackRock, Bloomberg. As of February 28, 2024.

Exhibit 3: USD HY spreads of 307bp are also close to the mid-2021 tights of 262bp
Historical average option adjusted spread (OAS) and yield-to-worst (YTW) for the Bloomberg USD HY
Corporate Index
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Source: BlackRock, Bloomberg. As of February 28, 2024.

For both charts: The figures shown relate to past performance. Past performance is not a reliable indicator of
current or future results. Index performance returns do not reflect any management fees, transaction costs or
expenses. Indices are unmanaged and one cannot invest directly in an index.
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A supportive growth/monetary policy mix

The second driver of credit spread resilience, in our view, is the favorable growth/monetary policy mix in
the U.S. The Fed’s December FOMC press conference was notable, as Chair Powell indicated a willingness
to cut rates in response to declining inflation — as opposed to waiting for a downturn in growth to emerge.
Such a proactive stance on monetary policy is supportive for risk assets, even if those rate cuts emerge
later in the year. As discussed previously, 2H2024 remains our base case for the first Fed rate cut, with
risks skewed towards the beginning of that timeframe.

Furthermore, this proactive stance on monetary policy has coincided with resilience in U.S. economic
growth: 3Q2023 real GDP was 4.9% (quarter-on-quarter, annualized), and 4Q2023 was a solid 3.2%. A
supportive growth backdrop is especially important for economically-sensitive asset classes, such as the
USD HY bond and leveraged loan markets. It has also helped corporates keep EBITDA margins stable
(and leverage metrics range-bound) over recent quarters, even as higher interest costs have weighed on
interest coverage ratios (Exhibits 4 and 5). The key risk, in our view, is a sustained reacceleration in
inflation, which may cause the Fed to reconsider its proactive stance towards normalizing monetary
policy (this is not our base case, however).

Exhibit 4: Net leverage in recent quarters has remained somewhat consistent, in aggregate
Trimmed mean (excludes the bottom 10% and top 10%) net leverage for BBB, BB and B rated issuers in
the Bloomberg USD Corporate Indices
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Source: BlackRock, Bloomberg. Net leverage is defined as: ((Debt - Cash) / LTM EBITDA). Captures most recent data
available as of February 28, 2024.

Exhibit 5: Interest coverage has declined in recent quarters, as the Fed hiked rates
Trimmed mean (excludes the bottom 10% and top 10%) interest coverage for BBB, BB and B rated issuers
in the Bloomberg USD Corporate Indices
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Source: BlackRock, Bloomberg. Interest coverage is defined as LTM EBIT / LTM Interest Expense. Captures most recent
data available as of February 28, 2024.
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Similar fundamental trends are visible in the USD leveraged loan market, as illustrated in Exhibits 6 and
7. With the important caveat that this analysis includes only those issuers in the Morningstar/LSTA USD
Leveraged Loan Index with publicly available financials, the exhibits show that leverage ratios have
remained relatively range-bound since the start of the Fed’s rate hiking cycle (March 2022), while interest
coverage metrics have declined.

The deterioration in interest coverage metrics in the USD leveraged loan market is more pronounced
(relative to the fixed rate USD HY bond market) given loans’ floating rate structures. Unless a leveraged
loan issuer chooses to hedge, its interest rates will generally move in tandem (higher) with Fed rate hikes
— and have done so over the course of 2022 and 1H2023. By contrast, fixed rate borrowers encounter
higher interest costs if and when they choose to refinance into a higher cost of capital environment.

While neither universe (HY nor loans) is immune from a higher cost of debt, they are impacted on
different timelines. They are also affected at different parts of the curve. For example, borrowing costs for
floating rate issuers are more closely aligned with the Secured Overnight Financing Rate (SOFR), which
tracks the Federal Funds Rate over time. Fixed rate HY issuers, by contrast, are more sensitive to points
further out the curve (the 5-year U.S. Treasury, for example).

Exhibit 6: Range-bound leverage in the USD syndicated loan market since mid-2022...
Gross leverage statistics (debt/EBITDA) for loans (issuers with publicly available financials only) in the
Morningstar/LSTA USD Leveraged Loan Index
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Source: BlackRock, Morningstar/LSTA, Pitchbook LCD. As of 3Q2023 (most recent).

Exhibit 7: ...but declining interest coverage metrics for USD syndicated loan issuers
Interest coverage statistics (EBITDA/interest expense) for loans (issuers with publicly available financials
only) in the Morningstar/LSTA USD Leveraged Loan Index
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Source: BlackRock, Morningstar/LSTA, Pitchbook LCD. As of 3Q2023 (most recent).
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Exhibit 8 illustrates the impact that higher interest rates have had on the overall distribution of interest
coverage metrics within that same universe of index eligible leveraged loans (again, using only those
issuers with public financials). The share of public loan issuers with strong interest coverage metrics (of
4.0x or higher) has declined from 66% in 2Q2022 to 42% as of 3Q2023 (most recent available).

That said, the bulk of the headwind from the Fed’s rate hiking cycle is likely behind us at this point,
considering the last 25bp rate hike was delivered in July 2023 (and the last 75bp rate hike was delivered
in November 2022). As long as the growth backdrop remains supportive, we expect the USD leveraged
loan default rate to show signs of plateauing soon (Exhibit 9). While tentative, the USD HY bond market
has already demonstrated signs of potentially peaking defaults.

It is important to note that defaults have not been a strong driver of index-level performance in recent
years. Case in point: USD leveraged loans led USD HY bonds in terms of defaults last year, per Moody’s
data (again, Exhibit 9). But the Morningstar/LSTA USD Leveraged Loan Index generated a 13.3% total
return — the highest since 2009 and in-line with that of the Bloomberg USD HY Corporate Index (13.4%),
owing to loans’ higher carry / yield profile (in part, a function of the inverted yield curve).

Exhibit 8: The distribution of loan issuers’ interest coverage metrics has deteriorated
Interest coverage (EBITDA/interest) distribution of loans (issuers with publicly available financials only) in
the Morningstar/LSTA USD Leveraged Loan Index, based on issuer count.
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Source: BlackRock, Morningstar/LSTA, Pitchbook LCD. As of 3Q2023 (most recent available).

Exhibit 9: The USD HY default rate has shown early signs of plateauing in recent months
Trailing 12-month, issuer-weighted default rates for the universe of USD HY bonds and USD leveraged
loans tracked by Moody's
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Source: BlackRock, Moody's. As of January 31, 2024 (most recent available).
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Primary markets remain receptive to lower-rated borrowers

The third driver of the risk-on tone, in our view, has been the supportive backdrop for new issue activity -
especially for the lowest-rated issuers. As shown in Exhibit 10, USD HY gross issuance is off to a strong
start in 2024, trailing only the record shattering pandemic-era years of 2020 and 2021.

More importantly, in our view, has been the recent success of the lowest-rated issuers (B- and
CCC+/CCC/CCC-) to access the debt markets for refinancing (Exhibit 11). After an extended lull from
this cohort in 2H2023, this is an encouraging sign for these firms’ ability to address their upcoming
maturities (Exhibit 12).

That said, as Exhibit 1 illustrates, CCC spreads continue to lag the broader USD HY market, even as BB
rated firms modestly outperform their higher-rated BBB peers. This likely reflects some lingering
concern about a portion of this (highly idiosyncratic) CCC-rated segment’s ability to address its
upcoming refinancing needs, or its ability to navigate a “high-for-longer” cost of capital environment.
We expect this bifurcation to continue.

Exhibit 10: USD HY supply is off to a strong start, driven by refinancing-related activity
USD HY gross issuance by year-to-date period, and the share of issuance earmarked for debt repayment or
refinancing (per Dealogic's primary use of proceeds)
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Source: BlackRock, Dealogic. Previous year-to-date periods are as of February 28%. As of February 28, 2024.

Exhibit 11: After a lull in 2H2023, CCC issuers have returned to the USD HY primary market
Monthly USD HY gross issuance by Dealogic Effective Rating at Launch (only captures B- and
CCC+/CCC/CCC- rated issuance)
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Exhibit 12: Lower-rated HY issuers have refinancing needs in upcoming years
Maturity breakdown (by rating) of bonds in the Bloomberg USD HY Corporate Index
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The information contained in this document, may contain statements that are not purely historical in
nature but are “forward-looking statements”. These include, amongst other things, projections, forecasts or
estimates of income. These forward-looking statements are based upon certain assumptions, some of
which are described in other relevant documents or materials.

For investors in Central America, these securities have not been registered before the Securities
Superintendence of the Republic of Panama, nor did the offer, sale or their trading procedures. The
registration exemption has made according to numeral 3 of Article 129 of the Consolidated Text containing
of the Decree-Law No. 1 of July 8, 1999 (institutional investors). Consequently, the tax treatment set forth
in Articles 334 to 336 of the Unified Text containing Decree-Law No. 1 of July 8, 1999, does not apply to
them. These securities are not under the supervision of the Securities Superintendence of the Republic of
Panama. The information contained herein does not describe any product that is supervised or regulated
by the National Banking and Insurance Commission (CNBS) in Honduras. Therefore any investment
described herein is done at the investor’s own risk. This is an individual and private offer which is made in
Costa Rica upon reliance on an exemption from registration before the General Superintendence of
Securities (“SUGEVAL”), pursuant to articles 7 and 8 of the Regulations on the Public Offering of Securities
(“Reglamento sobre Oferta Publica de Valores™). This information is confidential, and is not to be
reproduced or distributed to third parties as this is NOT a public offering of securities in Costa Rica. The
product being offered is not intended for the Costa Rican public or market and neither is registered or will
be registered before the SUGEVAL, nor can be traded in the secondary market. If any recipient of this
documentation receives this document in El Salvador, such recipient acknowledges that the same has
been delivered upon his request and instructions, and on a private placement basis. For Guatemala
Investors, This communication and any accompanying information (the “Materials”) are intended solely for
informational purposes and do not constitute (and should not be interpreted to constitute) the offering,
selling, or conducting of business with respect to such securities, products or services in the jurisdiction of
the addressee (this “Jurisdiction”), or the conducting of any brokerage, banking, or other similarly regulated
activities (“Financial Activities”) in the Jurisdiction. Neither BLACKROCK, nor the securities, products and
services described herein, are registered (or intended to be registered) in the Jurisdiction. Furthermore,
neither BLACKROCK, nor the securities, products, services, or activities described herein, are regulated, or
supervised by any governmental or similar authority in the Jurisdiction. The Materials are private,
confidential and are sent by BLACKROCK only for the exclusive use of the addressee. The Materials must
not be publicly distributed and any use of the Materials by anyone other than the addressee is not
authorized. The addressee is required to comply with all applicable laws in the Jurisdiction, including,
without limitation, tax laws and exchange control regulations if any.
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In Latin America, for institutional investors and financial intermediaries only (not for public distribution).
This material is for educational purposes only and does not constitute investment advice or an offer or
solicitation to sell or a solicitation of an offer to buy any shares of any fund or security and it is your
responsibility to inform yourself of, and to observe, all applicable laws and regulations of your relevant
jurisdiction. If any funds are mentioned or inferred in this material, such funds may not been registered
with the securities regulators of Argentina, Brazil, Chile, Colombia, Mexico, Panama, Peru, Uruguay or any
other securities regulator in any Latin American country and thus, may not be publicly offered in any such
countries. The securities regulators of any country within Latin America have not confirmed the accuracy of
any information contained herein. No information discussed herein can be provided to the general public in
Latin America. The contents of this material are strictly confidential and must not be passed to any third
party.

In Colombia, the sale of each fund discussed herein, if any, is addressed to less than one hundred
specifically identified investors, and such fund may not be promoted or marketed in Colombia or to
Colombian residents unless such promotion and marketing is made in compliance with Decree 2555 of
2010 and other applicable rules and regulations related to the promotion of foreign financial and/or
securities related products or services in Colombia.

In Chile, the sale of each fund not registered with the CMF is subject to General Rule No. 336 issued by the
SVS (now the CMF). The subject matter of this sale may include securities not registered with the CMF;
therefore, such securities are not subject to the supervision of the CMF. Since the securities are not
registered in Chile, there is no obligation of the issuer to make publicly available information about the
securities in Chile. The securities shall not be subject to public offering in Chile unless registered with the
relevant registry of the CMF.

IN MEXICO, FOR INSTITUTIONAL AND QUALIFIED INVESTORS USE ONLY. INVESTING INVOLVES
RISK, INCLUDING POSSIBLE LOSS OF PRINCIPAL. THIS MATERIAL IS PROVIDED FOR
EDUCATIONAL AND INFORMATIONAL PURPOSES ONLY AND DOES NOT CONSTITUTE AN OFFER OR
SOLICITATION TO SELL ORA SOLICITATION OF AN OFFER TO BUY ANY SHARES OF ANY FUND OR
SECURITY. This information does not consider the investment objectives, risk tolerance or the financial
circumstances of any specific investor. This information does not replace the obligation of financial advisor
to apply his/her best judgment in making investment decisions or investment recommendations. It is your
responsibility to inform yourself of, and to observe, all applicable laws and regulations of Mexico. If any
funds, securities or investment strategies are mentioned or inferred in this material, such funds, securities
or strategies have not been registered with the Mexican National Banking and Securities Commission
(Comisidon Nacional Bancaria y de Valores, the “CNBV”) and thus, may not be publicly offered in Mexico.
The CNBV has not confirmed the accuracy of any information contained herein. The provision of
investment management and investment advisory services (“Investment Services”) is a regulated activity in
Mexico, subject to strict rules, and performed under the supervision of the CNBV. These materials are
shared for information purposes only, do not constitute investment advice, and are being shared in the
understanding that the addressee is an Institutional or Qualified investor as defined under Mexican
Securities (Ley del Mercado de Valores). Each potential investor shall make its own investment decision
based on their own analysis of the available information. Please note that by receiving these materials, it
shall be construed as a representation by the receiver that it is an Institutional or Qualified investor as
defined under Mexican law. BlackRock México Operadora, S.A. de C.V., Sociedad Operadora de Fondos de
Inversion (“BlackRock México Operadora®) is a Mexican subsidiary of BlackRock, Inc., authorized by the
CNBV as a Mutual Fund Manager (Operadora de Fondos), and as such, authorized to manage Mexican
mutual funds, ETFs and provide Investment Advisory Services. For more information on the Investment
Services offered by BlackRock Mexico, please review our Investment Services Guide available in
www.blackrock.com/mx. This material represents an assessment at a specific time and its information
should not be relied upon by the you as research or investment advice regarding the funds, any security or
investment strategy in particular. Reliance upon information in this material is at your sole discretion.
BlackRock México is not authorized to receive deposits, carry out intermediation activities, or act as a
broker dealer, or bank in Mexico. For more information on BlackRock México, please visit:
www.blackRock.com/mx. BlackRock receives revenue in the form of advisory fees for our advisory services
and management fees for our mutual funds, exchange traded funds and collective investment trusts. Any
modification, change, distribution or inadequate use of information of this document is not responsibility
of BlackRock or any of its affiliates. Pursuant to the Mexican Data Privacy Law (Ley Federal de Proteccion
de Datos Personales en Posesion de Particulares), to register your personal data you must confirm that you
have read and understood the Privacy Notice of BlackRock México Operadora. For the full disclosure,
please visit www.blackRock.com/mx and accept that your personal information will be managed according
with the terms and conditions set forth therein.
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In Peru, this private offer does not constitute a public offer, and is not registered with the Securities Market
Public Registry of the Peruvian Securities Market Commission, for use only with institutional investors as
such term is defined by the Superintendencia de Banca, Seguros y AFP.

Any research in this document has been procured and may have been acted on by BlackRock for its own
purpose. The results of such research are being made available only incidentally. The views expressed do
not constitute investment or any other advice and are subject to change. They do not necessarily reflect the
views of any company in the BlackRock Group or any part thereof and no assurances are made as to their
accuracy.

Any opinions, forecasts represent an assessment of the market environment at a specific time and is not
intended to be a forecast of future events or a guarantee of future results. This information should not be
relied upon by the reader as research, investment advice or a recommendation.

This document is for information purposes only and does not constitute an offer or invitation to anyone to
invest in any BlackRock funds and has not been prepared in connection with any such offer.

If you are an intermediary or third-party distributor, you must only disseminate this material to other
Professional Investors as permitted in the above-specified jurisdictions and in accordance with applicable
laws and regulations.

Certain information contained herein has been obtained from published sources and from third parties,
including without limitation, market forecasts, internal and external surveys, market research, publicly
available information and industry publications. In addition, certain information contained herein may have
been obtained from companies in which investments have been made by entities affiliated with BlackRock.
Although such information is believed to be reliable for the purposes used herein, neither the Fund nor
BlackRock assumes any responsibility for the accuracy or completeness of such information. Reliance
upon information in this material is at the sole discretion of the reader. Certain information contained
herein represents or is based upon forward-looking statements or information. BlackRock and its affiliates
believe that such statements and information are based upon reasonable estimates and assumptions.
However, forward-looking statements are inherently uncertain, and factors may cause events or results to
differ from those projected. Therefore, undue reliance should not be placed on such forward-looking
statements and information.

© 2024 BlackRock, Inc. or its affiliates. All Rights Reserved. BLACKROCK,BLACKROCK SOLUTIONS,
iSHARES, BUILD ON BLACKROCK and SO WHAT DO | DO WITH MY MONEY are trademarks of BlackRock,
Inc. or its affiliates. All other trademarks are those of their respective owners.
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