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The discourse on “tight high-yield bond spreads” is both technically factual and
potentially misleading. Spreads, at around 300 basis points (bps), aren't much to shout
about, but they must be considered against a high-yield market that has dramatically
risen in quality.! Over 55% of the U.S. high-yield bond market is now rated BB, the
highest sub-investment grade credit rating. (See Figure 1.) That's a record level, and
around 10 percentage points more than it was a decade ago. Meanwhile, bonds rated
CCC and below constitute 12.1% of the market, compared to the long-term average of
17.2%.2 In short, the high-yield market is about as good quality as it has ever been.

Fallen angels (i.e., bonds downgraded from investment grade to high-yield) also present
a potentially favorable tailwind for the high-yield market’s overall quality. Barclays
anticipates $70-90bn of fallen angels in 2026, with a number of large BBB-rated bonds
at risk of being downgraded and ultimately swelling the BB-rated portion of the
high-yield market.®

With quality up, defaults are down. The high-yield bond default rate currently stands at
1.8%, compared to the post-Global Financial Crisis average of 2.5%.4 Simply put, that’s
allowed high-yield investors to enjoy more of their contractual returns. Moreover, more
high-yield bonds are now being issued in senior secured format, which may support
greater recoveries for those bonds that default.

However, a higher-rated market doesn’'t mean managers should relax their underwriting
standards. Ratings aren’t a perfect guide to quality and avoiding defaults remains the
name of the game. Get that right and the high-yield market can present attractive
contractual income with manageable credit risk.

Figure 1: BB-Rated Bonds Now Dominate the High-Yield Market
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Source: ICE U.S. High-Yield Constrained Index, as of November 30, 2025; represents percentage of bonds rated BB and above, by face value.
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Endnotes
1. ICE U.S. High-Yield Constrained Index, as of December 12, 2025.

2. ICE U.S. High-Yield Constrained Index, bonds rated CCC and below
as a percentage of total market face value. Long-term average
measured between January 2001 and November 2025.

3. Barclays; Rising Star and Fallen Angel 2026 Outlook, as of
October 24,2025.

4. JP Morgan Default Monitor, 12-month trailing default rate, as of
December 1,2025.

Important Disclosures

Allinvesting involves risk. The value of an investment will fluctuate over
time, and an investor may gain or lose money, or the entire investment.
Past performance is no guarantee of future results.

Asset-backed securities are subject to greater levels of credit risk,
call risk and liquidity risks, which may cause their values to decline.
Asset-backed securities are complex investments and they are not
suitable for all investors.

Brookfield Private Wealth LLC is registered as a broker-dealer with
the U.S. Securities and Exchange Commission (SEC) and is a member
of FINRA and the Securities Investor Protection Corporation (SIPC).
Brookfield Private Wealth LLC is a wholly owned subsidiary

of Brookfield.

Statements made reflect the views and opinions of Oaktree. The
information contained herein is for educational and informational
purposes only and does not constitute, and should not be construed
as, an offer to sell, or a solicitation of an offer to buy, any securities

or related financial instruments. This commentary discusses broad
market, industry or sector trends, or other general economic or market
conditions, and it is being provided on a confidential basis.
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Forward-Looking Statements

Information herein contains, includes or is based on forward-looking
statements within the meaning of the federal securities laws, specifically
Section 21E of the Securities Exchange Act of 1934, as amended,

and Canadian securities laws. Forward-looking statements include

all statements, other than statements of historical fact, that address
future activities, events or developments, including, without limitation,
business or investment strategy or measures to implement strategy,
competitive strengths, goals, expansion and growth of our business,
plans, prospects and references to our future success. You can

identify these statements by the fact that they do not relate strictly

to historical or current facts. Words such as “anticipate,” “estimate,”
“expect,” “project,” “intend,” “plan,” “believe” and other similar words are
intended to identify these forward-looking statements. Forward-looking
statements can be affected by inaccurate assumptions or by known or
unknown risks and uncertainties. Many such factors will be important
in determining our actual future results or outcomes. Consequently,

no forward-looking statement can be guaranteed. Our actual results or
outcomes may vary materially. Given these uncertainties, you should
not place undue reliance on these forward-looking statements. This
communication is not intended to provide an overview of the terms
applicable to any products sponsored by Brookfield Corporation and
its affiliates (together, “Brookfield”). Information and views are subject
to change without notice. Some of the information provided herein has
been prepared based on Brookfield’s internal research, and certain
information is based on various assumptions made by Brookfield, any
of which may prove to be incorrect. Brookfield may not have verified
(and disclaims any obligation to verify) the accuracy or completeness
of any information included herein, including information that has been
provided by third parties, and you cannot rely on Brookfield as having
verified any of the information. The information provided herein reflects
Brookfield's perspectives and beliefs as of the date of this commentary.

© 2026 Brookfield
ID B875045

00274-L


https://privatewealth.brookfield.com/
mailto:privatewealth%40brookfield.com%20?subject=
tel:18557778001
https://www.linkedin.com/showcase/brookfield-oaktree/posts/?feedView=all

