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High yield bonds: better
quality, lower leverage

Bottom line up top

Earnings: “I’'m the captain now.” After the outbreak of war in Iran drove equity
markets sharply lower in March, April has brought a sense of relative stability and
renewed confidence. Ceasefire optimism and resilient corporate earnings have
helped the S&P 500 Index and other U.S. equity benchmarks reach new all-time
highs. Unlike some market rallies, this one is being driven not by valuations or even
by geopolitical relief, but by earnings.

The equity risk premium (ERP), which measures the excess return investors expect
to earn from equities over a risk-free rate (U.S. Treasuries), remains compressed,
but stable, hovering near cycle lows (Figure 1). Importantly, the current level isn’t
due to excessive equity exuberance, but rather to Treasury rates rising to meet
equities. With the forward earnings yield on the S&P 500 roughly in line with the
10-year Treasury, stocks no longer look cheap relative to bonds — but they’re not
outright expensive, either.

A generally supportive backdrop. Encouragingly, economic growth is holding
up despite geopolitical friction, and consensus expectations for Q1 earnings season
are for double-digit earnings per share (EPS) growth, led by continued strength

in the information technology sector. In this sense, the market’s resilience is
understandable — earnings are doing their job.

Last week’s retail sales release showed headline spending surged +1.7% in March.
And while much of that increase resulted from higher gasoline prices, retail sales
excluding auto fuel was a still-firm +0.6%. The retail sales control group, which
excludes some volatile categories and feeds directly into GDP calculations, rose
+0.7%, more than expected and higher than in February. Solid spending should
bode well for continued earnings growth, but it also reduces the urgency for near-
term Federal Reserve rate cuts. This will likely keep Treasury yields elevated and, in
turn, limit any meaningful expansion in the equity risk premium.

Risks are evolving, not resolving. At the same time, risks haven’t disappeared.
The energy supply shock tied to the on-again-off-again closing of the Strait of
Hormuz introduces a potential stagflationary impulse, where each incremental
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move higher in crude prices trims growth forecasts while reaccelerating inflation
expectations. Meanwhile, the artificial intelligence (AI) narrative is entering a more
selective phase. The conversation is no longer just about who benefits, but also who
gets disrupted — and the implications for business model viability and earnings
durability across sectors and industries.

In this environment, with equity valuations tethered to higher-for-longer rates
and the equity risk premium offering less cushion, investors seeking income and
total return may want to diversify beyond equities into asset classes like corporate
high yield bonds.

Figure 1

The equity risk premium has compressed, but remains stable
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Data source: FactSet, April 2016 to April 2026. Equity risk premium reflects the S&P 500 Index 12-month forward earnings yield minus the
“risk-free rate” offered by 10-year Treasuries. Performance data shown represents past performance and does not predict or guarantee
future results. Investing involves risk; principal loss is possible.

Portfolio considerations

U.S. high yield corporate bonds have proved resilient in 2026 so far, despite
escalating volatility from the Middle East conflict, Al-related risks for software
businesses and concerns around private credit. Through 21 April, the high

yield asset class is up +1.30% year to date, as measured by the Bloomberg U.S.
Corporate High Yield Total Return Index, outperforming the broad Bloomberg
U.S. Aggregate Bond Index by +82 basis points (bps).

High yield bonds have undergone a structural transformation since the 2007-
2009 global financial crisis. Bonds rated BB (the top quality tier for high yield)
now make up more than half (roughly 57%) of the overall high yield market,
versus 38% before the crisis. Additionally, the market has shifted toward larger,
more-established issuers with stronger credit profiles. The result is a higher-
quality universe that features more public issuers, along with a default rate that
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remains below long-term historical averages. High yield issuers also continue to
post strong corporate earnings. At the same time, their net leverage ratios remain
healthier than those in the private debt market (Figure 2). Interest coverage ratios,
an important metric for evaluating whether companies can service their debt, are
strong at 4.18x (source: JPMorgan).

Well-positioned for AI tailwinds. While Al-related risks have been a
dominant theme for credit markets, the high yield space has minimal exposure
(less than 5%) to software — an industry seen as particularly vulnerable to AI
disruption. On the other hand, high yield stands out as the clearest beneficiary of
potential AI disruption among credit markets, as its sector mix is meaningfully
overweight Al enablers and beneficiaries — fiber, power, data centers, tech
services and health care.

Given their combination of attractive yields, greatly improved (and improving)
credit fundamentals and relative insulation from AI risks, high yield bonds have
much to offer diversified investors looking to allocate to a below-investment grade
credit market and expecting to be fairly compensated for doing so.

Figure 2

Leverage levels for publicly issued loans have declined
over time
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Data source: JPMorgan as of 31 Dec 2025.
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For more information, please visit nuveen.com.

Endnotes

Sources
All market and economic data from Bloomberg, FactSet and Morningstar.

This material is not intended to be a recommendation or investment advice, does not constitute a
solicitation to buy, sell or hold a security or an investment strategy, and is not provided in a fiduciary
capacity. The information provided does not take into account the specific objectives or circumstances
of any particular investor, or suggest any specific course of action. Investment decisions should be
made based on an investor's objectives and circumstances and in consultation with his or her financial
professionals.

The views and opinions expressed are for informational and educational purposes only as of the date
of production/writing and may change without notice at any time based on numerous factors, such
as market or other conditions, legal and regulatory developments, additional risks and uncertainties
and may not come to pass. This material may contain “forward-looking” information that is not purely
historical in nature.

Such information may include, among other things, projections, forecasts, estimates of market returns,
and proposed or expected portfolio composition. Any changes to assumptions that may have been
made in preparing this material could have a material impact on the information presented herein by

way of example. Performance data shown represents past performance and does not predict or
guarantee future results. Investing involves risk; principal loss is possible.

Allinformation has been obtained from sources believed to be reliable, but its accuracy is not guaranteed.
There is no representation or warranty as to the current accuracy, reliability or completeness of, nor
liability for, decisions based on such information and it should not be relied on as such. For term
definitions and index descriptions, please access the glossary on nuveen.com. Please note, it is not
possible to invest directly in an index.

Important information on risk

Allinvestments carry a certain degree of risk and there is no assurance that an investment will provide
positive performance over any period of time. Equity investing involves risk. Investments are also subject
to political, currency and regulatory risks. These risks may be magnified in emerging markets. Debt or
fixed income securities are subject to market risk, credit risk, interest rate risk, call risk, derivatives risk,
dollar roll transaction risk and income risk. As interest rates rise, bond prices fall. Below investment
grade or high yield debt securities are subject to liquidity risk and heightened credit risk.

Nuveen, LLC provides investment services through its investment specialists.

This information does not constitute investment research as defined under MiFID.
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