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Tricky, sticky and picky:
jobs, inflation and high
yield bond selections

Bottom line up top

Last week’s July jobs report was the tricky part. Nonfarm payrolls delivered
a downside surprise for July (-23,000 jobs versus consensus forecasts of +80,000),
with May and June totals revised lower by a combined -103,000. The unemployment
rate dipped to 4.1% as 264,000 people left the workforce, resulting in a labor force
participation rate of 61.4% — the lowest since February 2021. Year-over-year wage
growth of +3.2% was cooler than the +3.5% anticipated. One monthly report doesn’t
make a trend, but the U.S. Federal Reserve Bank of Atlanta’s jobs calculator suggests
unemployment can be kept flat if the participation rate edges down to 61.3% and
the economy creates an average of about 54,000 jobs per month. That’s a low bar,
reinforcing the narrative that the employment component of the Fed’s dual mandate
will be much less of a swing factor than inflation going forward, although Fed
members are currently divided on the appropriate policy path.

This week’s inflation data will be the next test of the Fed’s resolve and
markets’ response. The labor market’s voice may have cracked, but inflation
hasn’t stopped whispering. It’s unclear whether that whisper once again turns into

a shout. Consensus forecasts for July’s Consumer Price Index (CPI) call for headline
inflation easing slightly in July, to roughly 3.4% year over year, with core CPI (ex-
food and energy) around 2.5%. Gasoline poses a near-term whipsaw risk, as pump
prices averaged lower in July than in June, but current prices above $4 per gallon
could add meaningfully to subsequent readings. Net tariff collections, down nearly
50% year-over-year as refunds ease passthrough pressure on retailers, are helping
temper goods prices. Shelter costs, meanwhile, appear poised for further disinflation
before bottoming, likely in 2027. Lastly, technology-related inflation, particularly
software, has dominated the disparity between CPI and the PCE Price Index, driven
by software’s near-zero weight in CPI versus about 1.25% in core PCE. This suggests
core CPI should stay less volatile than core PCE (traditionally the Fed’s preferred
inflation metric) through the remainder of the year — a nuance worth watching.

Also on tap this week is the Producer Price Index (PPI), a measure of inflation at
the wholesale level. Headline and core PPI came in at 5.5% and 4.7%, respectively,
in June. The July print may indicate whether the transmission of producer-to-
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consumer price movements, commonly seen as a three- to six-month pipeline, holds
as a rule of thumb (Figure 1). Actual passthrough pricing speed may vary depending
on the good or service, corporate margins and elasticity of demand.

The week closes out with retail sales data for July, which should capture the start of
the back-to-school shopping season. In the wake of the poor jobs report, this week’s
inflation and spending data could help determine whether inflation hawks retain the
upper hand heading into the Fed’s September meeting. Investors seeking to diversify
their portfolios with income-generating assets amid continued inflation concerns
may want to consider an allocation to high yield corporate bonds.

Figure 1

Inflation remains elevated across the board
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Data source: U.S. Bureau of Labor Statistics, Federal Reserve Bank of St Louis. 05 Aug 2026. Core indexes are less food and energy. Gaps in
2025 data represent missed inflation reports during the U.S. federal government shutdown.

Portfolio considerations

High yield remains high on the list

U.S. high yield corporate bonds have returned +2.29% year-to-date through 07
August, outperforming both their investment grade counterparts (-0.35%), U.S.
Treasuries (-0.37%) and core fixed income more broadly (-0.29%), as measured by
respective Bloomberg indexes. The high yield total return advantage is supported
by a number of positive characteristics that may make the asset class a worthy
addition to diversified portfolios.

« Compelling yields. The ICE BofA U.S. High Yield Index currently offers a yield
to worst of approximately 7.4% — a level that, outside of brief periods of market
stress, has not been sustained since before the 2007-2009 global financial crisis.
(Yield to worst is the lowest potential yield a bond would pay, absent a default,
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if the issuer were to exercise call options or other provisions unfavorable to the

bondholder.) Yield income is currently the dominant component of expected

return for high yield. Additionally, the asset class is yielding roughly 285 basis ‘ ‘
points (bps) more than U.S. Treasuries, an attractive spread given the benign

backdrop of high yield credit fundamentals.

Yields, quality

Better credit quality. The composition of the index has evolved meaningfully

relative to prior cycles. Issuers rated BB (the top quality tier within high yield) and liqllidity

now represent about 60% of the index, while exposure to the lowest tier (CCC and all lead to high
. o C . . .

below) h.as fal}lﬁn hto ;pprommate?y 10%, near historical lows (Figure 2)..Publ1c yiel d corporate

companies, which offer greater disclosure and transparency than the private- 3

sponsor structure that dominated in the past, now account for 61% of index bonds belng

constituents. Reflecting these shifts, the par-weighted default rate stands at 2.67%, a compe]ling

below the long-term average of 3.2%. Lastly, net leverage is stable at 3.8x, with

: allocation.
interest coverage at 4.1x.

- Improved market liquidity. Daily secondary market trading volume of
approximately $10 billion for high yield is a significant structural improvement
in liquidity relative to prior cycles, bolstering the ability to establish and adjust
positions at scale.

Performance deconstruction and security selection are also critical. Currently,
across every rating tier, price return is negative while income return is positive.
This is consistent with a market in which coupon income is broadly available

to all participants, while realized total return outcomes diverge based on issuer
selection. A passive allocation to high yield captures the income stream in full

but is also fully exposed to the price component. In our view, actively managed
positioning is the primary mechanism by which negative price contribution may
be offset or improved. In other words, the difference between gross income return
and net total return is a function of active security selection.

Figure 2

The high yield market has improved in quality while
maintaining attractive yields
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Data source: Bloomberg, L.P, BofA. 30 Jun 2026. Representative index is the ICE BofA U.S. High Yield Index. Yield measured by yield to worst.
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For more information, please visit nuveen.com.

Endnotes

Sources
Al 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

All'investments carry a certain degree of risk and there is no assurance that an investment will provide
positive performance over any period of time. Debt or fixed income securities are subject to market risk,
credit risk, interest rate risk, call risk, tax risk, political and economic risk, and income risk. As interest
rates rise, bond prices fall. Credit risk refers to an issuer’s ability to make interest payments when due.
Below investment grade or high yield debt securities are subject to liquidity risk and heightened credit risk.
Non-U.S. investments involve risks such as currency fluctuation, political and economic instability, lack
of liquidity and differing legal and accounting standards. These risks are magnified in emerging markets.
It is important to review your investment objectives, risk tolerance and liquidity needs before choosing
an investment style or manager. The value and income generated by bonds and other debt securities will
fluctuate based on interest rates. If rates rise, the value of these investments generally drops. Taxable
fixed income securities are subject to credit risk, interest rate risk, foreign risk, and currency risk. Neither
Nuveen nor any of its affiliates or their employees provide legal or tax advice. Please consult with your
personal legal or tax advisor regarding your personal circumstances. Nuveen, LLC provides investment
services through its investment specialists.

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